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PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements
ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)
September 30,
2018
(unaudited)
ASSETS
Current assets:
Cash
Accounts receivable, net of allowance of $30 and $353 in 2018 and 2017, respectively
Receivables from related party
Inventories, net
Income taxes receivable
Prepaid expenses
Other current assets
Total current assets

$

Property, plant and equipment (including from consolidated VIE $17,415 and $17,415 in 2018
and 2017, respectively)
Accumulated depreciation
Net property, plant and equipment
Restricted cash (including from consolidated VIE $7 and $3 in 2018 and 2017, respectively)
VAT receivable
Intangible assets, net of accumulated amortization of $5,110 and $4,411 in 2018 and 2017,
respectively
Goodwill
Total assets
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accounts payable to related party
Accrued liabilities
Short-term notes payable
Current portion of long-term debt (Note 8)

$

$

$

See notes to unaudited consolidated interim financial statements.
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$

373,395
(97,501)
275,894

Total current liabilities
Long-term debt including capital leases, less current portion (Note 8)
Other long-term liabilities (from consolidated VIE)
Deferred income taxes
Commitment and contingencies (Note 5)
Stockholders' equity:
Common stock, $.001 par value, 25,000,000 shares authorized, 10,670,348 and 10,670,348
shares issued and outstanding in 2018 and 2017, respectively
Additional paid-in capital
Retained earnings
Total stockholders' equity
Total liabilities and stockholders' equity

5,113
15,037
657
22,400
348
1,239
417
45,211

December 31,
2017

3,823
11,825
1,042
20,563
499
957
684
39,393
370,761
(85,003)
285,758

207
-

3
242

12,880
7,560
341,752

13,579
7,560
346,535

12,988
3,784
4,638
391

$

$

12,068
3,390
3,202
317

186,455
208,256

168,903
187,880

32
5,294
11,371

33
5,240
11,595

11
104,572
12,216
116,799
341,752

11
104,359
37,417
141,787
346,535

$

ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except share and per share data) (unaudited)

Net sales

Three Months Ended September 30,
2018
2017

Nine Months Ended September 30,
2018
2017

$

$

48,723

$

45,172

142,829

$

118,969

Cost of sales
Gross profit

48,500
223

Selling, general and administrative expenses
Intangibles amortization
Operating loss

5,465
233
(5,475)

3,026
233
(519)

14,798
699
(11,806)

8,934
699
(3,410)

5,820
(194)
(11,101)

827
(42)
(1,304)

13,739
(526)
(25,019)

1,904
(324)
(4,990)

7,685
(2,804)
4,881

(7,806)
5,797
(2,009)

2,308
(2,126)
182

(19,003)
16,215
(2,788)

Interest expense
Other income, net
Loss before income taxes
Provision for (benefit from) income taxes:
Current
Deferred

42,432
2,740

139,138
3,691

112,746
6,223

Net income (loss)

$

(15,982) $

705

$

(25,201) $

(2,202)

Net income (loss) per common share:
Basic
Diluted

$
$

(1.50) $
(1.50) $

0.07
0.07

$
$

(2.36) $
(2.36) $

(0.21)
(0.21)

Weighted average common shares used in calculating net
income (loss) per common share:
Basic
Diluted
Cash dividends declared per share

10,670,348
10,670,348
$

-

10,429,091
10,429,091
$

-

See notes to unaudited consolidated interim financial statements.
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10,670,348
10,670,348
$

-

10,366,373
10,366,373
$

0.35

ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands) (unaudited)
Nine Months Ended September 30,
2018
2017
Cash Flows From Operating Activities
Net loss
Adjustments to reconcile net loss to net cash (used in) provided by operating activities:
Depreciation and amortization
Provision for doubtful accounts
Deferred income taxes
Stock compensation expense
Loss (gain) on disposal of property, plant and equipment
Changes in cash due to changes in operating assets and liabilities:
Accounts receivable, including amounts due to related party
Inventories
Income taxes receivable
Prepaid expenses
Other assets
Accounts payable, including amounts due to related party
Accrued liabilities
Net cash (used in) provided by operating activities

$

(25,201) $

(2,202)

14,412
(383)
(224)
232
-

10,650
(2,970)
365
52

(2,444)
(1,837)
151
(282)
950
1,748
1,436
(11,442)

(7,567)
(2,470)
5,350
(297)
649
6,136
600
8,296

Cash Flows From Investing Activities
Purchases of property, plant and equipment
Proceeds from insurance settlement related to capital investment
Net cash used in investing activities

(3,509)
(3,509)

(44,104)
51
(44,053)

Cash Flows From Financing Activities
Principal payments on long-term debt
Net borrowings on revolving credit line
Borrowings on delayed draw term loan
Payments on delayed draw term loan
Borrowings on short-term notes
Payments on short-term notes
Net proceeds from follow-on stock offering
Net proceeds from at-the-market stock offering
Overdrafts
Dividends paid to stockholders
Proceeds from the exercise of stock options
Deferred debt issuance costs
Net cash provided by financing activities

(2,955)
27,806
(4,212)
909
(835)
(19)
(4,249)
16,445

(3,415)
343
34,187
(1,591)
857
(189)
(35)
1,760
563
(3,607)
134
(1,188)
27,819

1,494
3,826
5,320

$

(7,938)
10,026
2,088

10,467 $
(41) $

5,072
(5,354)

Total increase (decrease) in cash
Cash, including restricted cash, beginning
Cash, including restricted cash, ending

$

Supplemental Disclosure:
Interest paid
Income taxes refunded

$
$

Tax benefits realized from stock options exercised
Capital expenditures invoiced but not yet paid

