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Part I
 

ITEM 1. Condensed Consolidated Financial Statements
Clearwater Paper Corporation
Condensed Consolidated Statements of Operations
Unaudited (Dollars in thousands - except per-share amounts)
 

   
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
   2011   2010   2011   2010  
Net sales   $ 501,125   $ 352,927   $ 1,461,582   $1,027,408  
Costs and expenses:      

Cost of sales    (448,927)   (303,542)   (1,297,205)   (891,921) 
Selling, general and administrative expenses    (26,815)   (20,886)   (81,655)   (59,124) 

Total operating costs and expenses    (475,742)   (324,428)   (1,378,860)   (951,045) 
Income from operations    25,383    28,499    82,722    76,363  
Interest expense, net    (12,100)   (3,819)   (34,425)   (12,236) 
Other, net    1,290    —      585    —    
Earnings before income taxes    14,573    24,680    48,882    64,127  
Income tax provision    (5,928)   (9,692)   (20,710)   (28,113) 
Net earnings   $ 8,645   $ 14,988   $ 28,172   $ 36,014  
Net earnings per common share:      

Basic   $ 0.38   $ 0.65   $ 1.23   $ 1.57  
Diluted    0.37    0.64    1.19    1.52  

The accompanying notes are an integral part of these condensed consolidated financial statements.

All per common share amounts have been adjusted for the two-for-one stock split effected in the form of a stock dividend distributed on August 26, 2011.
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Clearwater Paper Corporation
Condensed Consolidated Balance Sheets
Unaudited (Dollars in thousands – except per-share amounts)
 

   
September 30,

2011   
December 31,

2010  
ASSETS    
Current assets:    

Cash   $ 21,071   $ 18,928  
Restricted cash    500    3,637  
Short-term investments    85,001    126,095  
Receivables, net    182,954    153,335  
Taxes receivable    12,382    10,354  
Inventories    225,356    228,321  
Deferred tax assets    35,345    37,374  
Prepaid expenses    6,482    11,415  

Total current assets    569,091    589,459  
Property, plant and equipment, net    707,064    654,456  
Goodwill    229,533    229,533  
Intangible assets, net    51,331    56,400  
Other assets, net    13,673    15,488  
TOTAL ASSETS   $1,570,692   $1,545,336  
LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable and accrued liabilities   $ 185,547   $ 184,604  
Current portion of long-term debt    —      760  
Current liability for pensions and other postretirement employee benefits    9,749    9,749  

Total current liabilities    195,296    195,113  
Long-term debt, net of current portion    523,638    538,314  
Liability for pensions and other postretirement employee benefits    180,036    187,116  
Other long-term obligations    35,726    23,369  
Accrued taxes    73,884    72,011  
Deferred tax liabilities    71,599    61,064  
Stockholders’ equity:    

Preferred stock, par value $0.0001 per share, 5,000,000 authorized shares, no shares issued    —      —    
Common stock, par value $0.00005 per share, 100,000,000 authorized shares, 23,038,520 and 22,957,818 shares

issued    1    1  
Additional paid-in capital    313,807    310,821  
Retained earnings    284,051    255,879  
Treasury stock, at cost, common shares - 291,600 and no shares repurchased    (10,003)   —    
Accumulated other comprehensive loss, net of tax    (97,343)   (98,352) 

Total stockholders’ equity    490,513    468,349  
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $1,570,692   $1,545,336  

The accompanying notes are an integral part of these condensed consolidated financial statements.

All common share and common per share amounts have been adjusted for the two-for-one stock split effected in the form of a stock dividend distributed on
August 26, 2011.
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Clearwater Paper Corporation
Condensed Consolidated Statements of Cash Flows
Unaudited (Dollars in thousands)
 

   
Nine Months Ended

September 30,  
   2011   2010  
CASH FLOWS FROM OPERATING ACTIVITIES    
Net earnings   $ 28,172   $ 36,014  
Adjustments to reconcile net earnings to net cash provided by operating activities:    

Depreciation and amortization    57,108    35,507  
Deferred tax expense    12,311    626  
Equity-based compensation expense    5,117    6,394  
Employee benefit plans    6,252    8,062  

Change in taxes receivable, net    (2,028)   98,407  
Working capital changes, net    (32,621)   18,264  
Excess tax benefits from equity-based payment arrangements    —      (2,615) 
Funding of qualified pension plans    (9,800)   (15,100) 
Change in restricted cash, net    4,429    —    
Other, net    3,363    4,195  
Net cash provided by operating activities    72,303    189,754  
CASH FLOWS FROM INVESTING ACTIVITIES    
Change in short-term investments, net    41,094    (147,072) 
Additions to plant and equipment    (87,251)   (23,111) 
Net cash used for investing activities    (46,157)   (170,183) 
CASH FLOWS FROM FINANCING ACTIVITIES    
Change in book overdrafts, net    3,557    256  
Excess tax benefits from equity-based payment arrangements    —      2,615  
Repayment of debt    (15,595)   —    
Purchase of treasury stock    (10,003)   —    
Payment of employee restricted stock tax withholdings    (1,498)   (3,470) 
Other, net    (617)   (289) 
Net cash used for financing activities    (24,156)   (888) 
Effect of exchange rate changes    153    —    
Increase in cash    2,143    18,683  
Cash at beginning of period    18,928    2,824  
Cash at end of period   $ 21,071   $ 21,507  
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:    
Cash paid for interest, net of amounts capitalized   $ 22,303   $ 7,969  
Cash paid for income taxes    40,045    26,004  
Cash received from income tax refunds    29,282    99,454  
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING ACTIVITIES:    
Increase in accrued plant and equipment   $ 5,087   $ —    
Property acquired under capital lease    12,687    —    

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Clearwater Paper Corporation
Condensed Consolidated Statements of Comprehensive Income
Unaudited (Dollars in thousands)
 

   
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
   2011   2010   2011   2010  
Net earnings   $ 8,645   $14,988   $28,172   $36,014  
Other comprehensive (loss) income, net of tax:      
Defined benefit pension and other postretirement employee benefits:      

Amortization of actuarial loss included in net periodic cost, net of tax expense of $818, $1,048,
$2,452 and $3,145    1,278    1,640    3,834    4,920  

Amortization of prior service credit included in net periodic cost, net of tax benefit of $59, $57, $176
and $172    (91)   (90)   (275)   (270) 

Foreign currency translation adjustment    (3,666)   —      (2,377)   —    
(Amortization) recognition of deferred taxes related to actuarial gain on other postretirement

employee benefit obligations    (58)   —      (173)   5,070  
Other comprehensive (loss) income, net of tax    (2,537)   1,550    1,009    9,720  
Comprehensive income   $ 6,108   $16,538   $29,181   $45,734  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Clearwater Paper Corporation
Notes to Condensed Consolidated Financial Statements
Unaudited
NOTE 1 Nature of Operations and Basis of Presentation
GENERAL
We are principally engaged in the manufacturing and selling of pulp-based products. We currently manufacture quality consumer tissue, away-from-home
tissue, parent roll tissue, machine-glazed tissue, bleached paperboard, pulp and wood products at 15 manufacturing locations in the U.S. and Canada. Our
private label tissue products, such as facial and bath tissue, paper towels and napkins, are used primarily at-home and are principally sold to major retailers
and wholesale distributors, which include grocery, drug, mass merchants and discount stores. Our paperboard is sold primarily in the high-end segment of the
packaging industry and is ultimately used by our customers to make packaging for products ranging from liquids to pharmaceuticals to consumer goods
packaging, all of which demand high quality construction and print surfaces for graphics. We also currently manufacture wood products, including quality
cedar used for its attractive appearance, and lumber products for construction.

On December 27, 2010, we acquired Cellu Tissue Holdings, Inc., or Cellu Tissue, and consolidated the acquisition in our financial statements as of that date.
The financial position and results of Cellu Tissue’s operations and cash flows are fully reflected in these condensed consolidated financial statements relating
to periods subsequent to the acquisition date.

FINANCIAL STATEMENT PREPARATION AND PRESENTATION
The accompanying unaudited Condensed Consolidated Balance Sheets at September 30, 2011 and December 31, 2010, and the related Condensed
Consolidated Statements of Operations, Cash Flows, and Comprehensive Income for the three months and nine months ended September 30, 2011 and 2010
have been prepared in conformity with accounting principles generally accepted in the United States of America, or GAAP. We believe that all adjustments
necessary for a fair statement of the results of the interim periods presented have been included. The results of operations for any interim period are not
necessarily indicative of the results of operations to be expected for the full year.

This Quarterly Report on Form 10-Q should be read in conjunction with our Annual Report on Form 10-K for the year ended December 31, 2010, as filed with
the Securities and Exchange Commission, or SEC, on March 11, 2011.

We evaluated all subsequent events through the date these financial statements were filed with the SEC.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
SIGNIFICANT ESTIMATES
The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of net sales and
expenses during the reporting period. Significant areas requiring the use of estimates and measurement of uncertainty include the determination of net
realizable value for deferred tax assets, environmental matters, goodwill and intangible assets, uncertain tax positions and pension and postretirement
obligation assumptions. Actual results could differ from those estimates and assumptions.

TRADE ACCOUNTS RECEIVABLE
As of September 30, 2011 and December 31, 2010, we had allowances of $1.6 million and $1.0 million, respectively, for doubtful accounts based on our
estimates of the collectability of outstanding receivables.

INVENTORIES
Inventories are stated at the lower of current average cost or market, except that the last-in, first-out method is used to determine cost of logs, chips, sawdust
and the majority of our lumber. An average cost method is used to determine the cost of all other inventories.
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PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment are stated at cost, including any interest costs capitalized, less accumulated depreciation. Depreciation of buildings,
equipment and other depreciable assets is determined using the straight-line method. Assets we acquire through business combinations have estimated lives
that are typically shorter than the assets we construct or buy new. Accumulated depreciation totaled $1,324.4 million and $1,290.1 million at September 30,
2011 and December 31, 2010, respectively.

For the three months and nine months ended September 30, 2011, we capitalized $0.8 million and $2.3 million, respectively, of interest expense associated
with the construction of our new tissue manufacturing and converting facilities in Shelby, North Carolina.

STOCKHOLDERS’ EQUITY
On July 28, 2011, we announced that our Board of Directors had declared a two-for-one stock split of our outstanding shares of common stock, which was
effected in the form of a stock dividend distributed on August 26, 2011 to shareholders of record on August 12, 2011. On the August 26, 2011 distribution
date, there were 11,373,460 shares of common stock outstanding. Immediately following the distribution date, there were 22,746,920 outstanding shares of
common stock.

In addition, we also announced on July 28, 2011, that our Board of Directors had authorized the repurchase of up to $30 million of our common stock. Under
our stock repurchase program, we may repurchase shares in the open market or as otherwise may be determined by management, subject to market conditions,
business opportunities and other factors. During the quarter ended September 30, 2011, we repurchased 291,600 shares of our outstanding common stock at
an average price of $34.30 per share pursuant to our share repurchase program.

We account for share repurchases under the program as treasury stock and record the amounts paid to repurchase shares at cost as a component of
stockholders’ equity. We have not retired any treasury shares and may choose to reissue shares held in treasury stock in a future period.

EMPLOYEES
Unions represent hourly employees at seven of our manufacturing sites. There are no hourly union labor contracts expiring in 2011. The union contracts that
had expired as set forth on page 9 of our Annual Report on Form 10-K for the year ended December 31, 2010 were all ratified during the second quarter of
2011.

NOTE 2 Recently Adopted and New Accounting Standards
In June 2011, accounting guidance was issued related to Other Comprehensive Income, or OCI. The guidance eliminates the option to present the
components of OCI as part of the statement of changes in stockholders’ equity, and instead requires consecutive presentation of the statements of net income
and OCI either in a continuous statement of comprehensive income or in two separate but consecutive statements. The guidance is effective for interim and
annual periods beginning after December 15, 2011, with earlier adoption permitted, and adoption will not impact the accounting for OCI, only its
presentation in our consolidated financial statements.

In December 2010, accounting guidance was issued that modifies “Step 1” of the “Two-Step” goodwill impairment test for reporting units with zero or
negative carrying amounts. In Step 1, the fair value of a reporting unit is compared to the reporting unit’s carrying amount. For those reporting units, an entity
is required to perform “Step 2” of the goodwill impairment test (measurement of the amount of goodwill impairment) if it is more likely than not that a
goodwill impairment exists. In determining whether it is more likely than not that a goodwill impairment exists, an entity should consider whether there are
any adverse qualitative factors indicating that an impairment may exist such as if an event occurs or circumstances change that would more likely than not
reduce the fair value of a reporting unit below its carrying amount. This guidance became effective for us on January 1, 2011 and has not had an impact on
our consolidated financial statements.

