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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

June 30,   
Six Months Ended

June 30,  
   2012   2011   2012   2011  
Net sales   $ 473,572   $ 494,627   $ 931,370   $ 960,457  
Costs and expenses:      

Cost of sales    (398,546)   (433,358)   (801,622)   (848,278) 
Selling, general and administrative expenses    (30,529)   (27,476)   (59,603)   (54,840) 

Total operating costs and expenses    (429,075)   (460,834)   (861,225)   (903,118) 
Income from operations    44,497    33,793    70,145    57,339  
Interest expense, net    (9,147)   (10,992)   (18,875)   (22,325) 
Other, net    —      (229)   —      (705) 
Earnings before income taxes    35,350    22,572    51,270    34,309  
Income tax provision    (13,861)   (8,649)   (26,055)   (14,782) 
Net earnings   $ 21,489   $ 13,923   $ 25,215   $ 19,527  
Net earnings per common share:      

Basic   $ 0.92   $ 0.60   $ 1.08   $ 0.85  
Diluted    0.91    0.59    1.07    0.82  

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

June 30,   
Six Months Ended

June 30,  
   2012   2011   2012   2011  
Net earnings   $21,489   $13,923   $25,215   $19,527  
Other comprehensive income:      
Defined benefit pension and other postretirement employee benefits:      

Amortization of actuarial loss included in net periodic cost, net of tax expense of $1,095, $632,
$2,381 and $1,634    1,684    989    3,662    2,556  

Amortization of prior service credit included in net periodic cost, net of tax benefit of $289, $58,
$403 and $117    (444)   (92)   (620)   (184) 

Foreign currency translation adjustment    —      117    —      1,289  
Amortization of deferred taxes related to actuarial gain on other postretirement employee benefit

obligations    —      (57)   —      (115) 
Other comprehensive income, net of tax    1,240    957    3,042    3,546  
Comprehensive income   $22,729   $14,880   $28,257   $23,073  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Clearwater Paper Corporation
Condensed Consolidated Balance Sheets
Unaudited (Dollars in thousands – except per-share amounts)
 

   
June 30,

2012   
December 31,

2011  
ASSETS    
Current assets:    

Cash   $ 17,215   $ 8,439  
Restricted cash    770    769  
Short-term investments    20,000    55,001  
Receivables, net    171,394    176,189  
Taxes receivable    13,813    10,000  
Inventories    237,623    244,071  
Deferred tax assets    25,878    39,466  
Prepaid expenses    8,446    11,396  

Total current assets    495,139    545,331  
Property, plant and equipment, net    801,818    735,566  
Goodwill    229,533    229,533  
Intangible assets, net    46,485    49,748  
Other assets, net    10,088    11,140  
TOTAL ASSETS   $1,583,063   $1,571,318  
LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable and accrued liabilities   $ 151,997   $ 144,631  
Current liability for pensions and other postretirement employee benefits    9,861    9,861  

Total current liabilities    161,858    154,492  
Long-term debt    523,810    523,694  
Liability for pensions and other postretirement employee benefits    199,196    215,932  
Other long-term obligations    47,435    48,474  
Accrued taxes    77,990    74,464  
Deferred tax liabilities    70,528    69,358  
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, 23,825,750 and 23,101,710 shares issued    1    1  
Additional paid-in capital    312,519    315,965  
Retained earnings    320,768    295,553  
Treasury stock, at cost, common shares-571,782 and 333,300 shares repurchased    (18,819)   (11,350) 
Accumulated other comprehensive loss, net of tax    (112,223)   (115,265) 

Total stockholders’ equity    502,246    484,904  
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $1,583,063   $1,571,318  

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

4



Table of Contents

Clearwater Paper Corporation
Condensed Consolidated Statements of Cash Flows
Unaudited (Dollars in thousands)
 

   
Six Months Ended

June 30,  
   2012   2011  
CASH FLOWS FROM OPERATING ACTIVITIES    
Net earnings   $ 25,215   $ 19,527  
Adjustments to reconcile net earnings to net cash provided by operating activities:    

Depreciation and amortization    39,278    37,539  
Deferred tax expense    12,780    10,653  
Equity-based compensation expense    3,631    3,000  
Employee benefit plans    4,040    4,170  

Changes in working capital, net    22,621    (26,832) 
Change in taxes receivable, net    (3,813)   (1,803) 
Excess tax benefits from equity-based payment arrangements    (5,793)   —    
Change in non-current accrued taxes    3,526    1,362  
Funding of qualified pension plans    (15,525)   (8,500) 
Other, net    2,340    5,776  
Net cash provided by operating activities    88,300    44,892  
CASH FLOWS FROM INVESTING ACTIVITIES    
Change in short-term investments, net    35,001    34,095  
Additions to plant and equipment    (100,919)   (64,299) 
Proceeds from sale of assets    1,035    —    
Net cash used for investing activities    (64,883)   (30,204) 
CASH FLOWS FROM FINANCING ACTIVITIES    
Repayment of Cellu Tissue debt    —      (380) 
Purchase of treasury stock    (7,469)   —    
Excess tax benefits from equity-based payment arrangements    5,793    —    
Payment of tax withholdings on equity-based payment arrangements    (12,965)   (1,498) 
Other, net    —      2,783  
Net cash (used for) provided by financing activities    (14,641)   905  
Effect of exchange rate changes    —      (45) 
Increase in cash    8,776    15,548  
Cash at beginning of period    8,439    18,928  
Cash at end of period   $ 17,215   $ 34,476  
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:    
Cash paid for interest, net of amounts capitalized   $ 16,454   $ 22,215  
Cash paid for income taxes    11,440    35,469  
Cash received from income tax refunds    1,607    29,282  
SUPPLEMENTAL DISCLOSURES OF NON-CASH INVESTING ACTIVITIES:    
Increase in accrued plant and equipment   $ 2,284   $ —    
Property acquired under capital lease    —      11,691  

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

5



Table of Contents

Clearwater Paper Corporation
Notes to Condensed Consolidated Financial Statements
Unaudited
NOTE 1 Nature of Operations and Basis of Presentation
GENERAL
We are 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 and pulp 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 merchant 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. Our products primarily utilize pulp made from wood fiber. In addition to wood fiber, other
major cost categories include chemicals, transportation, energy, packaging, and costs associated with our manufacturing facilities.

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.

On November 28, 2011, we sold our Lewiston, Idaho sawmill to Idaho Forest Group, or IFG, of Coeur d’Alene, Idaho. The transaction included 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. This sawmill was our only wood products facility.

FINANCIAL STATEMENT PREPARATION AND PRESENTATION
The accompanying Condensed Consolidated Balance Sheets at June 30, 2012 and December 31, 2011, the related Condensed Consolidated Statements of
Operations and Comprehensive Income for the three months and six months ended June 30, 2012 and 2011, and the Condensed Consolidated Statements of
Cash Flows for the six months ended June 30, 2012 and 2011, 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, 2011, as filed with
the Securities and Exchange Commission, or SEC, on February 24, 2012.

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 determination of net realizable
value for deferred tax assets, assessment of impairment of long-lived assets and goodwill, assessment of environmental matters, equity-based compensation
and pension and postretirement obligation assumptions. Actual results could differ from those estimates and assumptions.

RESTRICTED CASH AND SHORT-TERM INVESTMENTS
As of June 30, 2012, all restricted cash was classified as current and included in “Restricted cash” on our Condensed Consolidated Balance Sheet. Our short-
term investments are invested largely in demand deposits, which have very short maturity periods, and they therefore earn an interest rate commensurate with
low-risk instruments. We do not attempt to hedge our exposure to interest rate risk for our short-term investments.
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TRADE ACCOUNTS RECEIVABLE
Trade accounts receivable are stated at the amount we expect to collect. Trade accounts receivable do not bear interest. The allowance for doubtful accounts
is our best estimate of the losses we expect will result from the inability of our customers to make required payments. We generally determine the allowance
based on a combination of actual historical write-off experience and an analysis of specific customer accounts. As of both June 30, 2012 and December 31,
2011, we had an allowance for doubtful accounts of $1.7 million.

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 $1,378.9 million and $1,342.7 million at June 30, 2012
and December 31, 2011, respectively.

For the three months and six months ended June 30, 2012, we capitalized $2.8 million and $4.9 million, respectively, of interest expense associated with the
construction of our new tissue manufacturing and converting facilities in Shelby, North Carolina and improvements to our tissue manufacturing facility in
Las Vegas, Nevada, compared to $1.0 million and $1.5 million for the same periods in 2011, respectively.

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. All common share and per share amounts disclosed in our notes to the condensed consolidated financial statements have been adjusted for
the stock split effected in the form of a stock dividend.

In addition, we also announced on July 28, 2011, that our Board of Directors had authorized the repurchase of up to $30.0 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. We did not repurchase any shares in the first quarter of 2012. During the second quarter of 2012, we
repurchased 238,482 shares of our outstanding common stock. As of June 30, 2012, we had $11.2 million of authorization remaining 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.

DERIVATIVES
We had no activity during the three months and six months ended June 30, 2012 and 2011 that required hedge or derivative accounting treatment. However,
to partially mitigate our exposure to market risk for changes in utility commodity pricing, we use firm price contracts to supply a portion of the natural gas
requirements for our manufacturing facilities. As of June 30, 2012, these contracts covered approximately 29% of our expected average monthly natural gas
requirements for the remainder of 2012, plus lesser amounts for 2013. These contracts qualify for treatment as “normal purchases or normal sales” under
authoritative guidance and thus require no mark-to-market adjustment.

NOTE 2 Recently Adopted and New Accounting Standards
There were no new accounting standards adopted during the three months ended June 30, 2012. We reviewed all new accounting pronouncements issued in
the period and concluded that there are none that could have a significant or material impact to our current or future financial statements or disclosures.
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NOTE 3 Inventories
Inventories at the balance sheet dates consist of:
 

(In thousands)   
June 30,

2012    
December 31,

2011  
Pulp, paperboard and tissue products   $161,027    $ 162,426  
Materials and supplies    63,518     62,376  
Logs, pulpwood, chips and sawdust    13,078     17,713  
Lumber    —       1,556  

  $237,623    $ 244,071  

Inventories are stated at the lower of market or current average cost using the average cost method. The last-in, first-out, or LIFO, method was previously used
to determine cost of logs, wood fiber and the majority of lumber until the sale of our sawmill in November 2011. During the period ended March 31, 2012,
the remaining lumber inventory from the sawmill was sold. The sale of this inventory, which was valued at costs prevailing in prior years under the LIFO
method, had the effect of increasing earnings in the period ended March 31, 2012 by an immaterial amount.

NOTE 4 Intangible Assets
Intangible assets at the balance sheet dates are comprised of the following:
 
   June 30, 2012  

(Dollars in thousands, lives in years)   
Useful

Life    
Historical

Cost    
Accumulated
Amortization  

Net
Balance  

Customer relationships    9.0    $50,000    $ (8,460)  $41,540  
Trade names and trademarks    10.0     5,300     (795)   4,505  
Non-compete agreements    2.5     1,100     (660)   440  
Total intangible assets     $56,400    $ (9,915)  $46,485  

    December 31, 2011  

(Dollars in thousands, lives in years)   
Useful

Life    
Historical

Cost    
Accumulated
Amortization  

Net
Balance  

Customer relationships    9.0    $50,000    $ (5,682)  $44,318  
Trade names and trademarks    10.0     5,300     (530)   4,770  
Non-compete agreements    2.5     1,100     (440)   660  
Total intangible assets     $56,400    $ (6,652)  $49,748  

NOTE 5 Taxes
Consistent with authoritative guidance, our estimated annual effective tax rate is used 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 “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.