$

-

$

59

$

516

$

4,839

See notes to unaudited consolidated interim financial statements.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
Note 1 — Summary of Business and Significant Accounting Policies
Business
Orchids Paper Products Company and its subsidiaries (collectively, “Orchids” or the “Company”) produce bulk tissue paper, known as
parent rolls, and convert parent rolls into finished products, including paper towels, bathroom tissue and paper napkins. The Company
predominately sells its products for use in the “at home” market under private labels to a customer base consisting primarily of dollar stores,
discount retailers and grocery stores that offer limited alternatives across a wide range of products, and, to a lesser extent, the “away from
home” market. The Company has owned and operated its manufacturing facility in Pryor, Oklahoma since 1998. On June 3, 2014, the
Company completed the acquisition of certain assets from Fabrica de Papel San Francisco, S.A. de C.V. (“Fabrica”) pursuant to an asset
purchase agreement (see Note 3). In connection with the acquisition of these assets, the Company formed three wholly-owned subsidiaries:
Orchids Mexico DE Holdings, LLC, Orchids Mexico DE Member, LLC, and OPP Acquisition Mexico, S. de R.L. de C.V (“Orchids
Mexico”). In April 2015, the Company announced the construction of a new manufacturing facility in Barnwell, South Carolina. In
conjunction with this project, the Company established a wholly-owned subsidiary: Orchids Paper Products Company of South Carolina.
Furthermore, in connection with a New Market Tax Credit (“NMTC”) transaction in December 2015 (see Note 14), the Company created
Orchids Lessor SC, LLC, another wholly-owned subsidiary. The accompanying consolidated financial statements include the accounts of
Orchids and these wholly-owned subsidiaries. All significant intercompany transactions and balances have been eliminated in
consolidation.
The Company’s common stock trades on the NYSE American under the ticker symbol “TIS.”
Basis of Presentation and Going Concern
The accompanying financial statements have been prepared on a going concern basis, which contemplates the realization of assets and
satisfaction of liabilities and commitments in the normal course of business. Should the Company be unable to continue as a going concern,
it may be unable to realize the carrying value of its assets and to meet its liabilities as they become due (see Note 2).
The financial statements have been prepared without an audit, pursuant to the rules and regulations of the Securities and Exchange
Commission (“SEC”). Certain information and footnote disclosures normally included in annual financial statements prepared in
accordance with accounting principles generally accepted (“GAAP”) in the United States have been condensed or omitted pursuant to the
rules and regulations. However, the Company believes that the disclosures made are adequate to make the information presented not
misleading when read in conjunction with the audited financial statements and the notes in the Company’s Annual Report on Form 10-K
for the fiscal year ended December 31, 2017, filed with the SEC on March 16, 2018. Management believes that the financial statements
contain all adjustments necessary for a fair presentation of the results for the interim periods presented. All adjustments were of a normal,
recurring nature. The results of operations for the interim period are not necessarily indicative of the results for the entire fiscal year.
Certain prior period amounts in the accompanying financial statements have been reclassified to conform to the current period
presentation. These reclassifications did not affect previously reported amounts of net loss.
Revenue Recognition
The Company’s revenue streams are derived from sales of various consumer tissue products and parent rolls, which are generally capable
of being distinct and accounted for as single performance obligations to deliver tangible goods. Accordingly, revenue is recognized at the
point in time when control of the asset is transferred to the customer, generally upon delivery of the goods. Revenues for products loaded
on customer trailers are recognized when the customer has accepted custody and left the Company's dock. Revenues for products shipped to
customers are recognized when control passes upon shipment. No revenue is recognized over time, and the Company’s sales revenues do
not give rise to deferred assets and liabilities. The Company records a receivable when revenue is recognized prior to payment and it has an
unconditional right to payment. Accounts receivable are generally collected within 45 days of being invoiced.
Certain of our agreements with customers provide for cash discounts, trade promotions, customer returns and other deductions. Currently,
we recognize revenue from the sale of goods measured at the fair value of the consideration received or receivable, net of provisions for
customer incentives. Customer discounts and pricing allowances are included in net sales. Revenue net of provisions for customer
incentives is only recognized to the extent that it is probable that a significant reversal of any incremental revenue will not occur.
Significant judgment is required by management to determine the most probable amount of variable consideration to apply as a reduction to
net sales. The Company has also elected to use the practical expedient to not disclose unsatisfied or partially satisfied performance
obligations as no obligations are expected to be satisfied in a period greater than one year.
In many cases, customers pick up their purchased product, and in these cases, the Company does not recognize freight expense. When, in
accordance with agreed upon terms with customers, the Company arranges for third-party freight companies to deliver the products, freight
expense is accrued and recognized as a component of costs of goods sold as a fulfillment cost when the product is shipped and revenue is
recognized. Expected freight costs are included in quoted prices to customers.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 1 — Summary of Business and Significant Accounting Policies (continued)
Accounts receivable are carried at original invoice amount less an estimate made for doubtful receivables based on a review of all
outstanding amounts. Management determines the allowance for doubtful accounts by regularly evaluating individual customer receivables
and considering a customer's financial condition, credit history, and current economic conditions. Receivables are written-off when deemed
uncollectible. Recoveries of receivables previously written-off are recorded when received. The Company does not typically charge interest
on trade receivables.
Recently Adopted Accounting Pronouncements
In May 2017, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2017-09, Compensation - Stock Compensation (Topic
718): Scope of Modification Accounting (“ASU 2017-09”). ASU 2017-09 provides guidance about which changes to the terms or
conditions of a share-based payment award require an entity to apply modification accounting. ASU 2017-09 became effective for the
Company on January 1, 2018. Adoption of ASU 2017-09 did not have a material impact on the Company’s financial statements.
In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18”). ASU
2016-18 requires that a statement of cash flows explain the change during the period in the total of cash, cash equivalents, and amounts
generally described as restricted cash or restricted cash equivalents. Therefore, restricted cash and restricted cash equivalents should be
included with cash and cash equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the statement
of cash flows. ASU No 2016-18 became effective, on a retrospective basis, for the Company on January 1, 2018. All prior periods have
been adjusted to conform to the current period presentation, which resulted in an increase in cash used in investing activities of $1.3 million
for the nine months ended September 30, 2017, on the Consolidated Statement of Cash Flows.
In October 2016, the FASB issued ASU No. 2016-16, Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other Than Inventory
(“ASU 2016-16”). ASU 2016-16 requires the recognition of the income tax consequences of an intra-entity transfer of an asset, other than
inventory, when the transfer occurs. ASU 2016-16 became effective, on a modified retrospective basis, for the Company on January 1,
2018. Adoption of ASU 2016-16 did not have a material impact on the Company’s financial statements.
In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and
Cash Payments (“ASU 2016-15”). ASU 2016-15 made eight targeted changes to how cash receipts and cash payments are presented and
classified in the statement of cash flows. ASU 2016-15 became effective for the Company on January 1, 2018. The new standard requires
adoption on a retrospective basis unless it is impracticable to apply, in which case it should be applied prospectively as of the earliest date
practicable. Adoption of ASU 2016-15 did not have a material impact on the Company’s financial statements.
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASU 2014-09”). ASU 2014-09
clarifies the principles for recognizing revenue and develops a common revenue standard under U.S. GAAP under which an entity should
recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which
the entity expects to be entitled in exchange for those goods or services. ASU 2014-09 and all subsequently issued clarifying ASUs replace
most existing revenue recognition guidance in U.S. GAAP. The standard permits the use of either the retrospective or modified
retrospective transition method upon adoption. ASU 2014-09 became effective for the Company on January 1, 2018. The Company elected
to use the modified retrospective method of adoption and did not have an adjustment to retained earnings upon adoption. The Company did
not recognize any significant changes in the timing or method of revenue recognition, did not significantly change any accounting policies
or practices, and did not make any significant changes to accounting systems or controls upon adoption of ASU 2014-09.
In January 2017, the FASB issued ASU No. 2017-04, Intangibles-Goodwill and Other (Topic 350): Simplifying the Test for Goodwill
Impairment (“ASU 2017-04”). ASU 2017-04 provides for a one-step quantitative impairment test, whereby a goodwill impairment loss will
be measured as the excess of a reporting unit’s carrying amount over its fair value (not to exceed the total goodwill allocated to that
reporting unit). It eliminates Step 2 of the current two-step goodwill impairment test, under which a goodwill impairment loss is measured
by comparing the implied fair value of a reporting unit’s goodwill with the carrying amount of that goodwill. ASU 2017-04 is effective, on
a prospective basis, for SEC filers for interim and annual periods beginning after December 15, 2019, with early adoption permitted.
Management is currently assessing the impact ASU 2017-04 will have on the Company, but it is not expected to have a material impact on
the Company’s financial statements.
In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments (“ASU 2016-13”). ASU 2016-13 replaces the incurred loss impairment methodology in current GAAP with a
methodology that reflects expected credit losses and requires consideration of a broader range of reasonable and supportable information to