In September 2011, accounting guidance was issued that permits an entity to make a qualitative assessment of whether it is more likely than not that a
reporting unit’s fair value is less than its carrying amount before applying the “Two-Step” goodwill impairment test. If an entity can support the conclusion
that it is not more likely than not that the fair value of a reporting unit is less than its carrying amount, it would not need to perform the Two-Step impairment
test for that reporting unit. Goodwill must be tested for impairment at least annually, and prior to this accounting guidance, the Two-Step test was required to
assess goodwill for impairment. The guidance is effective for annual and interim goodwill impairment tests performed in fiscal years beginning after
December 15, 2011 and early adoption is permitted. We will perform our annual impairment test in the fourth quarter and have not yet determined if we will
early adopt this guidance.
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In September 2011, accounting guidance was issued that increases quantitative and qualitative disclosures regarding an employer’s participation in
multiemployer pension plans. The objective is to enhance the transparency of disclosures about (i) the significant multiemployer plans in which an employer
participates, (ii) the level of the employer´s participation in those plans, (iii) the financial health of the plans, and (iv) the nature of the employer´s
commitments to the plans. The requirements are effective for fiscal years ending after December 15, 2011 for public entities with early application permitted.
In addition, an entity is required to retrospectively report on all periods presented. We participate in multiemployer pension plans. Adoption will only affect
additional disclosure requirements and will have no impact on the accounting for pension and other postretirement employee benefits in our consolidated
financial statements.

NOTE 3 Inventories
Inventories at the balance sheet dates consist of:
 

(In thousands)   
September 30,

2011    
December 31,

2010  
Logs, pulpwood, chips and sawdust   $ 17,402    $ 19,901  
Lumber    9,714     13,065  
Pulp, paperboard and tissue products    138,340     139,404  
Materials and supplies    59,900     55,951  

  $ 225,356    $ 228,321  

NOTE 4 Intangible Assets
Intangible assets at the balance sheet dates are comprised of the following:
 
   September 30, 2011  

(Dollars in thousands, lives in years)   
Useful

Life    
Historical

Cost    
Accumulated
Amortization  

Foreign
Currency

Translation  
Net

Balance  
Customer relationships    9.0    $50,000    $ (4,167)  $ (174)  $45,659  
Trade names and trademarks    10.0     5,300     (398)   —      4,902  
Non-compete agreements    2.5     1,100     (330)   —      770  
Total intangible assets     $56,400    $ (4,895)  $ (174)  $51,331  

   December 31, 2010  

(Dollars in thousands, lives in years)   
Useful

Life    
Historical

Cost    
Accumulated
Amortization  

Foreign
Currency

Translation  
Net

Balance  
Customer relationships    9.0    $50,000    $ —     $ —     $50,000  
Trade names and trademarks    10.0     5,300     —      —      5,300  
Non-compete agreements    2.5     1,100     —      —      1,100  
Total intangible assets     $56,400    $ —     $ —     $56,400  

NOTE 5 Taxes
Pursuant to authoritative guidance, we use our estimated annual effective tax rate to allocate expected annual income tax expense to interim periods. The rate
is the ratio of estimated annual income tax expense to estimated pre-tax ordinary income, and excludes what we refer to as “discrete items,” which are
significant, unusual or infrequent items reported separately net of their related tax effect. The estimated annual effective tax rate is applied to the current
interim period’s ordinary income to determine the income tax expense allocated to the interim period. The income tax effects of discrete items are then
determined separately and recognized in the interim period in which the income or expense items arise.
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Our estimated annual effective tax rate for 2011 is 34.2%, compared with 34.8% at September 30, 2010. We recorded income tax expense of $5.9 million and
$20.7 million, respectively in the three and nine months ended September 30, 2011, compared to $9.7 million and $28.1 million, respectively, in the three
and nine months ended September 30, 2010. The actual rates for the three and nine months ended September 30, 2011 were 40.7% and 42.4%, respectively,
compared to rates of 39.3% and 43.8% for the three and nine months ended September 30, 2010, respectively. The higher rates for the nine month periods
resulted from the net impact of reporting discrete items of approximately $4.0 million of net expense in the nine months ended September 30, 2011, and $5.8
million of net expense in the nine months ended September 30, 2010.

The net discrete expense in 2011 primarily related to interest accrued on uncertain tax positions, as well as an increase to tax expense based on evaluating
our state tax structure as Cellu Tissue is integrated with the Company’s operations, for which there is no comparable impact in 2010. In addition to interest
accrued on uncertain tax positions, the net discrete expense in 2010 primarily related to the passage of the Patient Protection and Affordable Care Act on
March 23, 2010, which required us to reverse $4.4 million of deferred tax assets relating to the elimination of an income tax deduction for prescription drug
benefits provided to retirees and reimbursed under the Medicare Part D retiree drug subsidy beginning in January 2013, for which there is no comparable
impact in 2011.

We are eligible to convert gallons previously claimed under the Alternative Fuel Mixture Tax Credit, or AFMTC, to the Cellulosic Biofuel Producer Credit,
or CBPC; however, due to CBPC carryovers from 2010, we do not anticipate converting additional gallons from AFMTC to CBPC during 2011. We have the
ability to convert additional gallons to CBPC until the end of 2013.

NOTE 6 Accounts Payable and Accrued Liabilities
 
(In thousands)   September 30, 2011   December 31, 2010 
Trade accounts payable   $ 84,288    $ 91,688  
Accrued wages, salaries and employee benefits    39,589     42,066  
Accrued interest    15,916     5,977  
Book overdrafts    11,987     8,430  
Accrued taxes other than income taxes payable    9,054     10,249  
Accrued utilities    7,720     8,514  
Accrued discounts and allowances    6,175     4,981  
Accrued transportation    4,550     3,337  
Accrued commissions    1,663     1,686  
Other    4,605     7,676  

  $ 185,547    $ 184,604  

NOTE 7 Debt
$375 MILLION SENIOR NOTES DUE 2018
On October 22, 2010, we sold $375.0 million aggregate principal amount of senior notes, which we refer to as the 2010 Notes. The 2010 Notes mature on
November 1, 2018, have an interest rate of 7.125% and were issued at their face value. The issuance of these notes generated net proceeds of $367.5 million
after deducting offering expenses. The net proceeds from the issuance of the 2010 Notes were used to finance in part our acquisition of Cellu Tissue, to
refinance certain existing indebtedness of Cellu Tissue, and to pay fees and expenses incurred as part of the 2010 Note offering, acquisition of Cellu Tissue
and related transactions.

The 2010 Notes are guaranteed by Cellu Tissue and certain of our other existing and future direct and indirect domestic subsidiaries. The 2010 Notes are
equal in right of payment with all other existing and future unsecured senior indebtedness and are senior in right of payment to any future subordinated
indebtedness. The 2010 Notes are effectively subordinated to all of our existing and future secured indebtedness, including borrowings under our secured
revolving credit facility, which is secured by certain of our accounts receivable, inventory and cash. The terms of the 2010 Notes limit our ability and the
ability of any restricted subsidiaries to borrow money; pay dividends; redeem or repurchase capital stock; make investments; sell assets; create restrictions on
the payment of dividends or other amounts to us from any restricted subsidiaries; enter into transactions with affiliates; enter into sale and lease back
transactions; create liens; and consolidate, merge or sell all or substantially all of our assets.
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$150 MILLION SENIOR NOTES DUE 2016
In June 2009, we issued senior unsecured notes, which we refer to as the 2009 Notes, in the aggregate principal amount of $150.0 million. The 2009 Notes are
due on June 15, 2016 and have an interest rate of 10.625%. The 2009 Notes were issued at a price equal to 98.792% of their face value.

The 2009 Notes are guaranteed by our existing and future direct and indirect domestic subsidiaries. The 2009 Notes are general unsecured obligations and
are therefore not secured by our assets and are effectively subordinated to all of our existing and future secured indebtedness, including borrowings under our
secured revolving credit facility, which is secured by certain of our accounts receivable, inventory and cash. The terms of the 2009 Notes limit our ability and
the ability of any restricted subsidiaries to borrow money; pay dividends; redeem or repurchase capital stock; make investments; sell assets; create
restrictions on the payment of dividends or other amounts to us from any restricted subsidiaries; enter into transactions with affiliates; enter into sale and
lease back transactions; create liens; and consolidate, merge or sell all or substantially all of our assets.

CITYFOREST INDUSTRIAL BONDS
Prior to our acquisition of Cellu Tissue, Cellu Tissue CityForest LLC, or CityForest, a wholly-owned subsidiary of Cellu Tissue, was party to a loan
agreement, dated as of March 1, 1998, with the City of Ladysmith, Wisconsin. Pursuant to this agreement the City of Ladysmith loaned the proceeds of its
Variable Rate Demand Solid Waste Disposal Facility Revenue Bonds, Series 1998, or IRBs, to CityForest to finance the construction by CityForest of a solid
waste disposal facility. As a result of our acquisition of Cellu Tissue, we assumed the IRBs. During the third quarter of 2011, we redeemed the remaining
$15.2 million principal amount of outstanding IRBs.

REVOLVING CREDIT FACILITY
On November 26, 2008, we entered into a $125 million revolving credit facility with certain financial institutions. On September 28, 2011, we amended our
revolving credit facility, among other things, (i) to extend the term of the revolving loan to the earlier of September 30, 2016 or 90 days prior to the maturity
date of the 2009 Notes; (ii) to increase permitted capital expenditures limits; and (iii) to change the interest rate margins applicable to base rate loans and
LIBOR loans in circumstances based on our fixed charge coverage ratio from time to time, and to reduce the fees paid by us on undrawn amounts. The
amount available to us under the revolving credit facility is based on the lesser of 85% of our eligible accounts receivable plus approximately 65% of our
eligible inventory, or $125 million.

As of September 30, 2011, there were no borrowings outstanding under the credit facility, but approximately $8.4 million of the credit facility was being used
to support outstanding standby letters of credit. Loans under the credit facility bear interest at LIBOR plus between 1.75% and 2.25% for LIBOR loans, and a
base rate effectively equal to the agent bank’s prime rate plus between 0.25% and 0.75% for other loans. The percentage margin on all loans is based on our
fixed charge coverage ratio for the last fiscal quarter, which is recalculated on a quarterly basis. As of September 30, 2011, we would have been permitted to
draw up to $116.6 million under the credit facility at LIBOR plus 2.25%.

A minimum fixed charge coverage ratio is the only financial covenant requirement under our credit facility and is triggered when an event of default exists or
when availability falls below 20%, at which time the minimum fixed charge coverage ratio must be at least 1.0 to 1.0. As of September 30, 2011, the fixed
charge coverage ratio for the preceding twelve months was 1.2 to 1.0.
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NOTE 8 Pension and Other Postretirement Employee Benefit Plans
The following table details the components of net periodic cost of our pension and other postretirement employee benefit, or OPEB, plans for the periods
presented:
 
   Three Months Ended September 30:  

   Pension Benefit Plans   
Other Postretirement

Employee Benefit Plans  
(In thousands)       2011          2010          2011          2010     
Service cost   $ 1,931   $ 2,004   $ 175   $ 248  
Interest cost    3,773    3,844    1,714    1,928  
Expected return on plan assets    (4,883)   (4,848)   —      —    
Amortization of prior service cost (credit)    299    301    (449)   (448) 
Amortization of actuarial loss    2,096    2,168    —      520  
Net periodic cost   $ 3,216   $ 3,469   $ 1,440   $ 2,248  

   Nine Months Ended September 30:  

   Pension Benefit Plans   
Other Postretirement

Employee Benefit Plans  
(In thousands)   2011   2010   2011   2010  
Service cost   $ 5,794   $ 6,013   $ 526   $ 746  
Interest cost    11,319    11,531    5,143    5,784  
Expected return on plan assets    (14,649)   (14,543)   —      —    
Amortization of prior service cost (credit)    895    904    (1,346)   (1,346) 
Amortization of actuarial loss    6,286    6,503    —      1,562  
Net periodic cost   $ 9,645   $ 10,408   $ 4,323   $ 6,746  

As discussed in the notes to our consolidated financial statements in our 2010 Form 10-K, our company-sponsored pension plans were underfunded by $55.4
million at December 31, 2010. The funded status as of December 31, 2010 improved by $40.5 million over the funded status as of December 31, 2009 due to
cash contributions made to the pension plans during 2010, positive returns on pension asset investments and plan changes resulting in the salaried pension
plan being closed to new entrants commencing December 15, 2010 and frozen as to the accrual of further benefits effective December 31, 2011. As a result of
being underfunded, we are required to make contributions to our qualified pension plans. During the nine months ended September 30, 2011, we contributed
$9.8 million to these pension plans. In October 2011, we contributed an additional $2.7 million to these pension plans, which constitute the remaining
contributions we are required to make in 2011.

During the nine months ended September 30, 2011, we made approximately $0.2 million of contributions to our non-qualified pension plan, and we estimate
contributions will total approximately $0.3 million in 2011. We do not anticipate funding our OPEB plans in 2011 except to pay benefit costs as incurred
during the year by plan participants.