Our estimated annual effective tax rate for the second quarter of 2012 is 35.1%, compared with 35.2% for the comparable interim period in 2011. We recorded
income tax expense of $13.9 million and $26.1 million in the three and six months ended June 30, 2012 compared to $8.6 million and $14.8 million in the
three and six months ended June 30, 2011. The actual rates for the three and six months ended June 30, 2012 were 39.2% and 50.8%, respectively, compared
to rates of 38.3% and 43.1% for the same periods of 2011. As discussed below, the higher rates for the six month periods resulted from the net impact of
reporting discrete items in each reporting period totaling net expense of $8.1 million and $2.7 million, respectively.
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The net increase to our tax expense and effective tax rate for the six months ended June 30, 2012 was primarily the result of $5.5 million in tax expense
related to our decision to convert certain gallons of alternative fuel originally claimed in 2009 under the Alternative Fuel Mixture Tax Credit, or AFMTC,
which had been converted by us in 2010 to the Cellulosic Biofuel Producer Credit, or CBPC, back to gallons under the AFMTC. As further described in our
Form 10-Q for the three months ended March 31, 2012, the $5.5 million was comprised of $2.5 million relating to the conversion back to the AFMTC and a
resulting additional $3.0 million increase in our liabilities for uncertain tax positions. The remaining discrete expense of $2.6 million recorded in the six
months ended June 30, 2012 was primarily interest accrued on uncertain tax positions.

The net increase to our tax expense and effective tax rate in the six months ended June 30, 2011 was primarily the result of discrete expenses for interest
accrued on uncertain tax positions and the impact of reevaluating our state tax structure as Cellu Tissue was being integrated into our operations, partially
offset by a benefit associated with certain transaction costs relating to the Cellu Tissue acquisition that were determined to be deductible under the Internal
Revenue Code.

We have tax benefits relating to excess equity-based compensation that are being utilized to reduce our U.S. taxable income. Our Condensed Consolidated
Balance Sheet reflects deferred tax assets comprised of net operating losses and tax credit carryforwards excluding amounts impacted by excess equity-based
compensation. We have historically elected to follow the “with-and-without” or “incremental” method for ordering tax benefits derived from employee
equity-based compensation awards. As a result of this method, net operating loss carryforwards and tax credit carryforwards not generated from equity-based
compensation are utilized before the current period’s equity-based tax deduction (excess tax benefits from equity-based compensation awards are recognized
last). Excess tax benefits from equity-based compensation awards that are determined to reduce U.S. taxable income following this method are recognized
when realized as increases to additional paid-in capital as a component of stockholders’ equity. During the six months ended June 30, 2012, we generated
additional excess tax benefits of $13.9 million relating to the release of vested performance share and restricted stock unit awards to employees. For the six
months ended June 30, 2012, $5.8 million of excess tax benefits have been allocated to additional paid-in capital and reduced income taxes payable based
on the incremental method. As of June 30, 2012, we had a total amount of excess tax benefits that are not recognized on our condensed consolidated balance
sheet of $11.4 million.

NOTE 6 Accounts Payable and Accrued Liabilities
Accounts payable and accrued liabilities at the balance sheet dates consist of:
 
(In thousands)   June 30, 2012   December 31, 2011 
Trade accounts payable   $ 77,691    $ 65,040  
Accrued wages, salaries and employee benefits    36,309     37,430  
Accrued taxes other than income taxes payable    7,103     11,257  
Accrued utilities    6,895     7,265  
Accrued discounts and allowances    5,726     5,588  
Accrued interest    5,218     5,245  
Accrued transportation    4,007     3,801  
Other    9,048     9,005  

  $ 151,997    $ 144,631  

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 2010 Notes are guaranteed by certain of our 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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Prior to November 1, 2013, we may redeem up to 35% of the 2010 Notes at a redemption price equal to 107.125% of the principal amount plus accrued and
unpaid interest with the proceeds from one or more qualified equity offerings. We have the option to redeem all or a portion of the 2010 Notes at any time
before November 1, 2014 at a redemption price equal to 100% of the principal amount plus accrued and unpaid interest and a “make whole” premium. On or
after November 1, 2014, we may redeem all or a portion of the 2010 Notes at specified redemption prices plus accrued and unpaid interest. In addition, we
may be required to make an offer to purchase the 2010 Notes upon the sale of certain assets and upon a change of control.

$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 each of 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.

We have the option to redeem all or a portion of the 2009 Notes at any time prior to June 15, 2013 at a redemption price equal to 100% of the principal
amount thereof plus a “make whole” premium and accrued and unpaid interest. On or after June 15, 2013, we may redeem all or a portion of the 2009 Notes at
specified redemption prices plus accrued and unpaid interest. In addition, we may be required to make an offer to purchase the 2009 Notes upon the sale of
certain assets and upon a change of control.

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 June 30, 2012, there were no borrowings outstanding under the credit facility, but approximately $5.9 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 twelve months, which is recalculated on a quarterly basis. As of June 30, 2012, we would have been permitted to draw
approximately $119.1 million under the credit facility at LIBOR plus 1.75%.

A minimum fixed charge coverage ratio is the only financial covenant requirement under our credit facility and is triggered when there are any commitments
or obligations outstanding and availability falls below 12.5% or an event of default exists, at which time the minimum fixed charge coverage ratio must be at
least 1.0-to-1.0. As of June 30, 2012, the fixed charge coverage ratio for the last twelve months was 3.1-to-1.0.

Our obligations under the revolving credit facility are secured by certain of our accounts receivable, inventory and cash. The terms of the credit facility
agreement contain various provisions that limit our discretion in the operations of our business by restricting our ability to, among other things pay
dividends; redeem or repurchase capital stock; create, incur or guarantee certain debt; incur liens on certain properties; make capital expenditures in amounts
in excess of those permitted under the revolving credit agreement; enter into certain affiliate transactions; enter into certain hedging arrangements; and
consolidate with or merge with another entity.
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NOTE 8 Other Long-Term Obligations
Other long-term obligations at the balance sheet dates consist of:
 
(In thousands)   June 30, 2012   December 31, 2011 
Long-term lease obligations, net of current portion   $ 25,421    $ 25,546  
Deferred proceeds    11,945     13,040  
Deferred compensation    8,417     8,100  
Other    1,652     1,788  

  $ 47,435    $ 48,474  

NOTE 9 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 June 30:  
         Other Postretirement  
   Pension Benefit Plans   Employee Benefit Plans  
(In thousands)   2012   2011   2012   2011  
Service cost   $ 642   $ 2,220   $ 145   $ 83  
Interest cost    3,684    3,787    1,274    1,515  
Expected return on plan assets    (4,943)   (4,956)   —      —    
Amortization of prior service cost (credit)    158    298    (891)   (448) 
Amortization of actuarial loss (gain)    3,095    2,144    (316)   (523) 
Net periodic cost   $ 2,636   $ 3,493   $ 212   $ 627  
 
   Six months ended June 30:  

   Pension Benefit Plans   

Other Postretirement
Employee 

Benefit Plans  
(In thousands)   2012   2011   2012   2011  
Service cost   $ 1,242   $ 3,863   $ 347   $ 351  
Interest cost    7,347    7,546    2,907    3,429  
Expected return on plan assets    (9,843)   (9,766)   —      —    
Amortization of prior service cost (credit)    317    596    (1,340)   (897) 
Amortization of actuarial loss    6,043    4,190    —      —    
Net periodic cost   $ 5,106   $ 6,429   $ 1,914   $2,883  

As discussed in the notes to our consolidated financial statements in our 2011 Form 10-K, our company-sponsored pension plans were underfunded by $89.1
million at December 31, 2011. The underfunded status as of December 31, 2011 increased by $33.7 million over the underfunded status as of December 31,
2010, primarily due to lower discount rates and low returns on pension asset investments. As a result of being underfunded, we are required to make
contributions to our qualified pension plans. During the six months ended June 30, 2012, we contributed $15.5 million to these pension plans. In July 2012,
we contributed an additional $2.1 million. Our remaining required contributions to our qualified pension plans in 2012 are currently expected to be
approximately $3.0 million (plus interest).

During the six months ended June 30, 2012, we made approximately $0.1 million of contributions to our non-qualified pension plan, and we estimate
contributions will total $0.2 million in 2012. We do not anticipate funding our OPEB plans in 2012 except to pay benefit costs as incurred during the year by
plan participants.
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NOTE 10 Earnings per Common Share
Earnings per common share is computed by dividing net earnings by the weighted average number of common shares outstanding in accordance with
accounting guidance related to earnings per share. The following table reconciles the number of common shares used in calculating the basic and diluted net
earnings per share:
 
   Three Months Ended June 30,    Six Months Ended June 30,  
   2012    2011    2012    2011  
Basic average common shares outstanding    23,459,784     23,038,436     23,325,406     23,032,482  
Incremental shares due to:         

Restricted stock units    40,522     263,624     37,802     263,002  
Performance shares    196,938     406,504     184,608     414,476  

Diluted average common shares outstanding    23,697,244     23,708,564     23,547,816     23,709,960  
Basic net earnings per common share   $ 0.92    $ 0.60    $ 1.08    $ 0.85  
Diluted net earnings per common share    0.91     0.59     1.07     0.82  
Anti-dilutive shares excluded from calculation    199,859     110,864     203,159     133,806  
 
 Basic average common shares outstanding include restricted stock awards that are fully vested, but are deferred for future issuance. See Note 11

“Equity-Based Compensation” for further discussion.

NOTE 11 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 June 30,    Six Months Ended June 30,  
(Dollars in thousands)   2012    2011    2012    2011  
Restricted stock units   $ 240    $ 322    $ 396    $ 565  
Performance shares    1,984     1,361     3,331     2,235  
Total employee equity-based compensation   $ 2,224    $ 1,683    $ 3,727    $ 2,800  

As provided for in the Clearwater Paper Corporation 2008 Stock Incentive Plan, the performance measure used to determine the number of performance shares
ultimately issued is a comparison of the percentile ranking of our total stockholder return compared to the total stockholder return performance of a selected
peer group. The number of shares actually issued, as a percentage of the amount subject to the performance share award, could range from 0%-200%.

On December 31, 2011, the service and performance period for 499,680 outstanding performance shares granted in 2009 ended. Those performance shares
were settled and distributed in the first quarter of 2012. The number of shares actually settled, as a percentage of the outstanding amount, was 200%. An
additional 257,112 shares of restricted stock units vested in the first quarter of 2012, of which 90,856 shares were settled and distributed during the period
and 166,256 shares were deferred for future issuance. After adjusting for the related minimum tax withholdings, and excluding the deferred restricted stock
units, a net 724,040 shares were issued in the first quarter of 2012. The related minimum tax withholdings payment made in the first quarter of 2012 relating
to issued shares was $13.0 million. Subsequent to the first quarter of 2012, no performance shares or restricted stock units have vested, and no related
minimum tax withholding payments have been made.
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The following table summarizes the number of share-based awards granted under our 2008 Stock Incentive Plan during the six months ended June 30, 2012
and the grant-date fair value of the awards:
 
   Six Months Ended June 30, 2012  

   
Number of

awards    
Average fair value of

award per share  
Restricted stock units    52,294    $ 34.59  
Performance shares    150,865     40.24  

DIRECTOR AWARDS

We recorded director equity-based compensation expense of $0.3 million for the three months ended June 30, 2012, compared to $0.7 million of income for
the three months ended June 30, 2011. For the six month period ended June 30, 2012, we recorded director equity-based compensation income totaling $0.1
million, compared to $0.2 million of compensation expense for the comparable period ended June 30, 2011. The income recorded in the second quarter 2011
and six month 2012 periods were both the result of lower stock prices at the end of the respective periods compared to the beginning of the periods.