inform credit loss estimates. ASU 2016-13 is effective for SEC filers for interim and annual periods beginning after December 15, 2019.
Management is currently assessing the impact ASU 2016-13 will have on the Company, but it is not expected to have a material impact on
the Company’s financial statements.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 1 — Summary of Business and Significant Accounting Policies (continued)
Accounting Pronouncements Issued But Not Currently Effective
In November 2018, the FASB issued ASU No. 2018-18, Collaborative Arrangements (Topic 808): Clarifying the Interaction Between
Topic 808 and Topic 606 (“ASU 2018-18”). ASU 2018-18 clarifies when certain transactions between collaborative arrangement
participants should be accounted for under ASC 606 and incorporates unit-of-account guidance consistent with ASC 606 to aid in this
determination. ASU 2018-18 is effective for public companies for annual and interim periods beginning after December 15, 2019, with
early adoption permitted. ASU 2018-18 should generally be applied retrospectively to the date of initial application of Topic 606.
Management is currently assessing the impact ASU 2018-18 will have on the Company’s financial statements.
In October 2018, the FASB issued ASU No. 2018-17, Consolidation (Topic 810): Targeted Improvements to Related Party Guidance for
Variable Interest Entities ("ASU 2018-17"). ASU 2018-17 provides that indirect interests held through related parties in common control
arrangements should be considered on a proportional basis for determining whether fees paid to decision makers and service providers are
variable interests. ASU 2018-17 is effective for public companies for annual and interim periods beginning after December 15, 2019, with
early adoption permitted. Management is currently evaluating the impact that ASU 2018-17 will have on the Company's financial
statements.
In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement - Disclosure Framework (Topic 820) (“ASU 2018-13”). ASU
2018-13 modifies the disclosure requirements for fair value measurements. ASU 2018-13 is effective for public companies for annual and
interim periods beginning after December 15, 2019. Early adoption is permitted for any removed or modified disclosures. Management is
currently assessing the impact ASU 2018-13 will have on the Company, but it is not expected to have a material impact on the Company’s
financial statement disclosures.
In July 2018, the FASB issued ASU No. 2018-09, Codification Improvements (“ASU 2018-09”). ASU 2018-09 provides amendments to a
wide variety of topics in the FASB’s Accounting Standards Codification, which applies to all reporting entities within the scope of the
affected accounting guidance. The transition and effective date guidance are based on the facts and circumstances of each amendment.
Some of the amendments in ASU 2018-09 do not require transition guidance and were effective upon issuance of ASU 2018-09. However,
many of the amendments do have transition guidance with effective dates for annual periods beginning after December 15, 2018.
Management is currently assessing the impact ASU 2018-09 will have on the Company, but it is not expected to have a material impact on
the Company’s financial statements and related disclosures.
In June 2018, the FASB issued ASU 2018-07, Compensation - Stock Compensation (Topic 718): Improvements to Nonemployees ShareBased Payment Accounting (“ASU 2018-07”). ASU 2018-07 expands the scope of Topic 718 (which currently only includes share-based
payments to employees) to include share-based payments issued to nonemployees for goods or services. With the adoption of ASU 201807, the accounting for share-based payments for nonemployees and employees will be substantially the same. ASU 2018-07 is effective for
public companies for annual and interim periods beginning after December 15, 2018, with early adoption permitted. Management is
currently assessing the impact ASU 2018-07 will have on the Company, but it is not expected to have a material impact on the Company’s
financial statements.
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (“ASU 2016-02”) with further clarifications and improvements
included in ASU No. 2018-10, Codification Improvements to Topic 842, Leases and ASU 2018-11, Leases (Topic 842) Targeted
Improvements, each issued in July 2018, all of which provide guidance on the recognition, measurement, presentation, and disclosure of
leases. ASU 2016-02 requires lessees to recognize lease assets and lease liabilities on the balance sheet but did not make significant
changes to the effects of lessee accounting on the statement of operations or statement of cash flows. ASU 2016-02 is effective for public
companies for annual and interim periods beginning after December 15, 2018, with early adoption permitted. Management is currently
assessing the impact ASU 2016-02 will have on the Company, but it is not expected to have a material impact on the Company’s financial
statements.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 2 — Going Concern
The accompanying financial statements have been prepared on a going concern basis, which contemplates the realization of assets and
satisfaction of liabilities and commitments in the normal course of business. Should the Company be unable to continue as a going concern,
it may be unable to realize the carrying value of its assets and to meet its liabilities as they become due.
The Company has been subject to adverse conditions that raise substantial doubt about the Company's ability to continue as a going
concern for one year following the issuance of these unaudited interim financial statements, including negative financial trends, specifically
operating losses, working capital deficiency, and other adverse key financial ratios; the Company’s covenant defaults under the Credit
Agreement; and its inability to meet the requirements established by the milestone dates. Additionally, the impacts of unfavorable industry
conditions and significant debt service requirements on the Company’s financial position, results of operations, and cash flows give rise to
substantial doubt about the Company’s ability to pay its obligations as they come due. In consideration of the substantial amount of longterm debt outstanding, detailed below, and the aforementioned unfavorable industry conditions and covenant defaults which required
waivers or amendments to cure, the Company has engaged advisors to assist with the evaluation, negotiation, and consummation of
strategic alternatives, which may include, but are not limited, seeking a restructuring, amendment or refinancing of existing debt through a
private restructuring, a sale of a portion or all of the Company or its assets, or reorganization under Chapter 11 of the Bankruptcy Code.
However, there can be no assurances that the Company will be able to successfully restructure its indebtedness, improve its financial
position or complete any strategic transactions. As a result of these uncertainties and the likelihood of a restructuring or reorganization,
management has concluded that there is substantial doubt regarding the Company’s ability to continue as a going concern.
The Company’s continuation as a going concern is dependent upon its ability to generate sufficient cash flow to meet its obligations, to
obtain additional financing, renegotiate the terms of existing financing obligations and ultimately to attain successful operations. The ability
to successfully achieve those items is uncertain.
The unaudited interim financial statements do not include any adjustments relating to the recoverability and classification of recorded
assets, or the amounts and classification of liabilities that might be necessary in the event that the Company cannot continue as a going
concern.
Management Plans
In assessing the Company’s liquidity, management reviews its cash and its operating and capital expenditure commitments. The Company’s
liquidity needs are to meet its working capital requirements, operating expenses and capital expenditure obligations. As of September 30,
2018, the Company’s current liabilities exceeded the current assets by approximately $163.0 million as $177.1 million of long-term debt,
net of debt issuance costs, with stated maturities beyond 12 months are included in current liabilities due to uncertainty regarding the
Company’s ability to meet existing debt covenants over the next twelve-month period.
The Company previously disclosed its initiative to refinance its existing debt obligations, as well as to explore alternative financing and
capital-raising activities, in order to address its ongoing liquidity needs and to maintain sufficient access to the loan and capital markets on
commercially acceptable terms to finance its business. Amendment No. 8 to the Company’s Second Amended and Restated Credit
Agreement (the “Credit Agreement”) with U.S. Bank National Association (“U.S. Bank”) and Amendment No. 5 to the Company’s Loan
Agreement for New Markets Tax Credit financing (the “NMTC Loan Agreement”) each included a timeline to achieve milestones
associated with seeking a sale. In light of the Company’s ongoing efforts with interested parties in executing such a solution, the
Company’s lenders extended the Company’s deadline to negotiate and execute (i) a purchase agreement for the sale of the Company’s
equity or assets or (ii) a binding commitment from institutional lenders to refinance the Company's debt obligations, in either case in an
amount sufficient to repay the Company's debt obligations to its existing lenders in full, from September 30, 2018 to October 26, 2018.
At October 26, 2018 and again on October 31, 2018, the Company was not in compliance with certain of these milestone date covenants
and other financial covenants in its Credit Agreement and NMTC Loan Agreement. The Company is currently negotiating an amendment to
its credit facilities to include, among other things, an extension of these milestone dates and a waiver of other financial covenants with its
lenders, though there can be no assurance the Company will be able to obtain such a waiver on terms that are satisfactory to it or at all. The
Company’s credit facilities have been amended or modified for each of the last eight quarters. The Company is currently working with its
lenders and advisors to evaluate, negotiate, and consummate a strategic alternative, which may include, but is not limited to, seeking a
restructuring, amendment or refinancing of existing debt through a private restructuring, a sale of a portion or all of the Company or its
assets, or reorganization under Chapter 11 of the Bankruptcy Code. However, there can be no assurance that the Company will be able to
consummate such a transaction or refinancing on terms that are satisfactory to it, or at all.
If the Company cannot make scheduled payments on its debt, the Company will be in default and, as a result, among other things, the
Company’s lenders could declare all outstanding principal and interest to be due and payable and the Company could be forced into
bankruptcy or liquidation or be required to substantially restructure or alter business operations or debt obligations.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 2 — Going Concern (continued)
Management is evaluating options to address its capital structure and liquidity needs. In support of these efforts, management is pursuing
various initiatives including, but not limited to, the following:
·
·
·
·
·
·