NOTE 9 Earnings per Common Share
Earnings per common share are computed by dividing net earnings by the weighted average number of common shares outstanding in accordance with
accounting guidance related to earnings per share. Shares have been excluded from the computation of diluted net earnings per common share where the
effect would have been antidilutive. The following table reconciles the number of common shares used in calculating the basic and diluted net earnings per
share:
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   Three Months Ended September 30,    Nine Months Ended September 30,  
   2011    2010    2011    2010  
Basic average common shares outstanding    22,865,233     22,957,530     22,975,847     22,943,854  
Incremental shares due to:         

Restricted stock units    281,782     308,358     273,821     334,576  
Performance shares    444,161     317,464     442,124     337,420  

Diluted average common shares outstanding    23,591,176     23,583,352     23,691,792     23,615,850  
Basic net earnings per common share   $ 0.38    $ 0.65    $ 1.23    $ 1.57  
Diluted net earnings per common share    0.37     0.64     1.19     1.52  
Anti-dilutive shares excluded from calculation    88,674     —       104,212     115,112  

All common share and per share amounts have been adjusted for the two-for-one stock split effected in the form of a stock dividend distributed on August 26,
2011.

NOTE 10 Equity-Based Compensation
We recognize equity-based compensation expense for all equity-based payment awards made to employees and directors, including restricted stock units and
performance shares, based on estimated fair values.

Employee equity-based compensation expense was recognized as follows:
 

   
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
(In thousands)   2011    2010    2011    2010  
Restricted stock units   $ 321    $ 392    $ 888    $1,113  
Performance shares    1,359     912     3,594     2,303  

Total employee equity-based compensation   $1,680    $ 1,304    $4,482    $3,416  

The following table summarizes the number of share-based awards granted under the Clearwater Paper Corporation 2008 Stock Incentive Plan during the nine
months ended September 30, 2011 and the average grant-date fair value of the awards:
 

   
Nine Months Ended
September 30, 2011  

   
Number of

Awards    

Average Fair
Value of

Award Per Share 
Restricted stock units    23,138    $ 38.42  
Performance shares    110,668     57.18  

Restricted stock units, performance shares and per share amounts have been adjusted for the two-for-one common stock split effected on August 26, 2011.
The grant date fair values of stock-based awards were not modified for accounting purposes as a result of the stock split.
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DIRECTOR AWARDS
We recorded director equity-based compensation expense totaling $0.5 million for the three months ended September 30, 2011, compared to expense of $2.0
million for the three months ended September 30, 2010. We recorded director equity-based compensation expense totaling $0.6 million and $3.0 million for
the nine months ended September 30, 2011 and 2010, respectively. The lower expenses for the three and nine months ended September 30, 2011 were due to
relatively little change in the company’s stock price from the beginning to the end of the 2011 periods, versus significant increases in the company’s stock
price from the beginning to the end of the 2010 periods.

NOTE 11 Fair Value Measurements
The estimated fair values of our financial instruments at the dates presented below are as follows:
 
   September 30, 2011    December 31, 2010  

(In thousands)   
Carrying
Amount    Fair Value    

Carrying
Amount    Fair Value  

Cash, restricted cash, and short-term investments (Level 1)   $106,572    $106,572    $148,660    $148,660  
Long-term debt (Level 1)    523,638     538,875     539,074     571,158  

Accounting guidance establishes a framework for measuring the fair value of financial instruments, providing a hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities, or “Level 1” measurements, and the lowest priority to unobservable inputs, or “Level 3” measurements.

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input that is significant to the fair
value measurement. Valuation techniques used should seek to maximize the use of observable inputs and minimize the use of unobservable inputs.
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NOTE 12 Segment Information
We are organized in two reportable operating segments: Consumer Products and Pulp and Paperboard. Prior to January 1, 2011, intersegment pulp transfers
from our Pulp and Paperboard segment to our Consumer Products segment were recorded as net sales for the Pulp and Paperboard segment at prevailing
market prices and eliminated, on a consolidated basis, to reconcile the segments’ total net sales to our consolidated net sales. Commencing January 1, 2011,
rather than recording the intersegment transfer of pulp through net sales, the costs of pulp are transferred from the Pulp and Paperboard segment to the
Consumer Products segment. As a result, there are no eliminations required to reconcile our total consolidated net sales to the segments’ total net sales. In
order to facilitate comparability with the 2010 period, the operating results for the three and nine months ended September 30, 2010 have been recast to
reflect the revised cost transfer methodology.
 

   
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
(In thousands)   2011   2010   2011   2010  
Segment net sales:      

Consumer Products   $285,237   $143,938   $ 823,607   $ 427,134  
Pulp and Paperboard    215,888    208,989    637,975    600,274  

Total segment net sales   $501,125   $352,927   $1,461,582   $1,027,408  
Operating income:      

Consumer Products   $ 7,075   $ 17,891   $ 27,758   $ 69,521  
Pulp and Paperboard    26,266    21,073    76,370    35,816  

   33,341    38,964    104,128    105,337  
Corporate and eliminations    (7,958)   (10,465)   (21,406)   (28,974) 
Income from operations   $ 25,383   $ 28,499   $ 82,722   $ 76,363  
Depreciation and amortization:      

Consumer Products   $ 12,920   $ 4,268   $ 37,115   $ 12,481  
Pulp and Paperboard    6,536    7,048    19,646    21,642  
Corporate    113    464    347    1,384  

Total depreciation and amortization   $ 19,569   $ 11,780   $ 57,108   $ 35,507  

NOTE 13 Supplemental Guarantor Financial Information
On October 22, 2010, we issued the 2010 Notes. Certain of our domestic 100% owned subsidiaries fully and unconditionally guarantee the 2010 Notes on a
joint and several basis. The 2010 Notes are not guaranteed by Interlake Acquisition Corporation Limited, or Interlake, and CityForest. Interlake is a foreign
entity, and CityForest is excluded due to contractual restrictions associated with the IRBs that were in effect when we acquired Cellu Tissue. However, in the
fourth quarter of 2011, we expect CityForest to become an additional guarantor. There are no significant restrictions on the ability of the guarantor
subsidiaries to make distributions to Clearwater Paper, the issuer of the 2010 Notes. The following tables present the results of operations, financial position
and cash flows of Clearwater Paper and its subsidiaries, the guarantor and non-guarantor entities, and the eliminations necessary to arrive at the information
for Clearwater Paper on a consolidated basis.
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Clearwater Paper Corporation
Condensed Consolidating Statement of Operations
Three Months Ended September 30, 2011
 

(In thousands)   Issuer   
Guarantor

Subsidiaries   

Non-
Guarantor

Subsidiaries  Eliminations  Total  
Net sales   $ 362,347   $ 123,524   $ 15,254   $ —     $ 501,125  
Cost of sales    (313,942)   (119,820)   (15,165)   —      (448,927) 
Selling, general and administrative expenses    (22,147)   (3,933)   (735)   —      (26,815) 
Total operating costs and expenses    (336,089)   (123,753)   (15,900)   —      (475,742) 
Income (loss) from operations    26,258    (229)   (646)   —      25,383  
Interest expense, net    (11,927)   (24)   (149)   —      (12,100) 
Other, net    —      —      1,290    —      1,290  
Earnings (loss) before income taxes    14,331    (253)   495    —      14,573  
Income tax (provision) benefit    (11,116)   3,381    (341)   2,148    (5,928) 
Equity in income (loss) of subsidiary    3,282    154    —      (3,436)   —    
Net earnings (loss)   $ 6,497   $ 3,282   $ 154   $ (1,288)  $ 8,645  

Clearwater Paper Corporation
Condensed Consolidating Statement of Operations
Nine Months Ended September 30, 2011
 

(In thousands)   Issuer   
Guarantor

Subsidiaries   

Non-
Guarantor

Subsidiaries  Eliminations   Total  
Net sales   $1,063,657   $ 348,559   $ 49,366   $ —      $ 1,461,582  
Cost of sales    (915,786)   (335,018)   (46,401)   —       (1,297,205) 
Selling, general and administrative expenses    (64,699)   (14,459)   (2,497)   —       (81,655) 
Total operating costs and expenses    (980,485)   (349,477)   (48,898)   —       (1,378,860) 
Income (loss) from operations    83,172    (918)   468    —       82,722  
Interest expense, net    (33,805)   (90)   (530)   —       (34,425) 
Other, net    —      —      585    —       585  
Earnings (loss) before income taxes    49,367    (1,008)   523    —       48,882  
Income tax (provision) benefit    (24,136)   2,734    (1,456)   2,148     (20,710) 
Equity in income (loss) of subsidiary    793    (933)   —      140     —    
Net earnings (loss)   $ 26,024   $ 793   $ (933)  $ 2,288    $ 28,172  
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Clearwater Paper Corporation
Condensed Consolidating Balance Sheet
At September 30, 2011
 

(In thousands)   Issuer   
Guarantor

Subsidiaries   

Non-
Guarantor

Subsidiaries  Eliminations  Total  
ASSETS       
Current assets:       

Cash   $ 11,449   $ (1,463)  $ 11,085   $ —     $ 21,071  
Restricted cash    500    —      —      —      500  
Short-term investments    85,001    —      —      —      85,001  
Receivables, net    118,454    58,999    6,236    (735)   182,954  
Taxes receivable    867    10,816    (1,122)   1,821    12,382  
Inventories    163,847    53,801    7,708    —      225,356  
Deferred tax assets    10,572    153,294    204    (128,725)   35,345  
Prepaid expenses    4,821    1,447    214    —      6,482  

Total current assets    395,511    276,894    24,325    (127,639)   569,091  
Property, plant and equipment, net    438,505    218,487    50,072    —      707,064  
Goodwill    229,533    —      —      —      229,533  
Intangible assets, net    —      44,285    7,046    —      51,331  
Intercompany receivable (payable)    132,743    (155,003)   24,081    (1,821)   —    
Investment in subsidiary    242,903    86,724    —      (329,627)   —    
Other assets, net    13,348    325    —      —      13,673  
TOTAL ASSETS   $1,452,543   $ 471,712   $ 105,524   $(459,087)  $1,570,692  
LIABILITIES AND STOCKHOLDERS’ EQUITY       
Current liabilities:       

Accounts payable and accrued liabilities   $ 142,056   $ 36,151   $ 8,075   $ (735)  $ 185,547  
Current portion of long-term debt    —      —      —      —      —    
Current liability for pensions and other postretirement employee benefits    9,749    —      —      —      9,749  

Total current liabilities    151,805    36,151    8,075    (735)   195,296  
Long-term debt, net of current portion    523,638    —      —      —      523,638  
Liability for pensions and other postretirement employee benefits    180,036    —      —      —      180,036  
Other long-term obligations    35,194    532    —      —      35,726  
Accrued taxes    71,194    1,827    863    —      73,884  
Deferred tax liabilities    (2,214)   190,299    12,239    (128,725)   71,599  
Accumulated other comprehensive loss, net of tax    (94,966)   —      (2,377)   —      (97,343) 
Stockholders’ equity excluding accumulated other comprehensive loss    587,856    242,903    86,724    (329,627)   587,856  
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $1,452,543   $ 471,712   $ 105,524   $(459,087)  $1,570,692  

In the accompanying Condensed Consolidating Balance Sheet at September 30, 2011, all goodwill has been included in the Issuer column as such goodwill
is carried at the Consumer Products segment level.
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Clearwater Paper Corporation
Condensed Consolidating Balance Sheet
At December 31, 2010
 

(In thousands)   Issuer   
Guarantor

Subsidiaries   

Non-
Guarantor

Subsidiaries   Eliminations  Total  
ASSETS        
Current assets:        

Cash   $ 15,719   $ 1,728   $ 1,481    $ —     $ 18,928  
Restricted cash    —      3,637    —       —      3,637  
Short-term investments    126,095    —      —       —      126,095  
Receivables, net    104,342    42,114    7,597     (718)   153,335  
Taxes receivable    7,589    2,648    117     —      10,354  
Inventories    172,098    46,631    9,592     —      228,321  
Deferred tax assets    33,764    3,118    492     —      37,374  
Prepaid expenses    8,773    2,191    451     —      11,415  

Total current assets    468,380    102,067    19,730     (718)   589,459  
Property, plant and equipment, net    377,957    222,446    54,053     —      654,456  
Goodwill    —      181,197    48,336     —      229,533  
Intangible assets, net    —      48,523    7,877     —      56,400  
Intercompany receivable (payable)    306,262    (306,262)   —       —      —    
Investment in subsidiary    242,948    87,657    —       (330,605)   —    
Other assets, net    13,987    440    1,061     —      15,488  
TOTAL ASSETS   $1,409,534   $ 336,068   $ 131,057    $(331,323)  $1,545,336  
LIABILITIES AND STOCKHOLDERS’ EQUITY        
Current liabilities:        

Accounts payable and accrued liabilities   $ 126,062   $ 46,572   $ 12,688    $ (718)  $ 184,604  
Current portion of long-term debt    —      —      760     —      760  
Current liability for pensions and other postretirement employee benefits    9,749    —      —       —      9,749  