NOTE 12 Fair Value Measurements
The estimated fair values of our financial instruments at the dates presented below are as follows:
 
   June 30, 2012    December 31, 2011  
   Carrying    Fair    Carrying    Fair  
(In thousands)   Amount    Value    Amount    Value  
Cash, restricted cash, and short-term investments (Level 1)   $ 37,985    $ 37,985    $ 64,209    $ 64,209  
Long-term debt (Level 1)    523,810     564,000     523,694     556,313  

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, followed by quoted prices of similar assets or observable market data, or “Level 2” 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 13 Segment Information
The table below presents information about our reportable segments:
 
   Three Months Ended June 30,   Six Months Ended June 30,  
(In thousands)   2012   2011   2012   2011  
Segment net sales:      

Consumer Products   $ 283,122   $ 269,118   $ 560,952   $ 538,370  
Pulp and Paperboard    190,450    225,509    370,418    422,087  

Total segment net sales   $ 473,572   $ 494,627   $ 931,370   $ 960,457  
Operating income:      

Consumer Products   $ 25,696   $ 6,868   $ 51,967   $ 20,683  
Pulp and Paperboard    32,001    34,456    43,659    50,104  

   57,697    41,324    95,626    70,787  
Corporate and eliminations    (13,200)   (7,531)   (25,481)   (13,448) 
Income from operations   $ 44,497   $ 33,793   $ 70,145   $ 57,339  
Depreciation and amortization:      

Consumer Products   $ 13,252   $ 12,234   $ 26,417   $ 24,195  
Pulp and Paperboard    6,011    6,521    12,022    13,110  
Corporate    467    115    839    234  

Total depreciation and amortization   $ 19,730   $ 18,870   $ 39,278   $ 37,539  
 
 Results for Pulp and Paperboard for the six months ended June 30, 2012 include income and expenses associated with the November 2011 sale of the

Lewiston, Idaho sawmill, the effects of which were immaterial in the aggregate.
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NOTE 14 Supplemental Guarantor Financial Information
On October 22, 2010 we issued the 2010 Notes. Certain of our 100% owned, domestic subsidiaries guarantee the 2010 Notes on a joint and several basis. The
2010 Notes are not guaranteed by Interlake Acquisition Corporation Limited or Cellu Tissue CityForest, LLC. 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.

Clearwater Paper Corporation
Condensed Consolidating Statement of Operations and Comprehensive Income (Loss)
Three Months Ended June 30, 2012
 

      Guarantor   
Non-

Guarantor        
(In thousands)   Issuer   Subsidiaries   Subsidiaries  Eliminations  Total  
Net sales   $ 344,102   $ 116,627   $ 12,843   $ —     $ 473,572  
Cost and expenses:       

Cost of sales    (278,866)   (108,121)   (11,559)   —      (398,546) 
Selling, general and administrative expenses    (28,898)   (1,412)   (219)   —      (30,529) 

Total operating costs and expenses    (307,764)   (109,533)   (11,778)   —      (429,075) 
Income from operations    36,338    7,094    1,065    —      44,497  
Interest expense, net    (9,147)   —      —      —      (9,147) 
Earnings before income taxes    27,191    7,094    1,065    —      35,350  
Income tax provision    (7,266)   (2,303)   (1,384)   (2,908)   (13,861) 
Equity in income (loss) of subsidiary    4,472    (319)   —      (4,153)   —    
Net earnings (loss)   $ 24,397   $ 4,472   $ (319)  $ (7,061)  $ 21,489  
Other comprehensive income, net of tax    1,240    —      —      —      1,240  
Comprehensive income (loss)   $ 25,637   $ 4,472   $ (319)  $ (7,061)  $ 22,729  

Clearwater Paper Corporation
Condensed Consolidating Statement of Operations and Comprehensive Income (Loss)
Six Months Ended June 30, 2012
 

      Guarantor   
Non-

Guarantor        
(In thousands)   Issuer   Subsidiaries   Subsidiaries  Eliminations  Total  
Net sales   $ 681,653   $ 223,595   $ 26,122   $ —     $ 931,370  
Cost and expenses:       

Cost of sales    (571,809)   (206,599)   (23,214)   —      (801,622) 
Selling, general and administrative expenses    (56,340)   (2,825)   (438)   —      (59,603) 

Total operating costs and expenses    (628,149)   (209,424)   (23,652)   —      (861,225) 
Income from operations    53,504    14,171    2,470    —      70,145  
Interest expense, net    (18,875)   —      —      —      (18,875) 
Earnings before income taxes    34,629    14,171    2,470    —      51,270  
Income tax provision    (16,638)   (3,502)   (2,022)   (3,893)   (26,055) 
Equity in income (loss) of subsidiary    11,117    448    —      (11,565)   —    
Net earnings (loss)   $ 29,108   $ 11,117   $ 448   $ (15,458)  $ 25,215  
Other comprehensive income, net of tax    3,042    —      —      —      3,042  
Comprehensive income (loss)   $ 32,150   $ 11,117   $ 448   $ (15,458)  $ 28,257  
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Clearwater Paper Corporation
Condensed Consolidating Statement of Operations and Comprehensive Income (Loss)
Three Months Ended June 30, 2011
 

      Guarantor   
Non-

Guarantor        
(In thousands)   Issuer   Subsidiaries   Subsidiaries  Eliminations  Total  
Net sales   $ 358,828   $ 118,939   $ 16,860   $ —     $ 494,627  
Cost and expenses:       

Cost of sales    (304,711)   (113,307)   (15,340)   —      (433,358) 
Selling, general and administrative expenses    (21,515)   (5,086)   (875)   —      (27,476) 

Total operating costs and expenses    (326,226)   (118,393)   (16,215)   —      (460,834) 
Income from operations    32,602    546    645    —      33,793  
Interest expense, net    (10,810)   (33)   (149)   —      (10,992) 
Other, net    —      —      (229)   —      (229) 
Earnings before income taxes    21,792    513    267    —      22,572  
Income tax (provision) benefit    (8,668)   520    (501)   —      (8,649) 
Equity in income (loss) of subsidiary    799    (234)   —      (565)   —    
Net earnings (loss)   $ 13,923   $ 799   $ (234)  $ (565)  $ 13,923  
Other comprehensive income, net of tax    957    —      —      —      957  
Comprehensive income (loss)   $ 14,880   $ 799   $ (234)  $ (565)  $ 14,880  

Clearwater Paper Corporation
Condensed Consolidating Statement of Operations and Comprehensive Income (Loss)
Six Months Ended June 30, 2011
 

      Guarantor   
Non-

Guarantor         
(In thousands)   Issuer   Subsidiaries   Subsidiaries  Eliminations   Total  
Net sales   $ 701,310   $ 225,035   $ 34,112   $ —      $ 960,457  
Cost and expenses:        

Cost of sales    (601,844)   (215,198)   (31,236)   —       (848,278) 
Selling, general and administrative expenses    (42,552)   (10,526)   (1,762)   —       (54,840) 

Total operating costs and expenses    (644,396)   (225,724)   (32,998)   —       (903,118) 
Income (loss) from operations    56,914    (689)   1,114    —       57,339  
Interest expense, net    (21,878)   (66)   (381)   —       (22,325) 
Other, net    —      —      (705)   —       (705) 
Earnings (loss) before income taxes    35,036    (755)   28    —       34,309  
Income tax provision    (13,020)   (647)   (1,115)   —       (14,782) 
Equity in (loss) income of subsidiary    (2,489)   (1,087)   —      3,576     —    
Net earnings (loss)   $ 19,527   $ (2,489)  $ (1,087)  $ 3,576    $ 19,527  
Other comprehensive income, net of tax    3,546    —      —      —       3,546  
Comprehensive income (loss)   $ 23,073   $ (2,489)  $ (1,087)  $ 3,576    $ 23,073  
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Clearwater Paper Corporation
Condensed Consolidating Balance Sheet
At June 30, 2012
 

(In thousands)   Issuer   
Guarantor

Subsidiaries   

Non-
Guarantor

Subsidiaries  Eliminations  Total  
ASSETS       
Current assets:       

Cash   $ 8,913   $ 406   $ 7,896   $ —     $ 17,215  
Restricted cash    770    —      —      —      770  
Short-term investments    20,000    —      —      —      20,000  
Receivables, net    122,945    42,836    8,467    (2,854)   171,394  
Taxes receivable    16,812    (4,527)   (1,314)   2,842    13,813  
Inventories    171,785    59,564    6,274    —      237,623  
Deferred tax assets    13,620    3,975    169    8,114    25,878  
Prepaid expenses    7,228    978    240    —      8,446  

Total current assets    362,073    103,232    21,732    8,102    495,139  
Property, plant and equipment, net    544,603    209,061    48,154    —      801,818  
Goodwill    229,533    —      —      —      229,533  
Intangible assets, net    —      40,047    6,438    —      46,485  
Intercompany receivable (payable)    65,853    (101,063)   38,052    (2,842)   —    
Investment in subsidiary    260,707    90,166    —      (350,873)   —    
Other assets, net    9,724    364    —      —      10,088  
TOTAL ASSETS   $1,472,493   $ 341,807   $ 114,376   $(345,613)  $1,583,063  
LIABILITIES AND STOCKHOLDERS’ EQUITY       
Current liabilities:       

Accounts payable and accrued liabilities   $ 117,176   $ 30,141   $ 7,534   $ (2,854)  $ 151,997  
Current liability for pensions and other postretirement employee

benefits    9,861    —      —      —      9,861  
Total current liabilities    127,037    30,141    7,534    (2,854)   161,858  
Long-term debt    523,810    —      —      —      523,810  
Liability for pensions and other postretirement employee benefits    199,196    —      —      —      199,196  
Other long-term obligations    47,020    415    —      —      47,435  
Accrued taxes    77,622    59    309    —      77,990  
Deferred tax liabilities (assets)    (4,438)   50,485    16,367    8,114    70,528  
Accumulated other comprehensive loss, net of tax    (112,223)   —      —      —      (112,223) 
Stockholders’ equity excluding accumulated other comprehensive loss    614,469    260,707    90,166    (350,873)   614,469  
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $1,472,493   $ 341,807   $ 114,376   $(345,613)  $1,583,063  
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Clearwater Paper Corporation
Condensed Consolidating Balance Sheet
At December 31, 2011
 

(In thousands)   Issuer   
Guarantor

Subsidiaries   

Non-
Guarantor

Subsidiaries   Eliminations  Total  
ASSETS        
Current assets:        

Cash   $ 2,146   $ 901   $ 5,392    $ —     $ 8,439  
Restricted cash    769    —      —       —      769  
Short-term investments    55,001    —      —       —      55,001  
Receivables, net    100,600    66,580    9,009     —      176,189  
Taxes receivable    8,957    709    334     —      10,000  
Inventories    175,446    62,234    6,391     —      244,071  
Deferred tax assets    27,801    2,950    194     8,521    39,466  
Prepaid expenses    9,756    1,437    203     —      11,396  

Total current assets    380,476    134,811    21,523     8,521    545,331  
Property, plant and equipment, net    468,372    217,235    49,959     —      735,566  
Goodwill    229,533    —      —       —      229,533  
Intangible assets, net    —      42,873    6,875     —      49,748  
Intercompany receivable (payable)    120,061    (155,395)   35,334     —      —    
Investment in subsidiary    249,142    89,718    —       (338,860)   —    
Other assets, net    10,815    325    —       —      11,140  
TOTAL ASSETS   $1,458,399   $ 329,567   $ 113,691    $(330,339)  $1,571,318  
LIABILITIES AND STOCKHOLDERS’ EQUITY        
Current liabilities:        

Accounts payable and accrued liabilities   $ 109,549   $ 28,838   $ 6,244    $ —     $ 144,631  
Current liability for pensions and other postretirement employee

benefits    9,861    —      —       —      9,861  
Total current liabilities    119,410    28,838    6,244     —      154,492  
Long-term debt    523,694    —      —       —      523,694  
Liability for pensions and other postretirement employee benefits    215,932    —      —       —      215,932  
Other long-term obligations    48,009    465    —       —      48,474  
Accrued taxes    73,594    —      870     —      74,464  
Deferred tax liabilities (assets)    (7,144)   51,122    16,859     8,521    69,358  
Accumulated other comprehensive loss, net of tax    (115,265)   —      —       —      (115,265) 
Stockholders’ equity excluding accumulated other comprehensive loss    600,169    249,142    89,718     (338,860)   600,169  
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $1,458,399   $ 329,567   $ 113,691    $(330,339)  $1,571,318  
 

18



Table of Contents

Clearwater Paper Corporation
Condensed Consolidating Statement of Cash Flows
Six Months Ended June 30, 2012
 