Cash management: An attentive and strategic focus on cash flow has been implemented. A weekly cash flow forecast is
produced that analyzes cash flow activities as well as anticipated cash flow. Also, the Company is focused on optimizing
working capital management;
Operating results: Management is focusing on operating results, with the goal of bringing the Company’s financial
performance back in line with historical operating results;
Capital spending: With the completion of the Company’s capital expansion plans, management expects to significantly
decrease capital expenditures in 2018;
Strategic options: The Company’s investment banker and chief strategic officer are assisting the Company in pursuing all
strategic options, such as a sale, capital raise, refinancing, or other transactions;
Debt refinancing: Continued undertakings to partially or completely refinance the debt, and
Diligence request response: Continue to respond to the outstanding diligence requests from the strategic and financial
participants that continue to participate in our strategic alternatives process.

The Company intends to continue to seek to consummate a strategic transaction or to refinance its existing long-term debt obligations as
required by its existing lenders in order to pay off its existing debt, though there can be no assurance that the Company will be able to
consummate such a transaction or refinancing on terms that are satisfactory to it, or at all. The Company may also need to seek another
amendment of its Credit Agreement with its existing lenders. If the Company is unable to obtain another suitable amendment and/or a
refinancing is not completed, the bank syndicate could declare a default. There can be no assurance that the Company’s lenders will agree
to further waivers or amendments to the existing debt covenants.
Note 3 — Related Party Transactions and Fabrica
On May 5, 2014, Orchids Paper Products Company and its wholly owned subsidiary, Orchids Mexico, entered into an asset purchase
agreement (“APA”) with Fabrica to acquire certain assets and 100% of the U.S. business of Fabrica. On June 3, 2014, the Company closed
on the transaction set forth in the APA, and in connection therewith, entered into a supply agreement (“Supply Agreement”) and a lease
agreement (“Equipment Lease Agreement”) (collectively, the “Fabrica Transaction”).
The Company entered into the following transactions with Fabrica during the three and nine-month periods ended September 30:

Products purchased under the Supply Agreement
Amounts billed to Fabrica under the Equipment Lease
Agreement
Parent rolls purchased by Fabrica

Three Months Ended September 30,
2018
2017
(In thousands)
$
7,690 $
7,308
566
-

545
1,282

Nine Months Ended September 30,
2018
2017
(In thousands)
$
25,724 $
21,536
1,797
2,535

1,538
3,116

Goodwill
There were no changes to the $7.6 million goodwill recognized from the Fabrica Transaction during the three and nine-month periods
ended September 30, 2018 and 2017.
The Company performed a goodwill impairment test on September 30, 2018, by performing the first step, a qualitative impairment test, to
determine whether it was more likely than not that goodwill was impaired. Goodwill is tested at a level of reporting referred to as the
“reporting unit”. Historically, the Company’s goodwill reporting units were defined as the “at home” business and the “away from home”
business. With the completion and ramp-up of the Barnwell facility with an annual capacity to produce up to 35,000 tons of ultra-premium
grade paper, the focus is centered around management’s strategy to be a national supplier of high quality consumer tissue products. As a
result the Company’s reporting units are now 1) the integrated operations of its U.S.-based mills and converting assets and 2) the Supply
Agreement. This change aligns the reporting units with the Company’s current marketing strategies and how management monitors
performance and allocates resources. The existing goodwill allocation was combined and no reallocation of existing goodwill was required
as a result of the change in reporting units as the goodwill from the Fabrica Transaction is attributable to the Supply Agreement. Based on
this qualitative test, management determined it was more likely than not that the fair value of the Supply Agreement reporting unit was
greater than its carrying amount.
No goodwill impairment has been recorded as of September 30, 2018.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 4 — Fair Value Measurements
The Company does not report any assets or liabilities at fair value in the financial statements. However, the fair value of the Company’s
long-term debt (before deducting unamortized debt issuance costs) is estimated to be $178.0 million and $170.8 million at September 30,
2018 and December 31, 2017, respectively. Management’s estimates are based on periodic comparisons of the characteristics of the
Company’s obligations, including floating interest rates, credit rating, maturity and collateral, to current market conditions as stated by an
independent third-party. Such valuation inputs are considered a Level 2 measurement in the fair value valuation hierarchy.
Note 5 — Commitments and Contingencies
The Company may be involved from time to time in litigation arising from the normal course of business. In management’s opinion, as of
the date of this report, the Company is not engaged in legal proceedings which individually or in the aggregate are expected to have a
materially adverse effect on the Company’s results of operations or financial condition.
Gas purchase commitments
In the fourth quarter of 2017, the Company entered into contracts to purchase natural gas for both the Pryor, Oklahoma and the Barnwell,
South Carolina facilities. Contracted volumes with fixed pricing provide for approximately 80% of the Company’s natural gas requirements
at its Pryor facility through December 31, 2019 and approximately 70% of its natural gas requirements at its Barnwell facility through
September 30, 2019. Commitments under these contracts are as follows:
PRYOR, OKLAHOMA
Period
4Q 2018
1Q 2019
2Q 2019
3Q 2019
4Q 2019
1Q 2020
2Q 2020
3Q 2020
4Q 2020

MMBTUs
30,000
30,000
30,000
30,000
30,000
-

Price
per
$
$
$
$
$
$
$
$
$

MMBTUs
60,000
60,000
60,000
60,000
60,000
-

2.89
2.89
2.89
2.89
2.89
-

Price
per
$
$
$
$
$
$
$
$
$

2.75
2.75
2.75
2.75
2.75
-

MMBTUs
15,000
15,000
15,000
15,000
15,000
-

Price
per
$
$
$
$
$
$
$
$
$

2.58
2.58
2.58
2.58
2.58
-

MMBTUs
23,844
25,029
22,011
13,222
23,844
130,029
127,011
118,222
128,844

Price
per
MMBTU
*
*
*
*
*
*
*
*
*

*The variable rate is based on the Oneok Gas Transportation rate plus an adder of $0.01/MMBtu plus all applicable transport and fuel.
BARNWELL, SOUTH CAROLINA

4Q 2018
1Q 2019
2Q 2019
3Q 2019
4Q 2019

MMBTUs
12,865
12,586
12,725
12,865
-

$
$
$
$
$

Price
Price
Price
per
per
MMBTUs
per
MMBTUs MMBTU
3.52
12,865 $
3.43
12,865 $
3.37
3.52
12,586 $
3.43
12,586 $
3.37
3.52
12,725 $
3.43
12,725 $
3.37
3.52
12,865 $
3.43
12,865 $
3.37
- $
12,865 $
3.37

Purchases under these gas contracts were approximately $0.5 million and $1.5 million for the three and nine months ended September 30,
2018, respectively. If the Company is unable to purchase the contracted amounts and the market price at that time is less than the
contracted price, the Company would be obligated under the terms of the agreement to reimburse an amount equal to the difference
between the contracted amount and the amount actually purchased, multiplied by the difference between the contract price and a price
designated in the contract (approximates spot price).
Severance payments
In June 2018, the Compensation Committee authorized the Company to enter into agreements with certain key employees providing for
severance payments and the continuation of certain other employee benefits in the event of termination of employment without cause
following a change of control of the Company. The Compensation Committee believes these agreements for severance payments and
benefits will assist the Company in fulfilling its objective of retaining key managerial talent.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 6 — Inventories
Inventories at September 30, 2018 and December 31, 2017 were as follows:
September 30,
December 31,
2018
2017
(In thousands)
$
7,265 $
6,032
7,732
5,526
7,626
9,134
(223)
(129)
$
22,400 $
20,563

Raw materials
Bulk paper rolls
Converted finished goods
Inventory valuation reserve

Note 7 — Property, Plant and Equipment
Property, plant and equipment at September 30, 2018 and December 31, 2017 was:

Land
Buildings and improvements
Machinery and equipment
Vehicles
Nondepreciable machinery and equipment (parts and spares)
Construction-in-process

September 30,
2018
(In thousands)
$
4,582
62,393
288,892
1,836
13,272
2,420
$
373,395