Total current liabilities    135,811    46,572    13,448     (718)   195,113  
Long-term debt, net of current portion    523,479    —      14,835     —      538,314  
Liability for pensions and other postretirement employee benefits    187,116    —      —       —      187,116  
Other long-term obligations    22,638    731    —       —      23,369  
Accrued taxes    72,011    —      —       —      72,011  
Deferred tax liabilities    130    45,817    15,117     —      61,064  
Accumulated other comprehensive loss, net of tax    (98,352)   —      —       —      (98,352) 
Stockholders’ equity excluding accumulated other comprehensive loss    566,701    242,948    87,657     (330,605)   566,701  
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $1,409,534   $ 336,068   $ 131,057    $(331,323)  $1,545,336  
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Clearwater Paper Corporation
Condensed Consolidating Statement of Cash Flows
Nine months Ended September 30, 2011
 

(In thousands)   Issuer   
Guarantor

Subsidiaries  

Non-
Guarantor

Subsidiaries  Eliminations  Total  
CASH FLOWS FROM OPERATING ACTIVITIES       
Net earnings (loss)   $ 26,024   $ 793   $ (933)  $ 2,288   $ 28,172  
Adjustments to reconcile net earnings (loss) to net cash provided by

operating activities:       
Depreciation and amortization    34,074    18,882    4,152    —      57,108  
Deferred tax expense (benefit)    20,595    (5,694)   (2,590)   —      12,311  
Equity-based compensation expense    5,117    —      —      —      5,117  
Employee benefit plans    6,252    —      —      —      6,252  

Change in taxes receivable, net    6,722    (8,168)   1,239    (1,821)   (2,028) 
Working capital changes, net    4,049    (40,225)   3,555    —      (32,621) 
Funding of qualified pension plans    (9,800)   —      —      —      (9,800) 
Change in restricted cash, net    (500)   3,637    1,292    —      4,429  
Other, net    2,391    672    300    —      3,363  
Net cash provided by (used in) operating activities    94,924    (30,103)   7,015    467    72,303  
CASH FLOWS FROM INVESTING ACTIVITIES       
Change in short-term investments, net    41,094    —      —      —      41,094  
Additions to plant and equipment    (74,958)   (11,639)   (654)   —      (87,251) 
Net cash used for investing activities    (33,864)   (11,639)   (654)   —      (46,157) 
CASH FLOWS FROM FINANCING ACTIVITIES       
Change in book overdrafts, net    3,557    —      —      —      3,557  
Repayment of debt    —      —      (15,595)   —      (15,595) 
Purchase of treasury stock    (10,003)   —      —      —      (10,003) 
Investment (to) from Parent    (56,769)   38,551    18,685    (467)   —    
Payment of employee restricted stock tax withholdings    (1,498)   —      —      —      (1,498) 
Other, net    (617)   —      —      —      (617) 
Net cash (used for) provided by financing activities    (65,330)   38,551    3,090    (467)   (24,156) 
Effect of exchange rate changes    —      —      153    —      153  
Increase (decrease) in cash    (4,270)   (3,191)   9,604    —      2,143  
Balance at beginning of period    15,719    1,728    1,481    —      18,928  
Balance at end of period   $ 11,449   $ (1,463)  $ 11,085   $ —     $ 21,071  

NOTE 14 Subsequent Events
On October 26, 2011, we announced that we had entered into an agreement to sell our Lewiston, Idaho sawmill to Idaho Forest Group, or IFG, of Coeur
d’Alene, Idaho. The transaction includes the sale of our sawmill, planer mill, dry kilns and related assets along with log and finished goods inventories and
timber under contract, in the aggregate amount of approximately $30 million. We have also entered into a long-term residual fiber supply agreement with
IFG, with the goal of receiving consistent supplies of chips and sawdust for our Lewiston pulp mill from IFG mills.

We expect to close the transaction in the fourth quarter of 2011.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
FORWARD-LOOKING STATEMENTS
Our disclosure and analysis in this report contains, in addition to historical information, certain forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995, including statements regarding the pending sale of our sawmill and related assets, the integration of the former
Cellu Tissue operations, the benefits of the acquisition of Cellu Tissue, our construction of additional converting and paper making capacity and the cost and
timing to complete new facilities, future growth opportunities, the stock repurchase program, future revenues, cash flows, capital expenditures, tax rates,
operating costs, manufacturing capability, liquidity, benefit plan funding levels, total selling, general and administrative costs in 2011, interest expenses, the
tax treatment of the alternative fuels and cellulosic biofuels tax credits and the conversion of additional gallons of fuel from the Alternative Fuel Mixture Tax
Credit to the Cellulosic Biofuel Producer Credit. Words such as “anticipate,” “expect,” “intend,” “plan,” “target,” “project,” “believe,” “schedule,”
“estimate,” “may,” and similar expressions are intended to identify such forward-looking statements. These forward-looking statements are based on
management’s current expectations, estimates, assumptions and projections that are subject to change. Our actual results of operations may differ materially
from those expressed or implied by the forward-looking statements contained in this report. Important factors that could cause or contribute to such
differences include those risks discussed in the section entitled “Risk Factors” in our 2010 Form 10-K, as well as the following:
 

 •  an inability to successfully implement our expansion strategies;
 

 •  difficulties with the integration process or the realization of the benefits expected from the acquisition of Cellu Tissue;
 

 •  difficulties with completion, or significant delays in the construction of our new tissue manufacturing and converting facilities;
 

 •  the Cellu Tissue operations may expose our operations to unidentified liabilities;
 

 •  changes in the cost and availability of wood fiber used in the production of our products;
 

 •  difficulties in closing or an inability to close the sale of our lumber mill or to achieve the expected benefits from the sale;
 

 •  changes in freight costs and disruptions in transportation services;
 

 •  changes in raw material costs and energy availability and costs;
 

 •  changes in customer product preferences and competitors’ product offerings;
 

 •  changes in the United States and international economies and in general economic conditions in the regions and industries in which we operate;
 

 •  cyclical industry conditions;
 

 •  the loss of business from any large customer;
 

 •  competitive pricing pressures for our products;
 

 •  reliance on a limited number of third-party suppliers for raw materials;
 

 •  our qualification to retain, or ability to utilize, tax credits associated with alternative fuels or cellulosic biofuels and the tax treatment associated
with receipt of such credits;

 

 •  unforeseen environmental liabilities or expenditures;
 

 •  unanticipated manufacturing or operating disruptions, including equipment malfunction and damage to our manufacturing facilities caused by
fire or weather-related events and IT system failures;

 

 •  changes in the relationship between supply and demand in the forest products industry, including the amount of available manufacturing
capacity and wood fiber used in manufacturing our products;

 

 •  changes in expenses and required contributions associated with our pension plans;
 

 •  labor disruptions;
 

 •  an inability to fund our debt obligations;
 

 •  restrictions on our business from debt covenants and terms;
 

 •  changes in laws, regulations or industry standards affecting our business; and
 

 •  changes in exchange rates between the U.S. dollar and other currencies.
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Forward-looking statements contained in this report present management’s views only as of the date of this report. Except as required under applicable law,
we do not intend to issue updates concerning any future revisions of management’s views to reflect events or circumstances occurring after the date of this
report.

OVERVIEW
Background
We are principally engaged in the manufacturing and selling of pulp-based products. We currently manufacture quality consumer tissue, away-from-home
tissue, parent roll tissue, machine-glazed tissue, bleached paperboard, pulp and wood products at 15 manufacturing locations in the U.S. and Canada. Our
private label tissue products, such as facial and bath tissue, paper towels and napkins, are used primarily at-home and are principally sold to major retailers
and wholesale distributors, which include grocery, drug, mass merchants and discount stores. Our paperboard is sold primarily in the high-end segment of the
packaging industry and is ultimately used by our customers to make packaging for products ranging from liquids to pharmaceuticals to consumer goods
packaging, all of which demand high quality construction and print surfaces for graphics. We also currently manufacture wood products, including quality
cedar used for its attractive appearance, and lumber products for construction.

Recent Developments
Sale of Lewiston, Idaho Sawmill
On October 26, 2011, we announced that we had entered into an agreement to sell our Lewiston, Idaho sawmill to Idaho Forest Group, or IFG, of Coeur
d’Alene, Idaho. The transaction includes the sale of our sawmill, planer mill, dry kilns and related assets along with log and finished goods inventories and
timber under contract, in the aggregate amount of approximately $30 million. We have also entered into a long-term residual fiber supply agreement with
IFG, with the goal of receiving consistent supplies of chips and sawdust for our Lewiston pulp mill from IFG mills.

We expect to close the transaction in the fourth quarter of 2011.

Two-for-One Stock Split and Stock Repurchase Program
On July 28, 2011, we announced that our Board of Directors had declared a two-for-one stock split of our outstanding shares of common stock, which was
effected in the form of a stock dividend distributed on August 26, 2011 to shareholders of record on August 12, 2011. On the August 26, 2011 distribution
date, there were 11,373,460 shares of common stock outstanding. Immediately following the distribution date, there were 22,746,920 outstanding shares of
common stock.

Also on July 28, 2011, we announced that our Board of Directors had authorized the repurchase of up to $30 million of our common stock. Under our stock
repurchase program, we may repurchase shares in the open market or as otherwise may be determined by management, subject to market conditions, business
opportunities and other factors. During the quarter ended September 30, 2011, we repurchased 291,600 shares of our outstanding common stock at an average
price of $34.30 per share.

Acquisition of Cellu Tissue Holdings, Inc.
On December 27, 2010, we completed our acquisition of Cellu Tissue Holdings, Inc., or Cellu Tissue, which includes nine tissue manufacturing facilities
located in the Southern, Midwestern and Eastern United States and one facility in Canada. We believe the Cellu Tissue facilities allow us to better serve
existing private label grocery customers by creating a national manufacturing footprint and provide us with the capability to expand into new private label
channels.

Status of Shelby, North Carolina Expansion
In 2010 we began construction of new tissue manufacturing and converting facilities in Shelby, North Carolina as part of our plans to expand our Consumer
Products segment in the Eastern United States. This site will include a through-air-dried, or TAD, paper machine and is currently expected to have seven
converting lines capable of producing ultra grades of private label tissue products. The first two converting production lines became operational during the
second quarter of 2011. For the full year 2011, excluding startup costs, we estimate these first two converting lines will contribute approximately $1.7
million to our operating income, which includes approximately $1.6 million of estimated depreciation.
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We estimate the project will cost approximately $260 - $280 million. As of September 30, 2011, we have incurred a total of $73.5 million in project costs, of
which $14.4 million and $54.6 million were incurred for the three and nine months ended September 30, 2011, respectively. We expect to incur
approximately $43.7 million during the fourth quarter of 2011, with substantially all remaining amounts to be spent in 2012.

We contracted with Metso Paper USA to construct the TAD paper machine for our Shelby facility. Metso Paper notified us that a competing third party tissue
manufacturer filed a lawsuit against Metso Paper, which is now pending in federal court in South Carolina, to enjoin Metso Paper from delivering a TAD
paper machine to Clearwater Paper based on the terms of an agreement between Metso Paper and such third party. We were not named as a party to this
litigation. Metso Paper has advised us that the claims against it should not affect the delivery of our TAD paper machine and that construction and delivery
of our paper machine remains on schedule in accordance with our agreement with Metso Paper. We do not expect this litigation to interfere with or delay the
start-up of our TAD paper machine at Shelby.

Components and Trends in our Business
Net sales
Net sales consist of sales of consumer tissue, pulp and paperboard and wood products, net of discounts, returns and allowances and any sales taxes collected.
Prices for our consumer tissue products primarily tend to be driven by the value of our products to our customers and are generally priced relative to the
prices of branded tissue products. Demand and pricing for our pulp and paperboard products is largely determined by general global market conditions and
the demand for high quality paperboard.

Operating Costs
 
   Three Months Ended September 30,  
(Dollars in thousands)   2011   2010  

   Cost    
Percentage of
Cost of Sales  Cost    

Percentage of
Cost of Sales 

Wood fiber   $127,916     28.5%  $75,541     24.9% 
Chemicals    43,931     9.8    34,198     11.3  
Transportation    37,438     8.3    30,698     10.1  
Energy    33,412     7.4    23,223     7.7  
Maintenance and repairs    23,767     5.3    19,744     6.5  
 
 Excluding intersegment amounts.
 Excluding related labor costs.

 
   Nine Months Ended September 30,  
(Dollars in thousands)   2011   2010  

   Cost    
Percentage of
Cost of Sales  Cost    

Percentage of
Cost of Sales 

Wood fiber   $380,249     29.3%  $227,425     25.5% 
Chemicals    126,817     9.8    97,569     10.9  
Transportation    108,279     8.3    87,713     9.8  
Energy    98,872     7.6    69,127     7.8  
Maintenance and repairs    74,974     5.8    65,918     7.4  
 
 Excluding intersegment amounts.
 Excluding related labor costs.