(In thousands)   Issuer   
Guarantor

Subsidiaries  

Non-
Guarantor

Subsidiaries  Eliminations  Total  
CASH FLOWS FROM OPERATING ACTIVITIES       
Net earnings   $ 29,108   $ 11,117   $ 448   $ (15,458)  $ 25,215  
Adjustments to reconcile net earnings to net cash provided by (used in)

operating activities:       
Depreciation and amortization    23,824    12,687    2,767    —      39,278  
Deferred tax expense (benefit)    14,909    (1,662)   (467)   —      12,780  
Equity-based compensation expense    3,631    —      —      —      3,631  
Employee benefit plans    4,040    —      —      —      4,040  

Changes in working capital, net    (6,819)   27,732    1,708    —      22,621  
Change in taxes receivable, net    (7,855)   5,236    1,648    (2,842)   (3,813) 
Excess tax benefits from equity-based payment arrangements    (5,793)   —      —      —      (5,793) 
Change in non-current accrued taxes    4,028    59    (561)   —      3,526  
Funding of qualified pension plans    (15,525)   —      —      —      (15,525) 
Other, net    1,471    869    —      —      2,340  
Net cash provided by (used in) operating activities    45,019    56,038    5,543    (18,300)   88,300  
CASH FLOWS FROM INVESTING ACTIVITIES       
Change in short-term investments, net    35,001    —      —      —      35,001  
Additions to plant and equipment    (95,118)   (5,480)   (321)   —      (100,919) 
Proceeds from the sale of assets    —      1,035    —      —      1,035  
Net cash used for investing activities    (60,117)   (4,445)   (321)   —      (64,883) 
CASH FLOWS FROM FINANCING ACTIVITIES       
Purchase of treasury stock    (7,469)   —      —      —      (7,469) 
Investment from (to) parent    36,506    (52,088)   (2,718)   18,300    —    
Excess tax benefits from equity-based payment arrangements    5,793    —      —      —      5,793  
Payment of tax withholdings on equity-based payment arrangements    (12,965)   —      —      —      (12,965) 
Net cash provided by (used for) financing activities    21,865    (52,088)   (2,718)   18,300    (14,641) 
Increase (decrease) in cash    6,767    (495)   2,504    —      8,776  
Cash at beginning of period    2,146    901    5,392    —      8,439  
Cash at end of period   $ 8,913   $ 406   $ 7,896   $ —     $ 17,215  
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Clearwater Paper Corporation
Condensed Consolidating Statement of Cash Flows
Six Months Ended June 30, 2011
 

      Guarantor   
Non-

Guarantor        
(In thousands)   Issuer   Subsidiaries  Subsidiaries  Eliminations  Total  
CASH FLOWS FROM OPERATING ACTIVITIES       
Net earnings (loss)   $ 19,527   $ (2,489)  $ (1,087)  $ 3,576   $ 19,527  
Adjustments to reconcile net earnings to net cash provided by (used in)

operating activities:       
Depreciation and amortization    22,187    12,680    2,672    —      37,539  
Deferred tax expense (benefit)    9,004    3,583    (1,934)   —      10,653  
Equity-based compensation expense    2,988    12    —      —      3,000  
Employee benefit plans    4,170    —      —      —      4,170  

Changes in working capital, net    (886)   (21,740)   (4,206)   —      (26,832) 
Change in taxes receivable, net    1,136    (3,881)   942    —      (1,803) 
Change in non-current accrued taxes    1,362    —      —      —      1,362  
Funding of qualified pension plans    (8,500)   —      —      —      (8,500) 
Other, net    823    5,121    (168)   —      5,776  
Net cash provided by (used in) operating activities    51,811    (6,714)   (3,781)   3,576    44,892  
CASH FLOWS FROM INVESTING ACTIVITIES       
Change in short-term investments, net    34,095    —      —      —      34,095  
Additions to plant and equipment    (53,846)   (9,856)   (597)   —      (64,299) 
Net cash used for investing activities    (19,751)   (9,856)   (597)   —      (30,204) 
CASH FLOWS FROM FINANCING ACTIVITIES       
Repayment of Cellu Tissue debt    —      —      (380)   —      (380) 
Investment (to) from Parent    (30,712)   15,755    18,533    (3,576)   —    
Payment of tax withholdings on equity-based payment arrangements    (1,498)   —      —      —      (1,498) 
Other, net    2,783    —      —      —      2,783  
Net cash (used for) provided by financing activities    (29,427)   15,755    18,153    (3,576)   905  
Effect of exchange rate changes    —      —      (45)   —      (45) 
Increase (decrease) in cash    2,633    (815)   13,730    —      15,548  
Cash at beginning of period    15,719    1,728    1,481    —      18,928  
Cash at end of period   $ 18,352   $ 913   $ 15,211   $ —     $ 34,476  
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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 our construction of additional converting and paper making capacity and the cost
and timing to complete new facilities, including our facilities in Shelby, North Carolina, the cost and timing to upgrade existing paper making facilities,
including those in Las Vegas, Nevada, the integration of and expected benefits from the former Cellu Tissue operations, including expected cost savings from
synergies, 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, 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 2011 Form 10-K, as well as the following:
 

 •  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 or upgrade of, our new and existing tissue manufacturing and converting
facilities, including the completion of our new through-air-dried, or TAD, paper machine;

 

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

 •  changes in transportation costs and disruptions in transportation services;
 

 •  changes in raw material and energy costs and availability;
 

 •  the loss of business from any large customer;
 

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

 •  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;

 

 •  labor disruptions;
 

 •  changes in the U.S. and international economies and in general economic conditions in the regions and industries in which we operate;
 

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

 •  cyclical industry conditions;
 

 •  competitive pricing pressures for our products, including as a result of increased capacity as additional manufacturing sites for consumer tissue
products are constructed by our competitors;

 

 •  changes in exchange rates between the U.S. dollar and other currencies;
 

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

 •  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;

 

 •  an inability to fund our debt obligations;
 

 •  restrictions on our business from debt covenants and terms; and
 

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

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.
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OVERVIEW
Background
We are 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, and pulp 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 merchant 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. Our products primarily utilize pulp made from wood fiber. Other major cost categories
include chemicals, transportation, energy, packaging, and costs associated with our manufacturing facilities.

Recent Developments
Consumer Products Expansion
In 2010, as part of our TAD tissue expansion project, or TAD project, we began construction of new tissue manufacturing and converting facilities in Shelby,
North Carolina to expand our Consumer Products segment in the Eastern United States. This site will include a TAD paper machine capable of producing
ultra grades of private label tissue products and is currently expected to have five converting lines and two print lines. The first two converting lines became
operational during the second quarter of 2011. Two additional converting lines are expected to become operational late in the second half of 2012 and the
fifth line in 2013. The new TAD paper machine is scheduled to start-up in the fourth quarter of 2012. Also as part of our TAD project, we are currently
improving our TAD tissue manufacturing capabilities in Las Vegas, which we expect to be completed in the third quarter of 2012.

The TAD project will allow us to supply a full range of TAD products, including paper towels and bath tissue, to customers across the U.S., while minimizing
transportation costs. We believe this project, along with our existing manufacturing capabilities, will establish us as the only private label tissue products
company to offer a full line of products to our customers.

We estimate the TAD project will cost approximately $275 million, excluding capitalized interest. As of June 30, 2012, we have incurred a total of $191.9
million in TAD project costs, of which $43.0 million and $82.6 million were incurred in the three and six months ended June 30, 2012, respectively. We
expect approximately $70 million will be spent during the second half of 2012, with the remaining approximately $15 million to be spent in 2013. We have
capitalized $9.1 million of interest related to the TAD project to date, of which $2.8 million and $4.9 million were incurred in the three and six months ended
June 30, 2012, respectively, and we estimate total capitalized interest for the project will be approximately $19 million.

In August 2011, First Quality Tissue SE, LLC, or First Quality, filed a lawsuit against Metso Paper, the company we contracted with to supply the TAD paper
machine to our Shelby facility, seeking to enjoin Metso Paper from delivering the TAD paper machine based on First Quality’s agreement with Metso Paper.
On June 20, 2012, the United States District Court for the District of South Carolina ruled in favor of Clearwater Paper and Metso Paper and denied First
Quality’s claim to enjoin Metso Paper from delivering the TAD paper machine to us. See Item 1 of Part II of this Report for a description of this legal
proceeding.

Integration of Cellu Tissue Holdings, Inc.
On December 27, 2010, we acquired Cellu Tissue, which owned nine tissue manufacturing facilities located in the Southern, Midwestern and Eastern United
States and one facility in Eastern Canada. These 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. We recognized $6.7 million of cost savings from
synergies relating to the acquisition in the second quarter of 2012, and $12.0 million for the first half of 2012. We expect to achieve total net cost savings
from synergies of approximately $28 million in 2012, and by the end of 2012 to be on track to achieve $35 to $40 million annually in cost savings from
synergies in 2013.
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Components and Trends in our Business
Net sales
Net sales consist of sales of consumer tissue and paperboard products, as well as pulp, 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 are largely determined by general global market conditions and
the demand for high quality paperboard.

Operating costs
 
    Three Months Ended June 30,  
(Dollars in thousands)   2012   2011  

    Cost    
Percentage of
Cost of Sales  Cost    

Percentage of
Cost of Sales 

Purchased pulp   $ 60,660     15.2%  $ 71,487     16.5% 
Chemicals    46,994     11.8    44,321     10.2  
Chips, sawdust and logs    43,572     11.0    59,505     13.8  
Transportation    41,813     10.5    48,154     11.1  
Energy    26,348     6.6    31,793     7.3  
Maintenance and repairs    21,960     5.5    22,309     5.1  
Packaging supplies    21,180     5.3    23,915     5.6  

  $262,527     65.9%  $301,484     69.6% 
 
 Includes internal and external transportation costs.

Excluding related labor costs.

Operating costs
 
   Six Months Ended June 30,  
(Dollars in thousands)   2012   2011  

   Cost    
Percentage of
Cost of Sales  Cost    

Percentage of
Cost of Sales 

Purchased pulp   $122,396     15.2%  $149,421     17.6% 
Chemicals    92,864     11.6    82,885     9.8  
Chips, sawdust and logs    83,920     10.5    102,871     12.2  
Transportation    83,511     10.4    92,252     10.9  
Maintenance and repairs    57,109     7.1    51,207     6.0  
Energy    53,355     6.7    65,461     7.7  
Packaging supplies    43,337     5.4    46,913     5.5  

  $536,492     66.9%  $591,010     69.7% 
 
 Includes internal and external transportation costs.

Excluding related labor costs.

Purchased pulp. We purchase a significant amount of the pulp needed to supply our consumer products, and to a lesser extent our pulp and paperboard,
manufacturing facilities from external suppliers. For both the three and six months ended June 30, 2012, total purchased pulp costs were 15.2% of our cost of
sales, representing decreases of 1.3 percentage points and 2.4 percentage points, respectively, compared to the same periods in 2011. Our costs for purchased
pulp, which escalated in 2011, continue to decrease due to lower average external pulp prices and a continued focus on internally sourced pulp.

Chemicals. We consume a significant amount of chemicals in the production of pulp and paperboard. The chemicals we generally use include polyethylene,
caustic, starch, sodium chlorate, latex and specialty paper process chemicals. A large portion of the chemicals used in our manufacturing processes,
particularly in the pulp-making process, are petroleum-based and are impacted by petroleum prices. Our chemical costs increased $2.7 million, or 1.6
percentage points, for the three months ended June 30, 2012, compared to the three months ended June 30, 2011. Chemical costs for the six months ended
June 30, 2012, increased $10.0 million, or 1.8 percentage points, over the 2011 comparable period. Costs increased during both the three and six month
periods primarily as a result of higher caustic and sodium chlorate prices, as well as increased volumes at our Arkansas facility.
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Chips, sawdust and logs. We purchase chips, sawdust and logs used to manufacture pulp. We source these residual wood fibers under both long-term and
short-term supply agreements, as well as in the spot market. Overall costs for chips, sawdust and logs for the three and six months ended June 30, 2012,
decreased compared to the same 2011 periods, both in dollars and as a percentage of cost of sales, primarily due to the sale of our Lewiston, Idaho sawmill in
November 2011. Excluding the effects of our former sawmill, the cost of chips, sawdust and logs increased compared to the prior year periods primarily due to
supply limitations at our Arkansas pulp and paperboard mill caused by wet weather conditions.