December 31,
2017
$

$

4,582
62,358
286,291
1,836
12,680
3,014
370,761

Estimated
Useful
Lives
7 to 40
2.5 to 40
3 to 5
-

The Company capitalizes interest for major capital projects. Capitalized interest is added to the cost of the underlying assets and is
depreciated over the useful lives of those assets. Interest expense for the three and nine months ended September 30, 2017, excludes $1.6
million and $3.5 million, respectively, of interest capitalized on significant projects. No interest expense was capitalized for the three or
nine months ending September 30, 2018.
In accordance with ASC 360-10, the Company is required to evaluate for impairment when events or changes in circumstances indicate that
the carrying value of an asset group may not be recoverable. Upon the occurrence of a triggering event, the Company assesses whether the
estimated undiscounted cash flows expected from the use of the asset group and the residual value from the ultimate disposal of the asset
group exceeds the carrying value. In 2018, the Company considered the continuation of adverse conditions including negative financial
trends, specifically operating losses, working capital deficiency, and other adverse key financial ratios to be a triggering event and evaluated
the asset group for impairment. The Company estimated undiscounted cash flows related to the asset group, which was determined to be
both the Pryor and Barnwell mill and converting assets as they do not generate distinct cash flows. Based on the estimated undiscounted
cash flows of this asset group, it was determined that the recoverable amount exceeded the carrying amount of those assets, and therefore
no further analysis was necessary.
Note 8 — Long-Term Debt and Revolving Line of Credit
In April 2015, the Company entered into its Second Amended and Restated Credit Agreement (the “Credit Agreement”) with U.S. Bank
National Association (“U.S. Bank”) to add $40 million of borrowing capacity under a delayed draw term loan. In June 2015, the Company
entered into Amendment No. 2 to obtain additional borrowing capacity. This amendment combined $20.0 million outstanding under an
existing revolving line of credit and $27.3 million outstanding under an existing term loan into a $47.3 million term loan, increased the
delayed draw facility from $40 million to $115 million (later amended to $108.5 million), and extended the maturity of the delayed draw
facility from August 2015 to June 2020. Proceeds from the delayed draw term loan were used solely to finance the purchase and installation
of new equipment and construction at the Barnwell, South Carolina facility. In January 2017, the Company entered into Amendment No. 3,
which increased the total loan commitment, amended the pricing schedule, provided more lenient terms for financial covenant
requirements, and amended the terms of the draw loan to provide for additional advance amounts available to the Company for the
purposes of acquiring or improving real estate. In March 2017, the Company entered into Amendment No. 4, which waived the permitted
total Leverage Ratio for the first two quarters of 2017 and provided additional flexibility under the financial covenant requirements, and
extended the period during which funds may be drawn under the delayed draw loan. The delayed draw loan of $108.5 million was fully
drawn as of October 2017. In June 2017, the Company entered into Amendment No. 5, which, in addition to waiving the required Fixed
Charge Coverage Ratio for the period ended June 30, 2017, restricted the Company from making any dividend or other distribution
payments with respect to its equity unless the Company has achieved a Leverage Ratio of less than 4 to 1 for two consecutive fiscal
quarters and no Default or Event of Default (as defined in the Credit Agreement) exists or would exist following such payment. The
amount and timing of dividend payments otherwise remains subject to the judgment and approval of the Board of Directors. On November
7, 2017, the Company entered into Amendment No. 6 to the Credit Agreement, and Amendment No. 3 to its Loan Agreement for New
Markets

12

ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 8 — Long-Term Debt and Revolving Line of Credit (continued)
Tax Credit (the “NMTC Loan Agreement”), each of which, in addition to providing waivers for covenant defaults, provided for a minimum
EBITDA covenant, amended the pricing schedule, and amended certain reporting requirements. On February 28, 2018, the Company
entered into Amendment No. 7 to the Credit Agreement and on March 1, 2018 entered into Amendment No. 4 to the NMTC Loan
Agreement, each of which, in addition to providing waivers for covenant defaults, revised the minimum EBITDA covenant, amended the
pricing schedule, and amended certain reporting requirements. On April 19, 2018 the Company entered into Amendment No. 8 to the
Credit Agreement and Amendment No. 5 to the NMTC Loan Agreement, each of which, in addition to providing waivers for covenant
defaults, eliminated the Fixed Charge Coverage Ratio, Leverage Ratio and minimum EBITDA covenant requirements, increased the
borrowing capacity under the revolving line of credit by $21.0 million, established a debt service reserve of $12.9 million to pay principal
and interest payments and payment of fees due to the lenders and agents under the Credit Agreement, eliminated future reductions in the
advance rates on eligible accounts receivable and certain items of inventory, amended the pricing schedule, and amended certain reporting
requirements. On August 3, 2018, the Company entered into Amendment No. 9 to the Credit Agreement and Amendment No. 6 to the
NMTC Loan Agreement, which permitted the Company to borrow up to the full commitment under the revolving line of credit, which
includes a revolver commitment of $33.1 million and a debt reserve of $12.9 million, deferred future interest and principal payments until
October 31, 2018, amended the pricing schedule, and amended certain reporting and forecast requirements.
The Company previously disclosed its initiative to refinance its existing debt obligations, as well as to explore alternative financing and
capital-raising activities, in order to address its ongoing liquidity needs and to maintain sufficient access to the loan and capital markets on
commercially acceptable terms to finance its business. Amendment No. 8 to the Credit Agreement and Amendment No. 5 to the NMTC
Loan Agreement each included a timeline to achieve milestones associated with seeking a sale. In light of the Company’s ongoing efforts
with interested parties in executing such a solution, the Company’s lenders extended the Company’s deadline to negotiate and execute (i) a
purchase agreement for the sale of the Company’s equity or assets or (ii) a binding commitment from institutional lenders to refinance the
Company's debt obligations, in either case in an amount sufficient to repay the Company's debt obligations to its existing lenders in full,
from September 30, 2018 to October 26, 2018.
At October 26, 2018 and again on October 31, 2018, the Company was not in compliance with certain of these milestone date covenants
and other financial covenants in its Credit Agreement and NMTC Loan Agreement. The Company is currently negotiating an amendment to
its credit facilities to include, among other things, an extension of these milestone dates and a waiver of other financial covenants with its
lenders, though there can be no assurance the Company will be able to obtain such a waiver on terms that are satisfactory to it or at all. The
Company’s credit facilities have been amended or modified for each of the last eight quarters. The Company is currently working with its
lenders and advisors to evaluate, negotiate, and consummate a strategic alternative, which may include, but is not limited to, seeking a
restructuring, amendment or refinancing of existing debt through a private restructuring, a sale of a portion or all of the Company or its
assets, or reorganization under Chapter 11 of the Bankruptcy Code.
If the Company cannot make scheduled payments on its debt, the Company will be in default and, as a result, among other things, the
Company’s lenders could declare all outstanding principal and interest to be due and payable and the Company could be forced into
bankruptcy or liquidation or be required to substantially restructure or alter business operations or debt obligations.
While management is pursuing strategic alternatives as described above in order to address the Company’s ongoing liquidity needs and to
maintain sufficient access to the loan and capital markets on commercially acceptable terms to finance its business, there can be no
assurance that the Company will be able to obtain additional financing on terms that are satisfactory to it, or at all. The Company may also
need to seek another amendment of its Credit Agreement with its existing lenders. If the Company is unable to obtain another suitable
amendment and/or a refinancing is not completed, the bank syndicate could declare a default. There can be no assurance that the
Company’s existing lenders will agree to further waivers or amendments to the existing debt covenants.
As of September 30, 2018, the borrowings under the Credit Agreement and the term loan otherwise due in 2022 were classified as current
on the balance sheet due to these uncertainties regarding the Company’s ability to meet the existing debt covenants over the next twelvemonth period.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 8 — Long-Term Debt and Revolving Line of Credit (continued)
The terms of the Credit Agreement, as amended, consist of the following:
·