Wood fiber. Our most significant operating cost is wood fiber, including pulp, logs, wood chips and sawdust, needed to supply our manufacturing facilities.
Our Consumer Products segment sources a portion of its pulp supply from our Pulp and Paperboard segment, with the remainder purchased from external
suppliers. For the three and nine months ended September 30, 2011, total wood fiber costs were 3.6 and 3.8 percentage points higher, respectively, as a
percentage of cost of sales compared to the same periods from the prior year.
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Chemicals. We consume a significant amount of chemicals in the production of our products. The chemicals we generally use include polyethylene, caustic,
starch, sodium chlorate, latex and specialty paper process chemicals. Many of our chemicals are purchased under long-term contracts, which provide more
stability than open-market purchases. However, many of these contracts have pricing mechanisms that adjust with published price indices. In addition, many
of the chemicals used in our manufacturing processes, particularly in the pulp-making process, are petroleum-based and are impacted by petroleum prices.

Transportation. Petroleum prices are also a large part of our cost structure and, therefore, high fuel prices result in increased transportation costs related to
delivery of raw materials to our manufacturing facilities, internal inventory transfers and delivery of our finished products to customers. Rising fuel prices
particularly affect our margins for consumer products because we supply customers throughout the United States, and we transport unconverted parent rolls
from our tissue mills to our tissue converting facilities. Lower costs as a percentage of cost of sales in the 2011 period compared to the 2010 period are related
to a lower transportation cost structure resulting from our ability to supply Midwest and East Coast customers that are located closer to the former Cellu
Tissue facilities. However, general transportation costs have increased on an aggregate basis in 2011 due primarily to increased shipments and higher oil
prices.

Energy. We use energy in the form of electricity, hog fuel, steam, natural gas and, to a much lesser extent, coal. Energy prices have fluctuated widely over the
past decade. We have taken steps to reduce our exposure to volatile energy prices through conservation. In addition, cogeneration facilities that produce
steam and electricity at our East Hartford, Connecticut, Lewiston, Idaho and Menominee, Michigan manufacturing sites help to lower our energy costs. To
help mitigate our exposure to changes in natural gas prices, from time to time we have used firm-price contracts to supply a portion of our natural gas
requirements, although as of September 30, 2011 we had no firm-price contracts in place. Our energy costs in future periods will depend principally on our
ability to produce a substantial portion of our electricity needs internally, on changes in market prices for natural gas and on our ability to reduce our energy
usage.

Maintenance and repairs. We regularly incur significant costs to maintain our manufacturing equipment. We perform routine maintenance on our machines
and periodically replace a variety of parts such as motors, pumps, pipes and electrical parts.

Major equipment maintenance and repair in our Pulp and Paperboard segment also requires maintenance shutdowns generally lasting up to one week per year
at our Idaho facility and up to one week approximately every 18 months at our Arkansas facility, which increases costs and may reduce net sales in the
quarters in which the major maintenance shutdowns occur. In March 2011, we had machine downtime of seven days at our Idaho pulp and paperboard mill
due to scheduled major maintenance costing $11.4 million. In September 2011, we had additional scheduled major maintenance and repair costs of $3.1
million at the same mill.

In addition to ongoing maintenance and repair costs, we make capital expenditures to increase our operating capacity and efficiency, to improve safety and
to comply with environmental laws. Excluding $14.4 million and $54.6 million, respectively, of cash expenditures for our North Carolina expansion during
the three and nine months ended September 30, 2011, we spent $8.6 million and $32.7 million, respectively, on capital expenditures during the three and
nine months ended September 30, 2011. For the three and nine months ended September 30, 2010, excluding cash expenditures for our North Carolina
expansion of $2.9 million and $7.0 million, respectively, we spent $4.7 million and $16.1 million on capital expenditures. Capital expenditures for 2011 in
the aggregate are expected to be between approximately $140.0 million and $150.0 million, which range includes an estimated $98.3 million associated with
our North Carolina expansion.

Selling, general and administrative expenses
Selling, general and administrative expenses primarily consist of compensation and associated costs for sales and administrative personnel, as well as
commission expenses related to sales of our products. Our total selling, general and administrative costs are higher compared to 2010 as a result of our
integration of Cellu Tissue into our administrative functions.

Interest expense
Interest expense is mostly comprised of interest on our $375.0 million aggregate principal amount 7.125% senior notes due 2018 issued in October 2010,
which we refer to as the 2010 Notes, our $150.0 million aggregate principal amount of 10.625% senior notes due 2016 issued in June 2009, which we refer to
as the 2009 Notes, and any outstanding amounts under our revolving credit facility. As part of our acquisition of Cellu Tissue, we also assumed $15.6 million
of industrial revenue bonds, or IRBs, associated with the facility in Ladysmith, Wisconsin. During the third quarter of 2011, we redeemed the remaining
principal balance of the outstanding IRBs. Interest expense also
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includes amortization of deferred finance costs associated with our 2009 Notes, 2010 Notes, IRBs and credit facility. Gross interest expense in 2011 has
increased significantly compared to 2010 as a result of interest expense on the 2010 Notes issued in October 2010, as well as interest expense associated with
a capital lease for the building housing our Shelby converting operations. Interest expense will be partially offset by the capitalization of interest during the
construction phase of our North Carolina papermaking and converting facilities, which we estimate will be $19 million over the construction phase of the
project, including $4 million in 2011.

Income taxes
Income taxes are based on reported earnings and tax rates in the jurisdictions in which our operations occur and offices are located, adjusted for available
credits, changes in valuation allowances and differences between reported earnings and taxable income using current tax laws and rates. We generally expect
our effective income tax rate, excluding discrete items, to remain fairly constant, although it could fluctuate due to changes to the Internal Revenue Code.

We are registered with the Internal Revenue Service, or IRS, as both an alternative fuel mixer and a producer of cellulosic biofuel. During 2009 we received
refundable tax credit payments in connection with our use of black liquor in an alternative fuel mixture to produce energy at our pulp mills. The amount of
the refundable tax credit was equal to $0.50 per gallon of alternative fuel mixture used. The Alternative Fuel Mixture Tax Credit, or AFMTC, expired on
December 31, 2009.

The Cellulosic Biofuel Producer Credit, or CBPC, enables us to claim $1.01 per gallon in regards to black liquor produced and used as a fuel by us at our
pulp mills in 2009. During 2010, the IRS issued guidance clarifying the treatment of the CBPC and the AFMTC in regards to the production or use of black
liquor at the same facility, in the same tax year. Under the guidance provided, both credits may be claimed in the same year as long as the credits are not
claimed for the same gallons of fuel. Furthermore, the IRS guidance clarified the ability to convert previously claimed gallons from the AFMTC to the CBPC.

We are eligible to convert gallons previously claimed under the AFMTC to CBPC. Due to CBPC carryovers from 2010, we are not anticipating converting
additional gallons from AFMTC to CBPC during 2011. We have the ability to convert additional gallons to CBPC until the end of 2013.

RESULTS OF OPERATIONS
Three Months Ended September 30, 2011 Compared to Three Months Ended September 30, 2010
The following table sets forth data included in our Condensed Consolidated Statements of Operations as a percentage of net sales.
 
   Three Months Ended September 30,  
(Dollars in thousands)   2011   2010  
Net sales   $ 501,125    100.0%  $ 352,927    100.0% 
Costs and expenses:      

Cost of sales    (448,927)   89.6    (303,542)   86.0  
Selling, general and administrative expenses    (26,815)   5.4    (20,886)   5.9  

Total operating costs and expenses    (475,742)   94.9    (324,428)   91.9  
Income from operations    25,383    5.1    28,499    8.1  
Interest expense, net    (12,100)   2.4    (3,819)   1.1  
Other, net    1,290    0.3    —      —    
Earnings before income taxes    14,573    2.9    24,680    7.0  
Income tax provision    (5,928)   1.2    (9,692)   2.7  
Net earnings   $ 8,645    1.7   $ 14,988    4.3  

Net sales— We experienced significantly higher shipments in the three months ended September 30, 2011 compared to the same period in 2010, due
primarily to tissue and other consumer products produced by the Cellu
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Tissue operations, as well as increased external shipments of pulp. We also realized higher net selling prices for our paperboard in the third quarter of 2011
compared to the same period in 2010. These increases were partially offset by lower net selling prices for consumer products resulting from the addition of a
broader range of products produced by the Cellu Tissue facilities. Including the Cellu Tissue operations on a pro forma basis for the 2010 periods, the net
selling prices were higher for consumer products in the third quarter of 2011 compared to the prior year period. These items are discussed further below under
“Business Segment Discussion.”

Cost of sales— Cost of sales was 89.6% of net sales for the quarter ended September 30, 2011 and 86.0% of net sales for the same period in 2010. The $145.4
million increase in cost of sales was due primarily to higher overall costs related to the inclusion of Cellu Tissue operations for the 2011 period, as well as
integration costs related to the Cellu Tissue acquisition. In addition, cost of sales were higher in the three months ended September 30, 2011, due to wage and
benefit costs associated with our Shelby expansion, as well as higher costs for packaging supplies, transportation due to higher oil prices, and chemicals.

Selling, general and administrative expenses— Selling, general and administrative expenses decreased 0.5 percentage points as a percentage of sales for the
third quarter of 2011, compared to the same period in 2010. The $5.9 million increase over the prior year period was primarily attributable to integration and
higher administration expenses associated with the Cellu Tissue acquisition.

Interest expense— Interest expense increased $8.3 million in the third quarter of 2011 compared to the same period in 2010. The increase was largely due to
interest on the 2010 Notes issued in October 2010, partially offset by capitalized interest of $0.8 million in the third quarter of 2011 associated with the
construction of our North Carolina converting and manufacturing facilities.

Other, net— Other, net consists of foreign exchange currency gains of $1.3 million relating to the fluctuation in the Canadian currency during the three
months ended September 30, 2011.

Income tax expense— Our estimated annual effective tax rate for 2011 is 34.2%, compared with 34.8% for the comparable interim period in 2010. The actual
rate for the three months ended September 30, 2011 was 40.7%, compared to a rate of 39.3% for the same period of 2010. The higher actual rates were the
result of the net impact of reporting discrete items, primarily relating to interest accrued on uncertain tax positions and adjustments to tax expense resulting
from income tax return filings, in each reporting period totaling net expense of approximately $1.3 million and $1.1 million, respectively.

Business Segment Discussion
We are organized into two reportable operating segments: Consumer Products and Pulp and Paperboard. Prior to January 1, 2011, intersegment pulp transfers
from our Pulp and Paperboard segment to our Consumer Products segment were recorded as net sales for the Pulp and Paperboard segment at prevailing
market prices and eliminated, on a consolidated basis, to reconcile the segments’ total net sales to our consolidated net sales. Commencing January 1, 2011,
rather than recording the intersegment transfer of pulp through net sales, the costs of pulp are transferred from the Pulp and Paperboard segment to the
Consumer Products segment. As a result, there are no eliminations required to reconcile our total consolidated net sales to the segments’ total net sales. In
order to facilitate comparability with the 2010 period, the operating results for the three months and nine months ended September 30, 2010 have been recast
to reflect the revised cost transfer methodology.

Consumer Products
 

    
Three Months Ended

September 30,  
(Dollars in thousands)   2011   2010  
Net sales   $285,237   $143,938  
Operating income    7,075    17,891  

Percent of net sales    2.5%   12.4% 

Our Consumer Products segment reported a $141.3 million, or 98.2%, increase in net sales, and a $10.8 million decrease in operating income, for the three
months ended September 30, 2011, compared to the three months ended September 30, 2010. The increase in net sales was primarily due to the addition of
sales from the Cellu Tissue operations, which contributed to a 143.6% increase in shipment volumes, partially offset by 18.7% lower net selling prices.
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The decrease in net selling prices is a result of the addition of the Cellu Tissue products and the resulting change in the mix of tissue grades sold. Compared
to our legacy Consumer Products operations, the Cellu Tissue facilities produce a broader range of products and some tissue grades that sell at lower price
points than the tissue products produced by the legacy Clearwater Paper facilities. The decrease in operating income was primarily due to higher wage and
benefit costs associated with our Shelby expansion and integration costs related to the acquisition of Cellu Tissue. In addition, costs were higher for
transportation due to higher oil prices, packaging materials, chemicals, and depreciation and amortization resulting from the Cellu Tissue acquisition, and
repair and maintenance expenses associated with the Cellu Tissue facilities.

Pulp and Paperboard
 

    
Three Months Ended

September 30,  
(Dollars in thousands)   2011   2010  
Net sales   $215,888   $208,989  
Operating income    26,266    21,073  

Percent of net sales    12.2%   10.1% 

Net sales for the Pulp and Paperboard segment were $6.9 million, or 3.3% higher in the three months ended September 30, 2011, compared to the three
months ended September 30, 2010. The increase in net sales over 2010 was largely due to an increase of 2.4% in paperboard prices and a 28.3% increase in
external pulp shipments.