Transportation. Fuel prices significantly impact transportation costs related to delivery of raw materials to our manufacturing facilities, internal inventory
transfers and delivery of our finished products to customers. Changing fuel prices particularly affect our margins for consumer products because we supply
customers throughout the U.S., and we transport unconverted parent rolls from our tissue mills to our tissue converting facilities. Our transportation costs for
the three and six months ended June 30, 2012, compared to the prior year periods, decreased as less fuel was used due to an overall decline in miles shipped
as a result of synergies from the Cellu Tissue acquisition. In addition, the sale of our Lewiston, Idaho sawmill in November 2011 resulted in lower overall
transportation costs for the second quarter and first half of 2012 compared to the same periods of 2011.

Energy. We use energy in the form of electricity, hog fuel, steam, natural gas and, to a much lesser extent, coal to operate our mills. 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. As of June 30, 2012, these contracts covered approximately 29% of our expected average monthly natural gas requirements for
our manufacturing facilities for the remainder of 2012, plus lesser amounts for 2013. Energy costs for the three and six months ended June 30, 2012 were
lower than the prior year period due to lower natural gas and electricity costs. 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 repairs in our Pulp and Paperboard segment also require maintenance shutdowns annually at our Idaho facility and
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 the first quarter of 2012, we had 17 combined days of scheduled machine downtime for the two paperboard machines at our Idaho pulp
and paperboard mill and incurred approximately $15.5 million in major maintenance costs, excluding labor, compared to major maintenance costs of $11.4
million at the same mill in the first quarter of 2011. There was no major maintenance in the second quarters of 2012 and 2011. We expect to incur an
additional $4.3 million of costs for planned major maintenance at our Arkansas facility during the fourth quarter of 2012.

In addition to ongoing maintenance and repair costs, we make capital expenditures to increase our operating capacity and efficiency, to improve our safety
and to comply with environmental laws. Excluding $43.0 million and $82.6 million, respectively, of expenditures for our TAD project during the three and
six months ended June 30, 2012, we spent $10.0 million and $20.6 million, respectively, on capital expenditures during the three and six months ended
June 30, 2012, compared to $12.0 million and $24.1 million in the same periods in 2011. Capital expenditures for 2012 are expected to be between
approximately $195 million and $200 million, which include an estimated $145 million to $150 million associated with our TAD project.

Packaging supplies. As a significant producer of private label consumer tissue products, we package to order for retail chains, wholesalers and cooperative
buying organizations. Under these agreements, we incur expenses related to the unique packaging of our products for direct retail sale to consumers. For the
three and six months ended June 30, 2012, packaging costs were lower than the same period in 2011 primarily due to procurement synergies resulting from
the Cellu Tissue acquisition.

Other. Other costs not mentioned in the above table primarily consist of wage and benefit expenses and miscellaneous operating costs. Although period cut-
offs and inventory levels can impact other cost of sales amounts, we would expect this amount to be relatively steady as a percentage of costs on a period-to-
period basis.
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Selling, general and administrative expenses
Selling, general and administrative expenses primarily consist of compensation and associated expenses for sales and administrative personnel, as well as
commission expenses related to sales of our products. Our second quarter selling, general and administrative expenses were $30.5 million in 2012 compared
to $27.5 million in 2011. The increase was primarily a result of higher incentive compensation expense, legal expense of approximately $1.0 million related
to the First Quality/Metso Paper litigation and additional expense associated with the integration of Cellu Tissue information systems.

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, and 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. Interest expense also includes amortization of deferred finance costs associated with the 2009 Notes, 2010 Notes, and our
revolving credit facility. Interest expense before reductions for capitalized interest in 2012 is expected to decrease slightly compared to 2011 as a result of
the 2011 third quarter redemption of our industrial revenue bonds. Interest expense will also be partially offset by our continued capitalization of interest for
our TAD project, which we estimate will be $13.9 million in 2012 and $19.0 million over the construction phase of the project.

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, but it could fluctuate due to changes in tax law.

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 an alternative fuel mixture to produce energy at our pulp mills. The amount of the refundable
tax credit is 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.

In the first quarter of 2012 Congress identified the elimination or modification of the CBPC in connection with black liquor as a possible revenue source.
Such proposed legislative action, if enacted, could limit or eliminate our ability to convert AFMTC gallons to CBPC gallons and/or CBPC gallons to
AFMTC gallons and, accordingly, limit or eliminate our ability to claim carry forward credits. Although provisions relating to CBPC and AFMTC were
removed from the proposed Highway Investment, Job Creation and Economic Growth Act of 2012, the ultimate outcome of these provisions or future
provisions could be adverse. As a result, we made the determination to convert all gallons relating to CBPC carryforwards back to AFMTC and as of June 30,
2012 we have no remaining CBPC carryforwards. As a result of this determination, we recorded net discrete expense of $5.5 million in the three months
ended March 31, 2012 comprised of $2.5 million relating to the conversion back to the AFMTC and a resulting additional $3.0 million increase in our
liabilities for uncertain tax positions. Although under current federal tax law we have the ability to convert gallons of AFMTC to CBPC until 2013, we do
not currently intend to do so. See Note 5 “Income Taxes” for further discussion.

There is relatively little guidance regarding the AFMTC and the law governing the issue is complex. Accordingly, there remains uncertainty as to our
qualification to receive the tax credit in 2009, as well as to whether we will be entitled to retain the amounts we received upon further review by the IRS. In
addition, while it is our position that payments received or credits taken in relation to the AFMTC should not be subject to corporate income tax, there can be
no assurance as to whether or not the amounts we have received will be subject to taxation.
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RESULTS OF OPERATIONS
Three Months Ended June 30, 2012 Compared to Three Months Ended June 30, 2011
The following table sets forth data included in our Condensed Consolidated Statements of Operations as a percentage of net sales.
 
   Three Months Ended June 30,  
(Dollars in thousands)   2012   2011  
Net sales   $ 473,572    100.0%  $ 494,627    100.0% 
Costs and expenses:      

Cost of sales    (398,546)   84.2    (433,358)   87.6  
Selling, general and administrative expenses    (30,529)   6.4    (27,476)   5.6  

Total operating costs and expenses    (429,075)   90.6    (460,834)   93.2  
Income from operations    44,497    9.4    33,793    6.8  
Interest expense, net    (9,147)   1.9    (10,992)   2.2  
Other, net    —      —      (229)   0.0  
Earnings before income taxes    35,350    7.5    22,572    4.6  
Income tax provision    (13,861)   2.9    (8,649)   1.7  
Net earnings   $ 21,489    4.5   $ 13,923    2.8  

Net sales—Second quarter 2012 net sales decreased by $21.1 million, or 4.3%, compared to the second quarter of 2011, primarily due to the sale of our
Lewiston, Idaho sawmill in November 2011. In addition, decreased paperboard and pulp shipments, as well as lower pulp net selling prices, contributed to the
decrease in net sales. These unfavorable comparisons were partially offset by increased net selling prices and shipments in our Consumer Products segment.
These items are discussed further below under “Business Segment Discussion.”

Cost of sales—Cost of sales was 84.2% of net sales for the quarter ended June 30, 2012 and 87.6% of net sales for the same period in 2011. The favorable
comparison was due primarily to the lower costs for purchased pulp, chips, sawdust, logs, transportation and energy, partially offset by higher chemical costs
and a $1.0 million loss associated with the sale of legacy Cellu Tissue foam manufacturing assets.

Selling, general and administrative expenses—Selling, general and administrative expenses increased $3.1 million over the prior year period primarily due
to higher incentive compensation expense, legal expense of approximately $1.0 million related to the First Quality/Metso Paper litigation and additional
expense associated with the integration of Cellu Tissue information systems.

Interest expense—Interest expense decreased $1.8 million in the second quarter of 2012 compared to the same period in 2011. The decrease was attributable
to second quarter 2012 capitalized interest of $2.8 million associated with our TAD project, compared to $1.0 million of capitalized interest for the second
quarter of 2011. The increase in capitalized interest was due to a higher level of cumulative capital expenditures associated with the TAD project in the 2012
period.

Income tax expense—Our estimated annual effective tax rate for 2012 is 35.1%, compared with 35.2% for the comparable interim period in 2011. We
recorded income tax expense of $13.9 million in the three months ended June 30, 2012, compared to $8.6 million in the three months ended June 30, 2011.
The actual rate for the three months ended June 30, 2012 was 39.2%, compared to an actual rate of 38.3% for the same period of 2011. The higher actual rates
were primarily due to interest accrued on uncertain tax positions in each reporting period.
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Business Segment Discussion
Consumer Products
 

    
Three Months Ended

June 30,  
(Dollars in thousands)   2012   2011  
Net sales   $283,122   $269,118  
Operating income    25,696    6,868  

Percent of net sales    9.1%   2.6% 

Our Consumer Products segment reported a $14.0 million, or 5.2%, increase in net sales for the three months ended June 30, 2012, compared to the three
months ended June 30, 2011. The higher sales were due to a 3.3% increase in shipments resulting from a full quarter of production capacity at our converting
facility in North Carolina, compared to a minimal amount of production included in the second quarter of 2011. Furthermore, net sales were also up as a result
of a price increase implemented over the fourth quarter of 2011 and the first quarter of 2012.

Consumer Product’s operating income increased by $18.8 million versus the prior year quarter. The higher income for the segment was primarily attributable
to the increased net sales, as well as lower external pulp costs, partially offset by higher incentive compensation expense and the $1.0 million loss associated
with the sale of the legacy Cellu Tissue foam manufacturing assets.

Pulp and Paperboard
 

    
Three Months Ended

June 30,  
(Dollars in thousands)   2012   2011  
Net sales   $190,450   $225,509  
Operating income    32,001    34,456  

Percent of net sales    16.8%   15.3% 

Net sales for the Pulp and Paperboard segment were $35.1 million, or 15.5% lower in the three months ended June 30, 2012, compared to the three months
ended June 30, 2011. The decrease was primarily due to the sale of our Lewiston, Idaho sawmill in November 2011. In addition, sales of external pulp were
down $5.9 million compared to the second quarter of 2011 due to the increased internal usage of pulp we produce and a 30% decline in external pulp sales
prices. A 4.3% decline in paperboard volumes, compared to record shipments in the second quarter of 2011, also contributed to the lower overall net sales.

Operating income for the segment decreased $2.5 million in the three months ended June 30, 2012, compared to the three months ended June 30, 2011. The
lower operating income was primarily a result of the decrease in net sales, as discussed above, partially offset by lower pulp, energy and transportation costs,
as well as the benefits of the sale of our Lewiston, Idaho sawmill.
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Six Months Ended June 30, 2012 Compared to Six Months Ended June 30, 2011
The following table sets forth data included in our Condensed Consolidated Statements of Operations as a percentage of net sales.
 
   Six Months Ended June 30,  
(Dollars in thousands)   2012   2011  
Net sales   $ 931,370    100.0%  $ 960,457    100.0% 
Costs and expenses:      

Cost of sales    (801,622)   86.1    (848,278)   88.3  
Selling, general and administrative expenses    (59,603)   6.4    (54,840)   5.7  

Total operating costs and expenses    (861,225)   92.5    (903,118)   94.0  
Income from operations    70,145    7.5    57,339    6.0  
Interest expense, net    (18,875)   2.0    (22,325)   2.3  
Other, net    —      —      (705)   0.1  
Earnings before income taxes    51,270    5.5    34,309    3.6  
Income tax provision    (26,055)   2.8    (14,782)   1.5  
Net earnings   $ 25,215    2.7   $ 19,527    2.0  

Net sales—Net sales for the six months ended June 30, 2012, decreased by $29.1 million, or 3.0%, compared to the same period in 2011, due to the sale of
our Lewiston, Idaho sawmill in November 2011. Excluding net sales from the sawmill in the first half of 2011, overall net sales for the first half of 2012
increased due to higher net selling prices and shipments for tissue. These favorable comparisons were partially offset by lower external pulp shipments, due to
the increased internal usage of pulp we produce, as well as lower pulp and paperboard net selling prices, for the six months ended June 30, 2012 compared to
the same period for 2011. These items are discussed further below under “Business Segment Discussion.”