a $46.0 million revolving credit line due June 2020;

·

a $47.3 million Term Loan with a 5-year term due June 2020 with quarterly principal payments of $0.7 million for September
2015 through June 2016, $1.0 million for September 2016 through March 2018, and beginning in April 2018 through June
2020, monthly payments of $0.3 million, however under Amendment No. 9 to the Credit Agreement, future principal payments
are deferred until October 31, 2018; and

·

a $108.5 million delayed draw term loan, which was fully drawn in October 2017, due June 2020 with quarterly principal
payments beginning in September 2017 of 1.5% of the outstanding balance as of defined measurement dates through the draw
period ending December 2017. Beginning in December 2017 through March 2018, quarterly principal payments are $1.6
million, and beginning in April 2018 monthly payments of $0.5 million will be paid through June 2020, however under
Amendment No. 9 to the Credit Agreement, future principal payments are deferred until October 31, 2018.

Additionally, in connection with the NMTC transaction discussed in Note 14, the Company entered into an $11.1 million term loan with
U.S. Bank. This loan bears interest at a fixed rate of 4.4% and matures on December 29, 2022. The loan requires quarterly payments of
principal and interest of approximately $0.3 million, beginning in March 2016, with a balloon payment due on the maturity date.
Under the terms of the Credit Agreement, as amended, amounts outstanding bear interest at a variable rate of LIBOR plus a specified
margin. The specified margin was based on the Company’s quarterly Leverage Ratio, as defined in the Credit Agreement, as amended. The
following table outlines the specified margins and the commitment fees payable under the Credit Agreement, as amended, as of August 3,
2018. On October 19, 2018, the Company agreed that it may no longer request, and its lenders shall have no obligation to make,
Eurocurrency Advances or Eurocurrency Loans. Any such loans or advances must instead be Base Rate Loans or Base Rate Advances,
which may have the effect of increasing the average interest rate paid by the Company. The specified margins on base-rate loans and the
commitment fess payable remain the same:
LIBOR
Margin

Leverage Ratio
Less than 1.00
Greater than or equal to 1.00 but less than 2.00
Greater than or equal to 2.00 but less than 3.00
Greater than or equal to 3.00 but less than 3.50
Greater than or equal to 3.50 but less than 4.00
Greater than or equal to 4.00 but less than 4.50
Greater than or equal to 4.50 but less than 5.00
Greater than or equal to 5.00 but less than 6.00
Greater than or equal to 6.00

Base
Margin
1.25%
1.50%
1.75%
2.25%
2.50%
3.00%
3.50%
4.00%
9.00%

As of September 30, 2018, the Company’s weighted-average interest rate was 10.91%.
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0.00%
0.00%
0.00%
0.00%
0.25%
0.75%
1.25%
1.75%
6.75%

Commitment
Fee
0.15%
0.20%
0.25%
0.30%
0.35%
0.40%
0.45%
0.50%
3.55%

ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 8 — Long-Term Debt and Revolving Line of Credit (continued)
Long-term debt at September 30, 2018 and December 31, 2017 consisted of the following; however, pursuant to Amendment No. 9 to the
Credit Agreement, certain principal and interest payments on the term loans and delayed draw loan and principal payments on the revolving
line of credit were deferred until October 31, 2018:

Revolving line of credit, maturing on June 25, 2020
Delayed draw term loan, maturing on June 25, 2020, with quarterly principal payments beginning
in September 2017 of 1.5% of the outstanding balance as of defined measurement dates through
the draw period ending December 2017. Beginning in December 2017 through March 2018,
quarterly principal payments are $1.6 million, and beginning in April 2018 monthly payments of
$0.5 million will be paid through June 2020, excluding interest paid separately.
Term loan, maturing on June 25, 2020, with quarterly principal payments of $0.7 million for
September 2015 through June 2016, $1.0 million for September 2016 through March 2018, and
beginning in April 2018 through June 2020, monthly payments of $0.3 million, excluding
interest paid separately.
Term loan, maturing on December 29, 2022, due in quarterly installments of $0.3 million,
including interest
Capital lease obligations
Less: unamortized debt issuance costs

September 30,
December 31,
2018
2017
(In thousands)
$
44,650 $
16,844

Less current portion
$

101,093

105,305

35,933

38,600

9,731
32
(4,952)
186,487
186,455

10,019
33
(1,865)
168,936
168,903

32

$

33

Unamortized debt issuance costs at September 30, 2018 and December 31, 2017 consist of:
September 30,
December 31,
2018
2017
(In thousands)
$
1,160 $
432
2,368
615
900
274
524
544
$
4,952 $
1,865

Revolving line of credit
Delayed draw term loan, maturing on June 25, 2020
Term loan, maturing on June 25, 2020
Term loan, maturing on December 29, 2022