Operating income increased $5.2 million in the three months ended September 30, 2011 compared to the same period in 2010. The increase was largely
attributable to higher net selling prices for paperboard and lower wood fiber costs, which were partially offset by higher chemical costs.

Nine Months Ended September 30, 2011 Compared to Nine Months Ended September 30, 2010
The following table sets forth data included in our Condensed Consolidated Statements of Operations as a percentage of net sales.
 
   Nine Months Ended September 30,  
(Dollars in thousands)   2011   2010  
Net sales   $ 1,461,582    100.0%  $1,027,408    100.0% 
Costs and expenses:      

Cost of sales    (1,297,205)   88.8    (891,921)   86.8  
Selling, general and administrative expenses    (81,655)   5.6    (59,124)   5.8  

Total operating costs and expenses    (1,378,860)   94.3    (951,045)   92.6  
Income from operations    82,722    5.7    76,363    7.4  
Interest expense, net    (34,425)   2.4    (12,236)   1.2  
Other, net    585    0.0    —      —    
Earnings before income taxes    48,882    3.3    64,127    6.2  
Income tax provision    (20,710)   1.4    (28,113)   2.7  
Net earnings   $ 28,172    1.9   $ 36,014    3.5  

Net sales—We experienced significantly higher shipments in the nine months ended September 30, 2011 compared to the same period in 2010, due primarily
to tissue and other consumer products produced by the Cellu Tissue operations. We also realized higher net selling prices for our paperboard in the nine
months ended September 30, 2011 compared to the same period in 2010. These increases were partially offset by lower net selling prices for consumer
products. These items are discussed further below under “Business Segment Discussion.”

Cost of sales—Cost of sales was 88.8% of net sales for the nine months ended September 30, 2011, and 86.8% of net sales for the same period in 2010. The
$405.3 million increase in the 2011 period compared to 2010 was primarily due to higher overall costs related to the inclusion of Cellu Tissue in the 2011
period, as well as higher integration costs associated with the Cellu Tissue acquisition. In addition, cost of sales were higher in the nine months ended
September 30, 2011, due to wage and benefit costs associated with our Shelby expansion, higher costs for packaging supplies, transportation due to higher
oil prices, pulp and chemicals, and retroactive pay related to labor contracts.
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Selling, general and administrative expenses— Selling, general and administrative expenses were slightly lower as a percentage of sales for the nine months
ended September 30, 2011, compared to the same period in 2010. The $22.5 million increase in expense in the nine months ended September 30, 2011
compared to the same period in 2010 was primarily due to integration and higher administration expenses associated with the acquisition of Cellu Tissue.

Interest expense—Interest expense increased $22.2 million in the nine months ended September 30, 2011 compared to the same period in 2010. The increase
was largely due to interest on the 2010 Notes, partially offset by capitalized interest of $2.3 million associated with the construction of our North Carolina
converting and manufacturing facilities.

Income tax expense—The actual effective tax rates were 42.4% and 43.8% for the nine months ended September 30, 2011 and 2010, respectively. The higher
actual rates were the result of the net impact of reporting discrete items in each reporting period totaling net expense of approximately $4.0 million and $5.8
million, respectively. The net discrete expense in 2011 primarily related to interest accrued on uncertain tax positions, as well as an increase to tax expense
based on evaluating our state tax structure as Cellu Tissue is integrated with the Company’s operations, for which there is no comparable impact in 2010. In
addition to interest accrued on uncertain tax positions, the net discrete expense in 2010 primarily related to the passage of the Patient Protection and
Affordable Care Act on March 23, 2010, which required us to reverse $4.4 million of deferred tax assets relating to the elimination of an income tax
deduction for prescription drug benefits provided to retirees and reimbursed under the Medicare Part D retiree drug subsidy beginning in January 2013, for
which there is no comparable impact in 2011.

Business Segment Discussion
Consumer Products
 

    
Nine Months Ended

September 30,  
(Dollars in thousands)   2011   2010  
Net sales   $823,607   $427,134  
Operating income    27,758    69,521  

Percent of net sales    3.4%   16.3% 

Our Consumer Products segment reported a $396.5 million, or 92.8%, increase in net sales and a $41.8 million decrease in operating income for the nine
months ended September 30, 2011 compared to the nine months ended September 30, 2010. The increase in net sales was primarily due to the addition of
sales from the Cellu Tissue operations, which contributed to a 140.7% increase in shipment volumes, partially offset by 19.9% lower net selling prices. The
decrease in net selling prices is a result of the addition of the Cellu Tissue products and the resulting change in the mix of tissue grades sold.

The decrease in operating income was primarily due to higher wage and benefit costs associated with our Shelby expansion, relocation and severance costs
associated with the acquisition of Cellu Tissue, and retroactive pay related to labor contracts. In addition, costs were higher for packaging supplies,
transportation due to higher oil prices, depreciation and amortization resulting from the Cellu Tissue acquisition, and repair and maintenance expenses
associated with the Cellu Tissue facilities. Lower pulp costs partially offset the unfavorable comparisons.

Pulp and Paperboard
 

    
Nine Months Ended

September 30,  
(Dollars in thousands)   2011   2010  
Net sales   $637,975   $600,274  
Operating income    76,370    35,816  

Percent of net sales    12.0%   6.0% 

Net sales for the Pulp and Paperboard segment were $37.7 million, or 6.3%, higher in the nine months ended September 30, 2011 compared to the nine
months ended September 30, 2010. The increase in net sales over 2010 was largely due to an increase of 8.1% in paperboard prices and increases in wood
products shipments. These increases were partially offset by an 8.1% decrease in external pulp shipments due primarily to increased internal usage, as well as
a slight decrease in paperboard shipments.
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Operating income increased $40.6 million in the nine months ended September 30, 2011 compared to the same period in 2010. The increase was largely
attributable to higher net selling prices for paperboard and lower maintenance, purchased paper and wood fiber costs, all of which were partially offset by
higher chemical costs.

EARNINGS BEFORE INTEREST, TAX, DEPRECIATION AND AMORTIZATION (EBITDA)
We use earnings before interest, tax, depreciation and amortization, or EBITDA, and EBITDA adjusted for certain items, or Adjusted EBITDA, as
supplemental performance measures that are not required by, or presented in accordance with GAAP. EBITDA and Adjusted EBITDA should not be
considered as alternatives to net earnings, operating income or any other performance measure derived in accordance with GAAP, or as alternatives to cash
flows from operating activities or measures of our liquidity or profitability. In addition, our calculations of EBITDA and Adjusted EBITDA may or may not
be comparable to similarly titled measures of other companies.

We present EBITDA and Adjusted EBITDA because we believe they assist investors and analysts in comparing our performance across reporting periods on a
consistent basis by excluding items that we do not believe are indicative of our core operating performance. In addition, we use EBITDA and Adjusted
EBITDA: (i) as factors in evaluating management’s performance when determining incentive compensation, (ii) to evaluate the effectiveness of our business
strategies and (iii) because our credit agreement and the indentures governing the 2009 Notes and 2010 Notes use measures similar to EBITDA to measure
our compliance with certain covenants.

The following table provides our EBITDA and Adjusted EBITDA for the periods presented, as well as a reconciliation to net earnings.
 

   
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
(Dollars in thousands)   2011    2010    2011    2010  
Net earnings   $ 8,645    $14,988    $ 28,172    $ 36,014  

Interest expense, net of interest income    12,100     3,819     34,425     12,236  
Income tax provision    5,928     9,692     20,710     28,113  
Depreciation and amortization expense    19,569     11,780     57,108     35,507  

EBITDA    46,242     40,279     140,415     111,870  
Cellu Tissue acquisition related expenses    —       3,106     —       3,106  

Adjusted EBITDA   $46,242    $43,385    $140,415    $114,976  

LIQUIDITY AND CAPITAL RESOURCES
The following table presents information regarding our cash flows for the nine months ended September 30, 2011 and 2010.

Cash Flows Summary
 
(Dollars in thousands)   2011   2010  
Net cash provided by operating activities   $ 72,303   $ 189,754  
Net cash used for investing activities    (46,157)   (170,183) 
Net cash used for financing activities    (24,156)   (888) 
Effect of exchange rate changes    153    —    
Increase in cash   $ 2,143   $ 18,683  

Net cash provided by operating activities decreased $117.5 million for the nine months ended September 30, 2011, compared to the same period in 2010.
The decrease between the periods was mostly attributable to the cash receipt of $101.3 million during the 2010 period from the Federal Government
primarily related to the Alternative Fuel Mixture Tax Credit claimed in 2009 and a $32.6 million increase in working capital in the first nine months of 2011.
These decreases were offset by higher earnings, after adjusting for noncash items, during the 2011 period.
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We used less cash for investing activities in the first nine months of 2011, compared to the same period in 2010. This was largely due to an increase in cash
for transfers of $41.1 million from our short-term investments in the 2011 period, which were more than offset by outflows for capital expenditures of $87.3
million. This compared to a decrease in cash for transfers which increased short-term investments by $147.1 million in the 2010 period, plus outflows for
capital expenditures of $23.1 million. The increased capital expenditures in 2011 were primarily related to the cash outlays associated with our new
converting and manufacturing facilities in North Carolina and capital improvement projects at Cellu Tissue facilities.

Net cash used for financing activities was $24.2 million for the nine months ended September 30, 2011, compared with $0.9 million of cash used for
financing activities during the same period in 2010. Cash used for financing activities in the nine months ended September 30, 2011 primarily consisted of
the redemption of the remaining $15.2 million principal amount of outstanding IRBs, and the repurchase of $10.0 million of our common stock pursuant to
our stock repurchase program.

Capital Resources
Due to the competitive and cyclical nature of the markets in which we operate, as well as an uncertain economic environment, there is uncertainty regarding
the amount of cash flows we will generate during the next twelve months. However, we believe that our cash flows from operations as well as our cash on
hand and available borrowing capacity under our credit facility will be adequate to fund debt service requirements and provide cash required to support our
ongoing operations, capital expenditures, and working capital needs for the next twelve months.

We cannot be certain, however, that our business will generate sufficient cash flow from operations or that future borrowing will be available to us under the
revolving credit facility in an amount sufficient to enable us to pay our indebtedness or to fund our other liquidity needs. If we make substantial capital
expenditures or consummate an acquisition, our debt service requirements could increase. We may be required to refinance all or a portion of our
indebtedness on or before maturity. We cannot be certain that we will be able to refinance any of our indebtedness on commercially reasonable terms or at all.
As of September 30, 2011, our short-term investments were not restricted and were largely invested in demand deposits.

Debt Arrangements
During the third quarter of 2011, we redeemed the remaining $15.2 million principal amount of outstanding IRBs. Our expected debt service obligation,
consisting of cash payments for interest related to our 2009 Notes and 2010 Notes, is estimated to be $21.3 million for the fourth quarter of 2011 and $42.7
million for 2012.

The terms of each of our 2010 Notes and 2009 Notes limit our ability and the ability of any restricted subsidiaries to borrow money; pay dividends; redeem or
repurchase capital stock; make investments; sell assets; create restrictions on the payment of dividends or other amounts to us from any restricted
subsidiaries; enter into transactions with affiliates; enter into sale and lease back transactions; create liens; and consolidate, merge or sell all or substantially
all of our assets.

Credit Arrangements
As of September 30, 2011, there were no borrowings outstanding under our revolving credit facility, and approximately $8.4 million of the credit facility was
being used to support outstanding standby letters of credit. Loans under the credit facility bear interest at LIBOR plus between 1.75% and 2.25% for LIBOR
loans, and a base rate effectively equal to the agent bank’s prime rate plus between 0.25% and 0.75% for other loans. The percentage margin on all loans is
based on our fixed charge coverage ratio for the last fiscal quarter. As of September 30, 2011, we would have been permitted to draw $116.6 million under the
credit facility and were eligible to borrow under the credit facility at LIBOR plus 2.25%.

CONTRACTUAL OBLIGATIONS
As of September 30, 2011, there were no significant changes to the contractual obligations table as disclosed in our Annual Report on Form 10-K for the year
ended December 31, 2010.

OFF- BALANCE SHEET ARRANGEMENTS
We currently are not a party to off-balance sheet arrangements that would require disclosure under this section.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES
The preparation of financial statements in accordance with GAAP requires our management to select and apply accounting policies that best provide the
framework to report the results of operations and financial position. The selection and application of those policies requires management to make difficult,
subjective and complex judgments concerning reported amounts of revenue and expenses during the reporting period and the reported amounts of assets and
liabilities at the date of the financial statements. As a result, it is possible that materially different amounts would be reported under different conditions or
using different assumptions.

As of September 30, 2011, there were no significant changes with regard to the critical accounting policies disclosed in our Annual Report on Form 10-K for
the year ended December 31, 2010.