Cost of sales—Cost of sales was 86.1% of net sales for the six months ended June 30, 2012, and 88.3% of net sales for the same period in 2011. The favorable
change in cost of sales, as a percentage of net sales, was due primarily to lower costs for purchased pulp, chips, sawdust, logs, energy and transportation,
partially offset by higher chemical and maintenance costs and a $1.0 million loss on the sale of legacy Cellu Tissue foam manufacturing assets.

Selling, general and administrative expenses—Selling, general and administrative expenses increased 0.7 percentage points as a percentage of sales for the
six months ended June 30, 2012, compared to the same period in 2011. The increase over the prior year period was primarily a result of higher incentive
compensation expense, legal expense of $1.9 million related to the First Quality/Metso Paper litigation incurred in the first six months of 2012, and
additional expenses associated with the integration of Cellu Tissue information systems.

Interest expense—Interest expense decreased $3.5 million during the six months ended June 30, 2012, compared to the same period in 2011. The decrease
was largely attributable to capitalized interest of $4.9 million associated with our TAD project in the first half of 2012, compared to $1.5 million for the first
half of 2011. The increase in capitalized interest was due to a higher level of cumulative capital expenditures associated with the TAD project in the 2012
period.

Income tax expense—Our effective tax rates were 50.8% and 43.1% for the six months ended June 30, 2012 and 2011, respectively. The net increase to our
tax expense and effective tax rate in the six months ended June 30, 2012, was primarily the result of $5.5 million in tax expense related to our decision to
convert certain gallons of alternative fuel originally claimed in 2009 under the AFMTC, which had been converted by us in 2010 to the CBPC, back to
gallons under the AFMTC. The $5.5 million is comprised of $2.5 million relating to the conversion back to the AFMTC and a resulting additional $3.0
million increase in our liabilities for uncertain tax positions. The net increase to our tax expense and effective tax rate in the six months ended June 30, 2011,
was primarily the result of recording three main discrete items. The first was an increase in tax expense based on evaluating our state tax structure as Cellu
Tissue is integrated with our operations. The second discrete item was a decrease in tax expense associated with certain transaction costs relating to the Cellu
Tissue Acquisition that were determined to be deductible under the Internal Revenue Code. The final discrete item was an increase to tax expense related to
interest accrued on uncertain tax positions.
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Business Segment Discussion
Consumer Products
 

    
Six Months Ended

June 30,  
(Dollars in thousands)   2012   2011  
Net sales   $560,952   $538,370  
Operating income    51,967    20,683  

Percent of net sales    9.3%   3.8% 

Our Consumer Products segment reported a $22.6 million, or 4.2%, increase in net sales and a $31.3 million increase in operating income for the six months
ended June 30, 2012, compared to the six months ended June 30, 2011. The increase in net sales was due to higher net selling prices and increased shipments.
In addition to the increased net sales, operating income was also favorably affected by lower purchased pulp, energy and transportation costs, which were
partially offset by higher incentive compensation and commission expense, as well as the $1.0 million loss on the sale of the legacy Cellu Tissue foam
manufacturing assets.

Pulp and Paperboard
 

    
Six Months Ended

June 30,  
(Dollars in thousands)   2012   2011  
Net sales   $370,418   $422,087  
Operating income    43,659    50,104  

Percent of net sales    11.8%   11.9% 

Net sales for the Pulp and Paperboard segment were $51.7 million, or 12.2%, lower in the six months ended June 30, 2012 compared to the six months ended
June 30, 2011. The decrease was attributable to the sale of our Lewiston, Idaho sawmill in November 2011, decreased external pulp shipments due to
increased internal usage of pulp we produce, lower pulp net selling prices and slightly lower paperboard net selling prices.

Operating income decreased $6.4 million in the six months ended June 30, 2012 when compared to the same period in 2011. The decrease was primarily due
to higher chemical costs and higher planned major maintenance expense for the first half of 2012, compared to the first half of 2011. Lower energy costs
partially offset the unfavorable comparisons.

EARNINGS BEFORE INTEREST, TAX, DEPRECIATION AND AMORTIZATION (EBITDA) AND ADJUSTED 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 generally accepted accounting principles, or 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 a measure of our liquidity or profitability. In addition, our calculation 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.
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The following table provides our EBITDA and Adjusted EBITDA for the periods presented, as well as a reconciliation to net earnings.
 
   Three Months Ended    Six Months Ended  
   June 30,    June 30,  
(In thousands)   2012    2011    2012    2011  
Net earnings   $21,489    $13,923    $ 25,215    $19,527  

Interest expense, net    9,147     10,992     18,875     22,325  
Income tax provision    13,861     8,649     26,055     14,782  
Depreciation and amortization expense    19,730     18,870     39,278     37,539  

EBITDA   $64,227    $52,434    $109,423    $94,173  
Loss on sale of foam assets    1,014     —       1,014     —    
Expenses associated with Metso litigation    958     —       1,948     —    

Adjusted EBITDA   $66,199    $52,434    $112,385    $94,173  

LIQUIDITY AND CAPITAL RESOURCES
The following table presents information regarding our cash flows for the six months ended June 30, 2012 and 2011:
 
(In thousands)   2012   2011  
Net cash provided by operating activities   $ 88,300   $ 44,892  
Net cash used for investing activities    (64,883)   (30,204) 
Net cash (used for) provided by financing activities    (14,641)   905  

Cash Flows Summary
Net cash provided by operating activities for the six months ended June 30, 2012 nearly doubled compared to the same period in 2011. The increase in cash
provided by operating activities for the 2012 period was due primarily to cash generated from working capital, compared to cash used for working capital in
the first half of 2011, as well as higher earnings, after adjusting for noncash items. This was partially offset by a $7.0 million increase in contributions to our
qualified pension plans and an increase in tax receivables for the first six months of 2012 compared to the same period in 2011.

Cash flows used in investing activities increased $34.7 million during the six months ended June 30, 2012, compared to the same period in 2011. The
increase was largely due to increased capital spending for plant and equipment during the first six months of 2012, primarily associated with our TAD
project. Overall cash expenditures for capital spending during the period ended June 30, 2012, increased by $36.6 million over the same period in 2011.

Net cash used for financing activities was $14.6 million as of June 30, 2012, compared with $1.0 million of net cash provided by financing activities during
the same period in 2011. Cash used for financing activities in the first six months of 2012 consisted of a $13.0 million payment of minimum tax withholdings
associated with equity-based payment arrangements and $7.5 million in treasury stock purchases, partially offset by an excess tax benefit from equity-based
payments of $5.8 million recognized in the same period.

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 and our cash on hand and
available borrowing capacity under our revolving 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 capacity will be available to us
under our 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 choose 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 June 30, 2012, our short-term investments were not restricted and were largely invested in demand deposits.
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Debt Arrangements
Our debt service obligation, consisting of cash payments for interest related to our 2009 Notes and 2010 Notes, is estimated to be $42.6 million annually for
2012 and 2013.

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 June 30, 2012, there were no borrowings outstanding under the credit facility, but approximately $5.9 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 twelve months, which is recalculated on a quarterly basis. As of June 30, 2012, we would have been permitted to draw
approximately $119.1 million under the credit facility at LIBOR plus 1.75%.

CONTRACTUAL OBLIGATIONS
As of June 30, 2012, there have been no significant changes to the contractual obligations table as disclosed in our Annual Report on Form 10-K for the year
ended December 31, 2011.

OFF- BALANCE SHEET ARRANGEMENTS
We currently are not a party to off-balance sheet arrangements that would require disclosure under this section.

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 June 30, 2012, there have been 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, 2011.

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 secured revolving credit facility. As of June 30, 2012, there were no
borrowings outstanding under the credit 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 have, from time-to-time, partially mitigated through the use of firm
price contracts for a portion of our natural gas requirements for our manufacturing facilities. As of June 30, 2012, we had firm-price contracts for natural gas
covering approximately 29% of the expected average monthly requirements for the remainder of 2012, plus lesser amounts for 2013.

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 covering approximately 36% of our current expected
total annual pulp needs in 2012.

Foreign Currency Risk
We have minimal foreign currency exchange risk. Virtually all of our international sales 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 Interim Chief Financial Officer, or Interim 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 Interim CFO, has evaluated the effectiveness of the design
and operation of our disclosure controls and procedures as of the end of the second quarter of 2012. Based on that evaluation, the CEO and Interim CFO have
concluded that, as of June 30, 2012, 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
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
In 2010, we contracted with Metso Paper USA to construct the TAD paper machine for our North Carolina facilities. On August 2, 2011, First Quality Tissue
SE, LLC, or First Quality, filed a complaint against Metso Paper in the Court of Common Pleas of South Carolina, Anderson County alleging breach of
contract and requesting a permanent injunction. First Quality contended that Metso Paper’s sale of a TAD paper machine to Clearwater Paper violated the
restrictive covenant in First Quality’s agreement with Metso Paper. On September 13, 2011, Metso Paper removed the case to the United States District Court
for the District of South Carolina. We filed a motion to intervene in the litigation to protect our interests, which was granted by the court on November 29,
2011. On December 9, 2011, the court denied First Quality’s motion for a preliminary injunction. On June 20, 2012 following a six day trial before a federal
magistrate judge that began on May 7, 2012, and post-trial briefing, the court denied First Quality’s request for a permanent injunction and dismissed its
amended complaint with prejudice. The court entered judgment in favor of Clearwater Paper and Metso Paper on June 21, 2012. The period for an appeal as
of right by First Quality expired on July 23, 2012.

In addition to the matter discussed above, we may from time to time be involved in claims, proceedings and litigation arising from our business and property
ownership. We believe, based on currently available information, that the results of such proceedings, in the aggregate, will not have a material adverse effect
on our financial condition.
 
ITEM 1A. Risk Factors
Other than the favorable ruling in the lawsuit between First Quality and Metso Paper, as discussed above in Part II, Item 1, there are no material changes from
the risk factors previously disclosed in our Annual Report on Form 10-K for the year ended December 31, 2011. See Part I, Item 1A in our Annual Report on
Form 10-K for the year ended December 31, 2011, entitled “Risk Factors.”
 
ITEM 2. Unregistered Sales of Equity Securities and Uses of Proceeds
Issuer Purchases of Equity Securities
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 three months ended June 30,
2012, we repurchased 238,482 shares of our outstanding common stock at an average price of $31.30 per share under this share repurchase program. As of
June 30, 2012, approximately $11.2 million of the authorization remains.

The following table provides information about share repurchases that we made during the three months ended June 30, 2012 (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  

April 1, 2012 to April 30, 2012    118,048    $ 30.92     118,048    $ 14,998  
May 1, 2012 to May 31, 2012    92,455    $ 31.89     92,455    $ 12,206  
June 1, 2012 to June 30, 2012    27,979    $ 30.95     27,979    $ 11,181  

Total    238,482    $ 31.30     238,482    
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ITEM 6. Exhibits
The exhibit index is located on page 36 of this Form 10-Q.
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SIGNATURE
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: August 3, 2012  By  /s/ JOHNATHAN D. HUNTER
  Johnathan D. Hunter
  Vice President, Corporate Controller and
  Interim Chief Financial Officer
  (Duly Authorized Officer; Principal
  Financial and Accounting Officer)
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CLEARWATER PAPER CORPORATION
EXHIBIT INDEX
 
EXHIBIT
NUMBER  DESCRIPTION
10.10(vi)  Offer Letter, dated June 25, 2012, with John D. Hertz.