See Note 2 “Recently Adopted and New Accounting Standards” to the condensed consolidated financial statements included in Item 1 of this Quarterly
Report on Form 10-Q for additional information regarding recently adopted and new accounting pronouncements.
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ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk
Our exposure to market risks on financial instruments includes interest rate risk on our revolving credit facility. As of September 30, 2011, there were no
borrowings outstanding under that facility. The interest rates applied to borrowings under the credit facility are adjusted often and therefore react quickly to
any movement in the general trend of market interest rates. For example, a one percentage point increase or decrease in interest rates, based on assumed
outstanding credit facility borrowings of $10.0 million, would have a $0.1 million annual effect on interest expense. We currently do not attempt to mitigate
the effects of short-term interest rate fluctuations on our credit facility borrowings through the use of derivative financial instruments.

Commodity Risk
We are exposed to market risk for changes in natural gas commodity pricing, which we partially mitigate from time to time through the use of firm-price
contracts for a portion of our natural gas requirements for our manufacturing facilities. As of September 30, 2011, we had no firm-price contracts for natural
gas.

We are also subject to commodity price risk associated with pulp costs and take advantage of spot prices on pulp to minimize market risk arising from
changes in pulp costs. We have agreements with pulp vendors to purchase pulp at market-based prices over the next year covering approximately 32% of our
current expected pulp needs.

Foreign Currency Risk
We have minimal foreign currency exchange risk. Virtually all of our international sales, other than sales originating from our Canadian subsidiary, are
denominated in U.S. dollars. Due to our Canadian operations, however, we could be adversely affected by unfavorable fluctuations in foreign currency
exchange rates.
 
ITEM 4. Controls and Procedures
We maintain “disclosure controls and procedures,” as such term is defined in Rule 13a-15(e) under the Securities and Exchange Act of 1934, or the Exchange
Act, that are designed to ensure that information required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded,
processed, summarized, and reported within the time periods specified in SEC rules and forms, and that such information is accumulated and communicated
to our management, including our Chief Executive Officer, or CEO, and Chief Financial Officer, or CFO, as appropriate, to allow timely decisions regarding
required disclosure. In designing and evaluating our disclosure controls and procedures, management recognized that disclosure controls and procedures, no
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the disclosure controls and procedures
are met. Additionally, in designing disclosure controls and procedures, our management necessarily was required to apply its judgment in evaluating the
cost-benefit relationship of possible disclosure controls and procedures. The design of disclosure controls and procedures is also based in part upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential
future conditions.

Subject to the limitations noted above, our management, with the participation of our CEO and CFO, has evaluated the effectiveness of the design and
operation of our disclosure controls and procedures as of the end of the third quarter of 2011. Based on that evaluation, the CEO and CFO have concluded
that, as of September 30, 2011, our disclosure controls and procedures were effective to meet the objective for which they were designed and operated at the
reasonable assurance level.

Changes in Internal Controls
On December 27, 2010, we completed the acquisition of Cellu Tissue. We are in the process of integrating Cellu Tissue. Our management is analyzing,
evaluating and, where necessary, will implement changes in controls and procedures relating to the Cellu Tissue business as integration proceeds. As a result,
this process may result in additions or changes to our internal control over financial reporting. Otherwise, there was no change in our internal control over
financial reporting during our most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.
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Part II
 

ITEM 1. Legal Proceedings
We are party to various legal proceedings arising in the ordinary course of business, which we do not believe to be material to our business, financial
condition or liquidity.
 
ITEM 1A. Risk Factors
With the exception of the item below, there are no changes from the risk factors previously disclosed in our Annual Report on Form 10-K for the year ended
December 31, 2010. See Part I, Item 1A in our Annual Report on Form 10-K for the year ended December 31, 2010, entitled “Risk Factors.”

The expansion of our business through the construction of new paper making and converting facilities may not proceed as anticipated.
Our long-term growth strategy involves expanding our Consumer Products segment in both size and geographic reach. In connection with this strategy, we
are building a new TAD paper machine and converting facilities in Shelby, North Carolina. Building new, or acquiring and modifying existing,
manufacturing facilities entails numerous risks, including difficulties in completing such projects on time due to construction and permitting issues,
financing the project, completing the project within budget and integrating new operations and personnel. For example, the facilities under construction in
Shelby, North Carolina, are highly complex and costly and the paper machine can be manufactured by only a few companies in the world. As a result, the
purchase and installation of this paper machine would be delayed in the event the manufacturer is not able to meet our timelines as a result of manufacturing
delays or other factors, and we do not expect that we would be able to find a replacement without significant additional cost and delay. Significant delays in
the completion of the Shelby facility could also divert management’s attention from other business concerns.

We contracted with Metso Paper USA to construct the TAD paper machine for our Shelby facility. Metso Paper notified us that a competing third party tissue
manufacturer filed a lawsuit against Metso Paper, which is now pending in federal court in South Carolina, to enjoin Metso Paper from delivering a TAD
paper machine to Clearwater Paper based on the terms of an agreement between Metso Paper and such third party. We were not named as a party to this
litigation. Metso Paper has advised us that the claims against it should not affect the delivery of our TAD paper machine and that construction and delivery
of our paper machine remains on schedule in accordance with our agreement with Metso Paper. We do not expect this litigation to interfere with or delay the
start-up of our TAD paper machine at Shelby.
 
ITEM 2. Unregistered Sales of Equity Securities and Uses of Proceeds
(C) Issuer Purchases of Equity Securities
The following table provides information about share repurchases that we made during the three months ended September 30, 2011 (in thousands, except
share and per share amounts):
 

Period   

Total
Number of

Shares
Purchased    

Average
Price Paid per

Share    

Total
Number of

Shares
Purchased as

Part of Publicly
Announced

Program    

Approximate
Dollar Value of

Shares that May
Yet Be Purchased

Under the
Program  

July 1, 2011 to July 31, 2011    —      $ —       —      $ 30,000  
August 1, 2011 to August 31, 2011    291,600    $ 34.30     291,600    $ 19,997  
September 1, 2011 to September 30, 2011    —      $ —       —      $ 19,997  
Total    291,600    $ 34.30     291,600    
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On July 28, 2011, we announced a stock repurchase program approved by our Board of Directors authorizing the company to purchase up to $30
million in shares of our common stock. Under our stock repurchase program, which does not have an expiration date, we may repurchase shares in the
open market or as otherwise may be determined by management, subject to market conditions, business opportunities and other factors. During the
quarter ended September 30, 2011, we repurchased 291,600 shares of our outstanding common stock at an average price of $34.30 per share under this
share repurchase program. As of September 30, 2011, approximately $20.0 million of the authorization remains.

 
ITEM 6. Exhibits
The exhibit index is located on page 34 of this Form 10-Q.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
 
  CLEARWATER PAPER CORPORATION

                     (Registrant)

Date: November 4, 2011  By  /s/ LINDA K. MASSMAN
  Linda K. Massman

  
President, Chief Operating Officer
and Chief Financial Officer

  (Duly Authorized Officer; Principal Financial Officer)

Date: November 4, 2011  By  /s/ JOHNATHAN D. HUNTER
  Johnathan D. Hunter
  Corporate Controller
  (Duly Authorized Officer; Principal Accounting Officer)
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CLEARWATER PAPER CORPORATION
EXHIBIT INDEX
 
EXHIBIT
NUMBER   DESCRIPTION
4.1*

  

Indenture, dated as of October 22, 2010, between Clearwater Paper Corporation (the “Registrant”) and U.S. Bank National Association,
as trustee (incorporated by reference to Exhibit 4.1 to the Current Report on Form 8-K filed by the Registrant with the Securities and
Exchange Commission (the “Commission”) on October 27, 2010).

4.2*
  

Form of 7 /8% Senior Notes due 2018 (incorporated by reference to Exhibit A to the Indenture filed as Exhibit 4.1 to the Current Report
on Form 8-K filed by the Registrant with the Commission on October 27, 2010).

4.3   The Registrant undertakes to furnish to the Commission, upon request, any instrument defining the rights of holders of long-term debt.

10.1   Amendment No. 2 to Clearwater Paper Corporation 2008 Stock Incentive Plan.

10.2
  

Fifth Amendment to Loan and Security Agreement, dated as of July 27, 2011, by and among the financial institutions signatory thereto,
Bank of America, N.A. and the Registrant.

10.3*

  

Sixth Amendment to Loan and Security Agreement, dated as of September 28, 2011, by and among the financial institutions signatory
thereto, Bank of America, N.A. and the Registrant (incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K filed by
the Registrant with the Commission on September 30, 2011).

(31)   Rule 13a-14(a)/15d-14(a) Certifications

(32)   Furnished statements of the Chief Executive Officer and Chief Financial Officer under 18 U.S.C Section 1350.

101

  

Pursuant to Rule 405 of Regulation S-T, the following financial information from the Registrant’s Quarterly Report on Form 10-Q for the
quarterly period ended September 30, 2011, is formatted in XBRL interactive data files: (i) Condensed Consolidated Statements of
Operations; (ii) Condensed Consolidated Balance Sheets; (iii) Condensed Consolidated Statements of Cash Flows; (iv) Condensed
Consolidated Statements of Comprehensive Income and (v) Notes to Condensed Consolidated Financial Statements.

 
* Incorporated by reference.
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Exhibit 10.1

AMENDMENT NO. 2
TO THE

CLEARWATER PAPER CORPORATION
2008 STOCK INCENTIVE PLAN

The Clearwater Paper Corporation 2008 Stock Incentive Plan, as adopted by the Board of Directors on December 2, 2008 (the “Plan”), is hereby amended as
follows:

Effective as of August 26, 2011, Section 5 of the Plan is amended by revising subsections (a) and (b) thereof to read as follows:
 

 

(a) Basic Limitation. Shares offered under the Plan shall be authorized but unissued Shares or treasury Shares. The aggregate number of Shares
authorized for issuance as Awards under the Plan shall not exceed 4,123,060 Shares, which shall consist of (i) 3,390,000 Shares available for
issuance as Awards to any Employees, Consultants or Outside Directors, and (ii) 733,060 Shares available for issuance as Awards only to
Employees, Consultants or Outside Directors who were not employed on December 26, 2010 by the Corporation or any of its Subsidiaries. The
limitation of this Section 5(a) shall be subject to adjustment pursuant to Section 12. The number of Shares that are subject to Awards outstanding
at any time under the Plan shall not exceed the number of Shares which then remain available for issuance under the Plan. The Corporation,
during the term of the Plan, shall at all times reserve and keep available sufficient Shares to satisfy the requirements of the Plan.

 

 
(b) Award Limitation. Subject to the provisions of Section 12, no Participant may receive Awards under the Plan (i) in any calendar year (other than

the calendar year of the first year of employment) that relate to more than 452,000 Shares, and (ii) in the calendar year for the first year of
employment, no more than two times the amount set forth in Section 5(b)(i).

[SIGNATURE PAGE FOLLOWS]



To record the adoption of this Amendment by the Compensation Committee of the Board of Directors, Clearwater Paper Corporation has caused its
authorized officer to execute the same.
 
Date: 8/26/11  CLEARWATER PAPER CORPORATION

 By:  /s/ T. H. Carter
 Name: Thomas H. Carter
 Title:  Senior Vice President, Human Resources

 



Exhibit 10.2

FIFTH AMENDMENT TO LOAN AND SECURITY AGREEMENT

THIS FIFTH AMENDMENT TO LOAN AND SECURITY AGREEMENT (this “Amendment”), dated as of August 17, 2011 is entered into by
and among the financial institutions signatory hereto (each a “Lender” and collectively the “Lenders”), BANK OF AMERICA, N.A., as Agent for the Lenders
(in such capacity, “Agent”) and CLEARWATER PAPER CORPORATION, a Delaware corporation (“Borrower”).

RECITALS

A. Borrower, Agent and the Lenders have previously entered into that certain Loan and Security Agreement dated as of November 26, 2008 (as
amended, supplemented, restated and modified from time to time, the “Loan Agreement”), pursuant to which the Lenders have made certain loans and
financial accommodations available to Borrower. Terms used herein without definition shall have the meanings ascribed to them in the Loan Agreement.

B. Borrower has requested that Agent and the Lenders amend the Loan Agreement, which Agent and the Lenders are willing to do pursuant to the terms
and conditions set forth herein.

C. Borrower is entering into this Amendment with the understanding and agreement that, except as specifically provided herein, none of Agent’s or any
Lender’s rights or remedies as set forth in the Loan Agreement is being waived or modified by the terms of this Amendment.

AGREEMENT

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants herein contained, and for other good and valuable consideration, the
receipt and sufficiency of which are hereby acknowledged, the parties hereby agree as follows:

1. Consent to Repayment of Sub Bond Facility. Borrower has informed Agent that City Forest intends to terminate the Sub Bond Facility and all
documents and agreements entered into by City Forest and Borrower in connection therewith, and repay in full all outstanding obligations owing by City
Forest thereunder (the “City Forest Payoff”), which City Forest Payoff is prohibited by the terms of Section 10.2.8 of the Loan Agreement absent the written
consent of Agent and the Lenders. Agent and the Lenders hereby consent to the City Forest Payoff, solely with respect to Section 10.2.8 of the Loan
Agreement, so long as (i) concurrent with the City Forest Payoff, all Liens encumbering the assets of City Forest securing the obligations under the Sub Bond
Facility shall be released and terminated and of no further force and effect, and (ii) the City Forest Payoff occurs on or prior to October 31, 2011 (the date on
which the City Forest Payoff occurs in accordance with the terms and conditions set forth in clauses (i) and (ii) of this Section 1, the “City Forest Payoff
Date”).

2. Amendments to Loan Agreement.

(a) Effective as of the City Forest Payoff Date, the definition of “Letter of Credit” in Section 1.1 of the Loan Agreement is hereby amended and
restated in its entirety to read as follows:

“Letter of Credit: any standby or documentary letter of credit issued by Issuing Bank for the account of a Borrower.”



(b) Effective as of the City Forest Payoff Date, the definition of “Sub Bond Facility” in Section 1.1 of the Loan Agreement is hereby deleted in its
entirety.

(c) Effective as of the City Forest Payoff Date, Section 10.1.9 of the Loan Agreement is hereby amended and restated in its entirety to read as
follows:

“10.1.9 Future Subsidiaries. Promptly notify Agent upon any Person becoming a Subsidiary and, if such Person is not a Foreign Subsidiary and
Agent so requests, cause it to guaranty the Obligations in a manner satisfactory to Agent, and to execute and deliver such documents,
instruments and agreements and to take such other actions as Agent shall require to evidence and perfect a Lien in favor of Agent (for the benefit
of Secured Parties) on all assets of such Person which are of the same type as the Collateral, including delivery of such legal opinions, in form
and substance satisfactory to Agent, as it shall deem appropriate.”

(d) Effective as of the City Forest Payoff Date, Sections 10.2.1(t) and (u) of the Loan Agreement are hereby amended and restated in their entirety
to read as follows:

“(t) Intentionally Omitted;

(u) Intentionally Omitted;”

(e) Effective as of the City Forest Payoff Date, Section 10.2.2(t) of the Loan Agreement is hereby amended and restated in its entirety to read as
follows:

“(t) Intentionally Omitted; and”

(f) Effective as of the City Forest Payoff Date, Section 10.2.14 of the Loan Agreement is hereby amended and restated in its entirety to read as
follows:

“10.2.14 Restrictive Agreements. Become a party to any Restrictive Agreement, except a Restrictive Agreement (a) in effect on the Closing Date;
(b) relating to secured Debt permitted hereunder, as long as the restrictions apply only to collateral for such Debt; (c) constituting customary
restrictions on assignment in leases and other contracts; (d) imposing any restrictions on any Property pursuant to an agreement that has been
entered into in connection with a Permitted Disposition of such Property; (e) under the 11 /2% Senior Notes Indenture; (f) in connection with
the Debt described in Section 10.2.1(g); (g) in connection with the Debt described in Section 10.2.1(q); (h) in connection with the Debt
described in Section 10.2.1(v); or (i) in connection with the Debt described in Section 10.2.1(r).”

3. Addition of City Forest as Guarantor. Within 45 days after the City Forest Payoff Date (or such longer period as permitted by Agent in its sole
discretion), Borrower shall cause City Forest to guaranty the Obligations in a manner satisfactory to Agent, and to execute and deliver such documents,
instruments and agreements and to take such other actions as Agent shall require to evidence and perfect a Lien in favor of Agent (for the benefit of Secured
Parties) on all assets of City Forest which are of the same type as the Collateral, including delivery of such legal opinions, in form and substance satisfactory
to Agent, as it shall deem appropriate.
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4. Effectiveness of this Amendment. The following shall have occurred before this Amendment is effective:

(a) Amendment. Agent shall have received this Amendment fully executed in a sufficient number of counterparts for distribution to all parties.

(b) Representations and Warranties. The representations and warranties set forth herein must be true and correct.

(c) No Default. No event has occurred and is continuing that constitutes an Event of Default.

(d) Other Required Documentation. All other documents and legal matters in connection with the transactions contemplated by this Amendment
shall have been delivered or executed or recorded and shall be in form and substance satisfactory to Agent.

5. Representations and Warranties. Borrower represents and warrants as follows:

(a) Authority. Borrower has the requisite corporate power and authority to execute and deliver this Amendment, and to perform its obligations
hereunder and under the Loan Documents (as amended or modified hereby) to which it is a party. The execution, delivery and performance by Borrower of
this Amendment have been duly approved by all necessary corporate action and no other corporate proceedings are necessary to consummate such
transactions.

(b) Enforceability. This Amendment has been duly executed and delivered by Borrower. This Amendment and each Loan Document to which
Borrower is a party (as amended or modified hereby) is the legal, valid and binding obligation of Borrower, enforceable against Borrower in accordance with
its terms, and is in full force and effect.

(c) Representations and Warranties. The representations and warranties contained in each Loan Document to which Borrower is a party (other
than any such representations or warranties that, by their terms, are specifically made as of a date other than the date hereof) are correct on and as of the date
hereof as though made on and as of the date hereof.

(d) Due Execution. The execution, delivery and performance of this Amendment are within the power of Borrower, have been duly authorized by
all necessary corporate action, have received all necessary governmental approval, if any, and do not contravene any law or any contractual restrictions
binding on Borrower.

(e) No Default. No event has occurred and is continuing that constitutes an Event of Default.

6. Choice of Law. The validity of this Amendment, its construction, interpretation and enforcement, the rights of the parties hereunder, shall be
determined under, governed by, and construed in accordance with the internal laws of the State of California, without giving effect to any conflict of law
principles (but giving effect to Federal laws relating to national banks). The consent to forum and arbitration provisions set forth in Section 14.15 of the Loan
Agreement are hereby incorporated in this Amendment by reference.

7. Counterparts. This Amendment may be executed in any number of counterparts and by different parties and separate counterparts, each of which
when so executed and delivered, shall be deemed an original, and all of which, when taken together, shall constitute one and the same instrument. Delivery of
an executed counterpart of a signature page to this Amendment by telefacsimile or a substantially similar electronic transmission shall have the same force
and effect as the delivery of an original executed counterpart of this



Amendment. Any party delivering an executed counterpart of this Amendment by telefacsimile or a substantially similar electronic transmission shall also
deliver an original executed counterpart, but the failure to do so shall not affect the validity, enforceability or binding effect of such agreement.

8. Reference to and Effect on the Loan Documents.

(a) Upon and after the effectiveness of this Amendment, each reference in the Loan Agreement to “this Agreement”, “hereunder”, “hereof” or
words of like import referring to the Loan Agreement, and each reference in the other Loan Documents to “the Loan Agreement”, “thereof” or words of like
import referring to the Loan Agreement, shall mean and be a reference to the Loan Agreement as modified and amended hereby.

(b) Except as specifically amended above, the Loan Agreement and all other Loan Documents are and shall continue to be in full force and effect
and are hereby in all respects ratified and confirmed and shall constitute the legal, valid, binding and enforceable obligations of Borrower to Agent and the
Lenders.

(c) The execution, delivery and effectiveness of this Amendment shall not, except as expressly provided herein, operate as a waiver of any right,
power or remedy of Agent or any Lender under any of the Loan Documents, nor constitute a waiver of any provision of any of the Loan Documents.

(d) To the extent that any terms and conditions in any of the Loan Documents shall contradict or be in conflict with any terms or conditions of
the Loan Agreement, after giving effect to this Amendment, such terms and conditions are hereby deemed modified or amended accordingly to reflect the
terms and conditions of the Loan Agreement as modified or amended hereby.

9. Ratification. Borrower hereby restates, ratifies and reaffirms each and every term and condition set forth in the Loan Agreement, as amended hereby,
and the Loan Documents effective as of the date hereof.

10. Estoppel. To induce Lenders to enter into this Amendment and to continue to make advances to Borrower under the Loan Agreement, Borrower
hereby acknowledges and agrees that, as of the date hereof, there exists no right of offset, defense, counterclaim or objection in favor of Borrower as against
Agent or any Lender with respect to the Obligations.

11. Integration. This Amendment, together with the other Loan Documents, incorporates all negotiations of the parties hereto with respect to the
subject matter hereof and is the final expression and agreement of the parties hereto with respect to the subject matter hereof.

12. Severability. In case any provision in this Amendment shall be invalid, illegal or unenforceable, such provision shall be severable from the
remainder of this Amendment and the validity, legality and enforceability of the remaining provisions shall not in any way be affected or impaired thereby.

[Remainder of Page Left Intentionally Blank]



IN WITNESS WHEREOF, the parties have entered into this Amendment as of the date first above written.

BORROWER

CLEARWATER PAPER CORPORATION,
a Delaware corporation
 
By:  /s/ Linda Massman
Name:  Linda Massman
Title:  CFO



AGENT AND LENDERS

BANK OF AMERICA, N.A., as Agent and as Lender
 
By:  /s/ Ron Bornstein
Name:  Ron Bornstein
Title:  Vice President

WELLS FARGO CAPITAL FINANCE, LLC,
as Lender
 
By:  /s/ James Belanger
Name:  James Belanger
Title:  Sr. Relationship Manager, V.P.



ACKNOWLEDGEMENT BY GUARANTORS

Dated as of August 17, 2011

Each of the undersigned, being a Guarantor (each a “Guarantor” and, collectively, the “Guarantors”) under that certain Guaranty and Security
Agreement dated as of December 27, 2010 made in favor of Agent (as amended, supplemented or otherwise modified from time to time, the “Guaranty”),
hereby acknowledges and agrees to the foregoing Fifth Amendment to Loan and Security Agreement (the “Amendment”) and confirms and agrees that the
Guaranty is and shall continue to be, in full force and effect and is hereby ratified and confirmed in all respects except that, upon the effectiveness of, and on
and after the date of the Amendment, each reference in such Guaranty to the Loan Agreement (as defined in the Amendment), “thereunder”, “thereof” or
words of like import referring to the “Loan Agreement”, shall mean and be a reference to the Loan Agreement as amended or modified by the Amendment.
Although Agent has informed Guarantors of the matters set forth above, and each Guarantor has acknowledged the same, each Guarantor understands and
agrees that Agent has no duty under the Loan Agreement, the Guaranty or any other agreement with any Guarantor to so notify any Guarantor or to seek such
an acknowledgement, and nothing contained herein is intended to or shall create such a duty as to any advances or transaction hereafter.
 

 CELLU TISSUE HOLDINGS, INC.,
 a Delaware corporation
 CELLU TISSUE CORPORATION – NATURAL DAM,
 a Delaware corporation
 CELLU TISSUE CORPORATION – NEENAH,
 a Delaware corporation
 CELLU TISSUE LLC,
 a Delaware corporation
 COASTAL PAPER COMPANY,
 a Virginia general partnership
 MENOMINEE ACQUISITION CORPORATION,
 a Delaware corporation
 VAN PAPER COMPANY,
 a Mississippi corporation
 VAN TIMBER COMPANY,
 a Mississippi corporation
 CELLU TISSUE – THOMASTON, LLC,
 a Delaware limited liability company
 CELLU TISSUE – LONG ISLAND, LLC,
 a Delaware limited liability company
 CELLU TISSUE CORPORATION – OKLAHOMA CITY,
 a Delaware corporation

 
By:  /s/    LINDA K. MASSMAN        
Name:  Linda K. Massman
Title:  Vice President, Finance and Chief Financial Officer



Exhibit (31)

CERTIFICATION

I, Gordon L. Jones, certify that:
 

1. I have reviewed this report on Form 10-Q of Clearwater Paper Corporation;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 

 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent

fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 

 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 
Date: November 4, 2011    /s/    GORDON L. JONES

   Gordon L. Jones
   Chairman and Chief Executive Officer



CERTIFICATION

I, Linda K. Massman, certify that:
 

1. I have reviewed this report on Form 10-Q of Clearwater Paper Corporation;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 

 (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent

fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 

 (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 
Date: November 4, 2011    /s/    LINDA K. MASSMAN

   Linda K. Massman

   
President, Chief Operating Officer and

Chief Financial Officer



Exhibit (32)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Gordon L. Jones, Chairman and Chief Executive Officer of Clearwater Paper Corporation (the “Company”), certify, pursuant to 18 U.S.C. Section1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
 

 
(1) the Quarterly Report of the Company on Form 10-Q for the period ended September 30, 2011, as filed with the Securities and Exchange

Commission on the date hereof (the “Report”), fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934, and

 

 (2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 

/s/    GORDON L. JONES        
Gordon L. Jones

Chairman and Chief Executive Officer
November 4, 2011

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.



CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Linda K. Massman, President, Chief Operating Officer and Chief Financial Officer of Clearwater Paper Corporation (the “Company”), certify, pursuant to 18
U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
 

 
(1) the Quarterly Report of the Company on Form 10-Q for the period ended September 30, 2011, as filed with the Securities and Exchange

Commission on the date hereof (the “Report”), fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934, and

 

 (2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 

/s/    LINDA K. MASSMAN        
Linda K. Massman

President, Chief Operating Officer and Chief Financial Officer
November 4, 2011

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.
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