10.18
 

Clearwater Paper Corporation 2008 Stock Incentive Plan—Restricted Stock Unit Award,
dated July 3, 2012, with John D. Hertz.

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

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

101.INS**  XBRL Instance Document.

101.SCH**  XBRL Taxonomy Extension Schema.

101.CAL** XBRL Taxonomy Extension Calculation Linkbase.

101.DEF**  XBRL Taxonomy Extension Definition Linkbase.

101.LAB** XBRL Taxonomy Extension Label Linkbase.

101.PRE**  XBRL Taxonomy Extension Presentation Linkbase.
 
 Management contract or compensatory plan, contract or arrangement.

* In accordance with Item 601(b)(32)(ii) of Regulation S-K and SEC Release No. 34-47986, the certifications furnished in Exhibit 32 hereto are deemed
to accompany this Form 10-Q and will not be deemed “filed” for purposes of Section 18 of the Exchange Act. Such certifications will not be deemed to
be incorporated by reference into any filing under the Securities Act or the Exchange Act.

** In accordance with Rule 406T of Regulation S-T, the information furnished in these exhibits will not be deemed “filed” for purposes of Section 18 of
the Exchange Act. Such exhibits will not be deemed to be incorporated by reference into any filing under the Securities Act or Exchange Act.
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Exhibit 10.10(vi)

June 25, 2012

Mr. John D. Hertz
 
 

Dear John,
I am very pleased to offer you the position of Senior Vice President, Chief Financial Officer of Clearwater Paper Corporation. Your new position will be based
in Spokane, Washington. Your anticipated starting date for the position will be upon a mutual acceptable date.

The base salary for this position is $400,000 per year, and paid semi-monthly. The position’s salary grade is 59, with an annual target bonus opportunity
(AIP) of 65% of your base salary earnings for each plan (calendar) year, based on the portion of the year you are in this position.

The Compensation Committee of the Board of Directors has approved an award of 20,000 service based restricted stock units (RSUs). The RSUs will vest in
four equal installments on the first four anniversaries of the date of the grant, provided continued employment through the date of vest. Additionally,
provided your start date is on or before June 30, 2012, you will be eligible for a prorated award for the 2012-2014 performance plan under the Company’s
2008 Stock Incentive Plan. The current annual award target value for your position is 100% of your salary range midpoint based on approval by the Board of
Directors.

You also will be eligible for relocation under Clearwater Paper’s Relocation Policy. Clearwater is prepared to assist you if you are unable to sell your home
for as much as your original purchase price. As such, we will make an exception to the policy to provide a loss on sale benefit of the loss up to $200,000.

As an officer of Clearwater Paper, you will be expected to acquire ownership of two times your base salary in shares of Clearwater Paper stock within five
years of your employment date. Shares that count toward the ownership guidelines are: those acquired through independent purchase; shares acquired and
held in Clearwater Paper’s 401(k) savings plan; those acquired through any of Clearwater Paper’s Stock Incentive Plans, including performance shares upon
being paid out and restricted stock units upon becoming vested; and shares acquired through awards under the Annual Incentive Plan, including awards
deferred in stock units. Progress towards ownership will be covered annually at a Board of Directors meeting.



As a full time salaried employee, you are eligible to participate in Clearwater Paper’s health and welfare and 401(k) savings plan on the first day following
(30) days of employment. Given your situation, we will reimburse you for any Cobra expense you may incur for extending your current healthcare coverage
until the commencement of coverage by Clearwater Paper. Enrollment forms and additional details will be provided to you during your new hire orientation.
You will receive (4) weeks of vacation starting in 2012.

You will be an employee at will and this offer of employment does not constitute an employment contract; provided, however, that Clearwater Paper’s and
your rights and obligations upon a termination of employment shall be as set forth in applicable provisions of Appendix A and the Severance Program for
Executive Employees, as amended from time to time, or any successor program (the “Severance Program”). This offer is contingent upon successful
completion of drug/substance abuse testing, background check and reference verification.

I hope you will favorably consider our offer of employment, as we are truly excited by your becoming a member of our corporate executive management
team. Please indicate your acceptance of this offer by returning a signed and dated copy to me.

John, I realize that a career decision such as this has a major impact on you and your family. If there is anything that we can do either before or after your start
date of employment, please do not hesitate to call me.
 

Sincerely yours,

/s/ Gordon L. Jones

Gordon L. Jones
 
/s/ John D. Hertz     6/25/12   
Accepted     Date   



Appendix A
Termination of Employment; Severance: Termination of your employment for any reason shall constitute your resignation as an officer of Clearwater Paper
(the “Company”), its subsidiaries, and its affiliates. You will be a participant in the Severance Program and will be subject to all the terms and conditions of
the Severance Program, which are incorporated into this Appendix A by reference; provided, however, that Section 4(c) of the Severance Program (and any
similar or successor section) and references to Section 4(c) in Section 4(d) of the Severance Program (and any similar or successor section) shall not apply to
you, and in their place the following Sections a, b and c shall apply:

(a) In the event that you become entitled to receive or receive any payments, options, awards or benefits (including, without limitation, the monetary
value of any non-cash benefits and the accelerated vesting of stock options) under the Severance Program or under any other plan, agreement or
arrangement with the Company, any person whose actions result in a “Change of Control” (as that term is defined in the Severance Program) or any
person affiliated with the Company or such person (collectively, the “Payments”), that may separately or in the aggregate constitute “parachute
payments” within the meaning of Section 280G of the Internal Revenue Code of 1986, as amended (the “Code”), and the Treasury regulations
promulgated thereunder (“280G”) and it is determined that, but for this Section (a), any of the Payments will be subject to any excise tax pursuant to
Section 4999 of the Code or any similar or successor provision (the “Excise Tax”), the Company shall pay to you either (i) the full amount of the
Payments or (ii) an amount equal to the Payments, reduced by the minimum amount necessary to prevent any portion of the Payments from being an
“excess parachute payment” (within the meaning of Section 280G) (the “Capped Payments”), whichever of the foregoing amounts results in the receipt
by you, on an after-tax basis, of the greatest amount of Payments notwithstanding that all or some portion of the Payments may be subject to the Excise
Tax. For purposes of determining whether you would receive a greater after-tax benefit from the Capped Payments than from receipt of the full amount
of the Payments and for purposes of Section (c) below (if applicable), you shall be deemed to pay federal, state and local taxes at the highest marginal
rate of taxation for the applicable calendar year.
(b) All computations and determinations called for by Sections (a) and (b) shall be made and reported in writing to the Company and you by a third-
party service provider selected by the Company (the “Tax Advisor”), and all such computations and determinations shall be conclusive and binding on
the Company and you. For purposes of such calculations and determinations, the Tax Advisor shall rely on accurate information about the Payments
and reasonable, good faith interpretations concerning the application of Sections 280G and 4999 of the Code. The Company and you shall furnish to
the Tax Advisor such information and documents as the Tax Advisor may reasonably request in order to make their required calculations and
determinations. The Company shall bear all fees and expenses charged by the Tax Advisor in connection with its services.
(c) In the event that Section (a) applies and a reduction is required to be applied to the Payments thereunder, the Payments shall be reduced by the
Company in a manner and order of priority that provides you with the largest net after-tax value; provided that payments of equal after-tax present
value shall be reduced in the reverse order of payment. Notwithstanding anything to the contrary herein, any such reduction shall be structured in a
manner intended to comply with Section 409A of the Code.



Exhibit 10.18

CLEARWATER PAPER CORPORATION
RESTRICTED STOCK UNIT AGREEMENT

2008 STOCK INCENTIVE PLAN

THIS RESTRICTED STOCK UNIT AGREEMENT (this “Agreement”) is made and entered into on the Grant Date specified in the attached Addendum
to this Agreement, by and between Clearwater Paper Corporation, a Delaware corporation (the “Corporation”), and the Employee named in the attached
Addendum (the “Employee”).

W I T N E S S E T H:

WHEREAS, the Corporation maintains the Clearwater Paper Corporation 2008 Stock Incentive Plan (the “Plan”), which is incorporated into and forms
a part of this Agreement, and the Employee has been selected to receive a grant of Restricted Stock Units under Section 10 of the Plan;

NOW, THEREFORE, for valuable consideration, the parties agree as follows:
1. Definitions. In addition to the terms defined elsewhere in this Agreement, the following terms used in this Agreement shall have the meanings set

forth in this Section 1. Capitalized terms not defined in this Agreement shall have the same definitions as in the Plan.

(a) “Addendum” means the attached Addendum.

(b) “Cause” means the occurrence of any one or more of the following: (i) the Employee’s conviction of any felony or any crime involving fraud,
dishonesty or moral turpitude; (ii) the Employee’s participation in a fraud or act of dishonesty against the Corporation, its Subsidiaries or Affiliates or any
successor to the Corporation that results in material harm to the business of the Corporation, its Subsidiaries or Affiliates or any successor to the Corporation;
(iii) the Employee’s intentional, material violation of any contract between the Corporation, its Subsidiaries or Affiliates or any successor to the Corporation
and the Employee, or any statutory duty the Employee owes the Corporation, its Affiliates or any successor to the Corporation, in either case that the
Employee does not correct within 30 days after written notice thereof has been provided to the Employee, (iv) the commission of an act by the Employee that
could (either alone or with other acts) be considered harassment or discrimination on the basis of gender, race, age, religion, sexual orientation or other
protected category; or (v) the commission by the Employee of an alcohol or drug offense in violation of the Corporation’s, or a Subsidiary’s or an Affiliate’s
Substance Abuse Policy for salaried employees.

(c) “Disability” means the condition of the Employee who is unable to engage in any substantial gainful activity by reason of any medically
determinable physical or mental impairment which can be expected to result in death or which has lasted or can be expected to last for a continuous period of
at least 12 months.

(d) “Double Trigger Event” means the Employee’s Service with the Corporation or a Subsidiary or an Affiliate is involuntarily terminated without
Cause or voluntarily terminated for Good Reason within one month prior to or 24 months following the effective date of a Change of Control.



(e) “Good Reason” means that one or more of the following are undertaken by the Corporation, its Subsidiaries or Affiliates or any successor to the
Corporation without the Employee’s written consent: (i) the assignment to the Employee of any duties or responsibilities that results in a material diminution
in the Employee’s position or function as in effect immediately prior to the effective date of a Change of Control; provided, however, that a change in the
Employee’s title or reporting relationships shall not provide the basis for a voluntary termination with Good Reason; (ii) a reduction, without the Employee’s
written consent, by the Corporation, its Subsidiaries or Affiliates or any successor to the Corporation in the Employee’s annual base salary, as in effect on the
effective date of the Change of Control or as increased thereafter; (iii) any failure by the Corporation, its Subsidiaries or Affiliates or any successor to the
Corporation to continue in effect (or substantially replace in the aggregate) any material benefit plan or program in which the Employee was participating
immediately prior to the effective date of the Change of Control (hereinafter referred to as “Benefit Plans”), or the taking of any action by the Corporation, its
Subsidiaries or Affiliates or any successor to the Corporation that would adversely affect the Employee’s participation in or reduce the Employee’s benefits
under the Benefit Plan; provided, however, that no voluntary termination of Service with Good Reason shall be deemed to have occurred if the Corporation,
its Subsidiaries or Affiliates or any successor to the Corporation provide for the Employee’s participation in benefit plans and programs that, taken as a
whole, are comparable to the Benefit Plans; (iv) a relocation of the Employee’s business office to a location more than 50 miles from the location at which the
Employee performs duties as of the effective date of the Change of Control, except for required travel by the Employee on the Corporation’s, its Subsidiaries’
or Affiliates’ or any successor to the Corporation’s business to an extent substantially consistent with the Employee’s business travel obligations prior to the
effective date of the Change of Control; or (v) a material breach by the Corporation, its Subsidiaries or Affiliates or any successor to the Corporation
concerning the terms and conditions of the Employee’s employment.

(f) “Grant Date” means the effective date of the Award of the Restricted Stock Units to the Employee, as specified in the Addendum.

(g) “Retirement” means (i) the Employee’s early or normal retirement and commencement of benefit payments under the Retirement Plan, or (ii) if the
Employee does not have an accrued benefit under the Retirement Plan, the Employee’s termination of Service on or after the earlier of his or her
(A) attainment of age 65 or (B) attainment of age 55 and completion of 10 years of Service.

(h) “Retirement Plan” means the Clearwater Paper Salaried Retirement Plan.

(i) “Service” shall have the meaning given such term under the Plan, except that as used in this Agreement the term “Service” shall be limited to
employment and shall exclude service performed as an Outside Director or as a Consultant.

(j) “Vesting Period” means the period specified in the Addendum.
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2. Award. Subject to the terms of this Agreement and the Addendum, the Employee is hereby awarded a grant of Restricted Stock Units in the number
set forth in the attached Addendum (the “Award”). Except as otherwise set forth herein, the number of Shares actually payable to the Employee is contingent
on the Employee’s continuous Service for the duration of the Vesting Period. This Award has been granted pursuant to the Plan and is subject to all the terms
and provisions thereof, a copy of which is attached and the terms and conditions of which are incorporated by reference into this Agreement.

3. Dividend Equivalents. During the Vesting Period, dividend equivalents shall be converted into additional Restricted Stock Units based on the
closing price of the Stock on the New York Stock Exchange on the dividend payment date. Such additional Restricted Stock Units shall vest or be forfeited
in the same manner as the underlying Restricted Stock Units to which they relate.

4. Settlement of Awards. Pursuant to Section 5 of this Agreement, the Corporation shall deliver to the Employee one Share for each vested Restricted
Stock Unit included in the Award and, as applicable, one share for each vested Restricted Stock Unit that corresponds to an accrued dividend equivalent. Any
vested Restricted Stock Units payable to the Employee (including Shares payable pursuant to Section 3 above) shall be paid solely in Shares. Any fractional
Share will be rounded to the closest whole Share.

5. Time of Payment. Except for Shares issuable pursuant to Section 8, the Shares issuable for the vested Restricted Stock Units shall be delivered to the
Employee (or, in the case of the Employee’s death, to the Employee’s beneficiary or representative) as soon as practicable after the end of the Vesting Period
(but in no event late than the 15  day of the third calendar month following the date on which the Vesting Period ends). With respect to Shares issuable in
connection with Restricted Stock Units that become vested pursuant to Section 8, such Shares shall be delivered to the Employee as soon as practicable after
(but no later than 60 days after) the date on which the Double Trigger Event occurs; provided however, that if the Employee’s Service with the Corporation, a
Subsidiary or an Affiliate is involuntarily terminated without Cause or voluntarily terminated for Good Reason on or prior to the date of the Change of
Control to which the Double Trigger Event relates, then such Shares shall be delivered immediately prior to the consummation of such Change of Control.

6. Retirement, Disability, or Death During the Vesting Period. If the Employee’s Service with the Corporation or a Subsidiary or an Affiliate terminates
during the Vesting Period because of the Employee’s Retirement, due to his or her Disability or due to his or her death, the Employee (or, in the case of the
Employee’s death, the Employee’s beneficiary or representative) will be entitled to any already vested portion of the Restricted Stock Units plus the next
tranche of Restricted Stock Units scheduled to vest.

7. Termination of Service During the Vesting Period. If the Employee’s Service terminates during the Vesting Period for any reason other than as
described in Section 6 or Section 8, the portion of unvested Restricted Stock Units granted under this Agreement shall be automatically terminated as of the
date of such termination of service.
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8. Change of Control. If a Double Trigger Event occurs during the Vesting Period, the Restricted Stock Units shall become immediately vested in full
and payable in accordance with Section 4 above.

9. Available Shares. The Corporation agrees that it will at all times during the term of this Agreement reserve and keep available sufficient authorized
but unissued or reacquired Shares to satisfy the requirements of this Agreement.

10. Applicable Taxes. In the event the Corporation determines that it is required to withhold state or federal income taxes, Social Security taxes, or any
other applicable taxes as a result of the payment of the Shares, the Corporation will satisfy such withholding requirements by withholding of Shares otherwise
payable upon the settlement of the Award, which Shares will have a Fair Market Value (determined as of the date when taxes would otherwise be withheld in
cash) not in excess of the legally required minimum amount of tax withholding.

11. Relationship to Other Benefits. Restricted Stock Units shall not be taken into account in determining any benefits under any pension, savings,
disability, severance, group insurance or any other pay-related plan of the Corporation or its Subsidiaries or Affiliates.

12. Required Deferral. In the event that, as of the end of the Vesting Period, the value of the Shares issuable for the vested Restricted Stock Units
exceeds the amount that would be deductible by the Corporation due to the application of Section 162(m) of the Code, the payment of that portion of such
Shares having a value in excess of the amount deductible by the Corporation under Section 162(m) of the Code shall be automatically deferred until the first
calendar year in which the Corporation reasonably anticipates that deduction of the payment will not be barred by application of Section 162(m) of the Code.
Any portion of such Shares so deferred shall be credited with dividend equivalents which shall be paid out as additional Shares at the same time as the
underlying Shares with respect to which the dividend equivalents are credited.

13. Stockholder Rights. Neither the Employee nor the Employee’s beneficiary or representative shall have any rights as a stockholder with respect to
any Shares subject to this Agreement until such Shares shall have been issued to the Employee or the Employee’s beneficiary or representative.

14. Transfers, Assignments, Pledges. Except as otherwise provided in this Agreement, the rights and privileges conferred by this Agreement shall not be
transferred, assigned, pledged or hypothecated in any way (whether by operation of law or otherwise) and shall not be subject to sale under execution,
attachment or similar process. Upon any attempt to transfer, assign, pledge, hypothecate or otherwise dispose of the Award, or of any right or privilege
conferred by this Agreement, contrary to the provisions of this Section 14, or upon any attempted sale under any execution, attachment or similar process
upon the rights and privileges conferred by this Agreement, the Award and the rights and privileges conferred by this Agreement shall immediately become
null and void. However, this Section 14 shall not preclude: (i) an Employee from designating a beneficiary to succeed, after the Employee’s death, to any
rights of the Employee or benefits distributable to the Employee under this Agreement not distributed at the time of the Employee’s death; or (ii) a transfer of
any Award
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hereunder by will or the laws of descent or distribution. In that regard, any such rights shall be exercisable by the Employee’s beneficiary, and such benefits
shall be distributed to the beneficiary, in accordance with the provisions of this Agreement and the Plan. The beneficiary shall be the named beneficiary or
beneficiaries designated by the Employee in writing filed with the Corporation in such form and at such time as the Corporation shall require. If a deceased
Employee has not designated a beneficiary, or if the designated beneficiary does not survive the Employee, any benefits distributable to the Employee shall
be distributed to the legal representative of the estate of the Employee. If a deceased Employee has designated a beneficiary and the designated beneficiary
survives the Employee but dies before the complete distribution of benefits to the designated beneficiary under this Agreement, then any benefits
distributable to the designated beneficiary shall be distributed to the legal representative of the estate of the designated beneficiary.

15. No Employment Rights. Nothing in this Agreement shall be construed as giving the Employee the right to be retained as an employee or as
impairing the rights of the Corporation or a Subsidiary or an Affiliate to terminate his or her employment at any time, with or without cause.

16. Administration. The authority to manage and control the operation and administration of this Agreement shall be vested in the Committee, and the
Committee shall have all powers with respect to this Agreement as it has with respect to the Plan. Any interpretation of this Agreement by the Committee and
any decision made by it with respect to this Agreement is final and binding.

17. Interpretation/Applicable Law. This Agreement shall be interpreted and construed in a manner consistent with the terms of the Plan and in
accordance with the laws of the State of Delaware (without regard to choice of law principles). If there is any discrepancy between the terms and conditions of
this Agreement and the terms and conditions of the Plan, the terms and conditions of the Plan shall control.

18. Term of the Agreement. The term of this Agreement shall end upon the earlier of (i) the delivery of all of the Shares or other consideration to be
issued in exchange for the Restricted Stock Units (and accrued dividend equivalents) subject to the Award granted to the Employee or (ii) upon the
termination of the Employee’s Service for any reason other than retirement under the Retirement Plan, the Employee’s Disability or death or in connection
with a Double Trigger Event.

19. Compliance with Section 409A of the Code. The provisions of this Agreement regarding the payments to be provided to the Employee are intended
to comply with Section 409A of the Code or an exemption therefrom, and any ambiguity in any such provision shall be resolved in a manner that supports
compliance with Section 409A or an exemption therefrom. Without limiting the foregoing,
 

 
a. The provisions of Sections 5 and 8 requiring payment after a Double Trigger Event or otherwise upon an Employee’s termination of

Service shall be construed to require that the Employee “separate from service” with Clearwater and its Affiliates within the meaning of
Treasury Regulation Section 1.409A-1(h) as a condition to the Employee receiving such payment.
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b. If the Employee is entitled to receive a payment subject to Section 409A of the Code after a Double Trigger Event or otherwise upon a
termination of Service, and the Corporation determines in good faith that the Employee is a “specified employee” as defined in
Section 409A as of the date his Service terminates, then such payment shall be deferred and paid 6 months and 1 day following the date
of the Employee’s termination of Service (or if earlier, payment shall be made within 60 days after the date of the Employee’s death).

 

 c. Any deferrals of payment required under Section 12 are intended to comply with Section 409A of the Code.

[remainder of page intentionally left blank]
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IN WITNESS WHEREOF, each party has or has caused this Agreement to be executed as of the respective date set forth below.
 

CORPORATION:

Clearwater Paper Corporation,
a Delaware corporation

By:  /s/ Michael T. Edicola
Name: Michael T. Edicola
Title:   Sr. Vice President, Human Resources
Date:   7/2/12

EMPLOYEE:

John D. Hertz
[Name of Employee Printed]

/s/ John D. Hertz
[Employee Signature]

Date: 7/3/2012
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STOCK INCENTIVE PLAN
ADDENDUM TO

RESTRICTED STOCK UNIT AGREEMENT

Name of Employee: HERTZ, JOHN D.
 

1. Date of Grant: June 28, 2012
 

2. Target Grant of Restricted Stock Units: 20,000
 

3. The Vesting Schedule for this Restricted Stock Unit Award is:
 

 A. 25% of the RSU award will vest on the first anniversary of the date of the award,
 

 B. 25% of the RSU award will vest on the second anniversary of the date of the award,
 

 C. 25% of the RSU award will vest on the third anniversary of the date of the award, and
 

 D. 25% of the RSU award will vest on the fourth anniversary of the date of the award.

The Restricted Stock Unit Agreement is incorporated by reference into this Addendum and the terms of the Restricted Stock Unit Agreement shall be
controlling in the event of any discrepancy.

The RSU award, along with all additional shares attributable to dividend equivalents, shall be settled following the final vesting date unless you elect to
defer receipt of the vested RSUs and accrued dividends to a future date in accordance with section 409A of the Internal Revenue Code.

IN WITNESS WHEREOF, the Corporation has caused this Addendum to the Restricted Stock Unit Agreement to be executed on its behalf by its duly
authorized representative, and the Employee has executed the same on the date indicated below.
 

  CLEARWATER PAPER CORPORATION

Date: 7/2/12   By: /s/ Michael T. Edicola
   Senior Vice President, Human Resources

Date: 7/3/12   By: /s/ John D. Hertz
   Employee



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: August 3, 2012    /s/    GORDON L. JONES

   Gordon L. Jones
   Chairman and Chief Executive Officer



CERTIFICATION

I, Johnathan D. Hunter, 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: August 3, 2012    /s/     JOHNATHAN D. HUNTER

   Johnathan D. Hunter

   
Vice President, Corporate Controller and

Interim 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, President 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 June 30, 2012, 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
August 3, 2012

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, Johnathan D. Hunter, Vice President, Corporate Controller and Interim 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 June 30, 2012, 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/    JOHNATHAN D. HUNTER        
Johnathan D. Hunter

Vice President, Corporate Controller and
Interim Chief Financial Officer

August 3, 2012

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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