Borrowings under the revolving credit line are secured, in part, with qualified receivables and qualified inventory. As of September 30,
2018, the Company had $12.4 million of eligible accounts receivable and $12.1 million of eligible inventory pledged as collateral for the
revolving line of credit. Additionally, as of September 30, 2018, $12.4 million of the $12.9 million debt service reserve had been used to
pay principal, interest and fees due to the lenders and agents under the Credit Agreement.
Obligations under the Credit Agreement and the NMTC loan are secured by substantially all of the Company's assets. The Credit
Agreement contains representations and warranties, and affirmative and negative covenants customary for financings of this type,
including, but not limited to, limitations on additional borrowings, additional investments and asset sales. The Company has the right to
prepay borrowings under the Credit Agreement at any time without penalty.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 9 — Income Taxes
As of September 30, 2018, our annual estimated effective income tax rate was 28.3%. The annual estimated effective tax rate for 2018
differs from the statutory rate primarily due to state investment tax credits and state income taxes. The year-to-date effective income tax
rate as of September 30, 2018, differs from the estimated effective income tax rate primarily due to the Company establishing a valuation
allowance and a change in the Company’s estimated federal tax liabilities. The Company recorded a full valuation allowance against its
state deferred tax assets of approximately $6.7 million at September 30, 2018 as the Company believes it is more likely than not that the
deferred tax assets will not be realized. This assessment was based on the Company's going concern evaluation. As of September 30, 2017,
our annual estimated effective income tax rate was 55.9%. The annual estimated effective tax rate for 2017 differs from the statutory rate
due primarily to state investment tax credits, federal credits and foreign tax credits.
Note 10 — Earnings per Share
The computation of basic and diluted net income (loss) per common share for the three and nine-month periods ended September 30, 2018
and 2017 is as follows:

Net income (loss)

Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(In thousands, except share and per share data)
$
(15,982) $
705 $
(25,201) $
(2,202)

Weighted average shares outstanding
Effect of stock options
Weighted average shares outstanding- assuming dilution
Net income (loss) per common share:
Basic
Diluted
Stock options not included above because they were
anti-dilutive

10,670,348
10,670,348
$
$

(1.50) $
(1.50) $
983,009

10,429,091
10,429,091
0.07
0.07
939,425

10,670,348
10,670,348
$
$

(2.36) $
(2.36) $
983,009

10,366,373
10,366,373
(0.21)
(0.21)
939,425

*For the three and nine-month periods ended September 30, 2018 and for the nine-month period ended September 30, 2017, potentially
dilutive shares from options were excluded from the diluted earnings per share calculations due to the antidilutive effect such shares would
have on net loss per common share.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 11 — Stock Incentives
In April 2014, the Orchids Paper Products Company 2014 Stock Incentive Plan (the “2014 Plan”) was approved. The 2014 Plan replaced
the Orchids Paper Products Company 2005 Stock Incentive Plan (the “2005 Plan”) and provides for the granting of stock options and other
stock based awards to employees and Board members selected by the Board’s Compensation Committee. As of September 30, 2018, there
were 405,991 shares available for issuance under the 2014 Plan. On April 30, 2018, the stockholders of the Company approved an
amendment to the 2014 Plan increasing the number of shares of the Company’s Common Stock reserved for issuance under the 2014 Plan
from 400,000 to 800,000.
Stock Options with Time-Based Vesting Conditions
The grant date fair value of the following stock option grant was estimated using the Black-Scholes stock option valuation model. Stock
option valuation models require the input of highly subjective assumptions including expected stock price volatility. The following table
details the stock options granted to certain members of the Board of Directors and a certain member of management that were valued using
the Black-Scholes model and the assumptions used in the valuation model for those grants during the nine months ended September 30,
2018 and 2017.
Grant
Date
Apr 2018
Apr 2018
Feb 2018
Jul 2017
May 2017

Number
of Shares
20,000
40,000
10,000
76,500
40,000

Exercise
Price
$
7.90
$
6.43
$
11.14
$
12.22
$
19.95

Grant Date
Fair Value
$
3.25
$
2.54
$
4.30
$
2.31
$
3.40

Risk-Free
Interest Rate
2.72% - 2.76%
2.79%
2.65% - 2.74%
1.94% - 2.08%
1.81%

Estimated
Volatility
37.7% - 38.6%
40.6%
36.3% - 38.2%
33.7% - 33.9%
32.0%

Dividend
Yield
-%
5.12% - 5.15%
5.26%

Expected Life
(in years)
6 to 7
5
5 to 6
5 to 6
5

The Company expenses the cost of these stock options granted over the vesting period of the stock option based on the grant-date fair value
of the award. The Company recognizes forfeitures of stock options as they occur. There were 22,666 options forfeited during the nine
months ended September 30, 2018. There were 13,500 options exercised during the nine months ended September 30, 2017, with a
weighted average exercise price of $9.91. No stock options were exercised during the nine months ended September 30, 2018.
Stock Options with Market-Based Vesting Conditions
There were no stock options with market-based vesting conditions granted during the nine months ended September 30, 2018 or 2017.
There were 3,750 options and 1,875 options with market-based vesting conditions forfeited during the nine months ended September 30,
2018 and 2017 respectively.
Options Issued Outside of the 2014 Plan
There were no stock options granted outside of the 2014 Plan during the nine months ended September 30, 2018 or 2017.
Total Option Expense
The Company recognized the following expense related to stock options granted under the 2014 Plan:

Time-based vesting options
Market-based vesting options
Total stock option compensation expense

Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(In thousands)
(In thousands)
$
44
$
103 $
232
$
298
(4)
67
$
44
$
99 $
232
$
365
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 12 — Major Customers and Concentration of Credit Risk
The Company sells its paper products in the form of parent rolls and converted products. Revenues from converted product sales and parent
roll sales for the three and nine months ended September 30, 2018 and 2017 were:

Converted product net sales
Parent roll net sales
Total net sales

Three Months Ended September 30,
2018
2017
(In thousands)
$
44,022 $
42,007
4,701
3,165
$
48,723 $
45,172

Nine Months Ended September 30,
2018
2017
(In thousands)
$
128,371 $
109,602
14,458
9,367
$
142,829 $
118,969

Credit risk for the Company was concentrated in the following customers who each comprised more than 10% of the Company’s total net
sales during the three and nine months ended September 30, 2018 and 2017:

Converted product customer 1
Converted product customer 2
Converted product customer 3
Total percent of net sales

Three Months Ended September 30,
2018
2017
22%
28%
21
16
24
20
67%
64%

Nine Months Ended September 30,
2018
2017
23%
29%
15
16
27
15
65%
60%

On July 30, 2018, the Company received notice from one of its major customers that they intend to transition a major piece of business to
another supplier, effective 6 months from notice. The reason given for the change was “strategic” as the customer indicated this change is
part of a broader initiative to consolidate in half their number of suppliers and was not related to any issue with regards to service, quality,
or cost. The customer has provided a six month transition plan to allow time for the Company to secure alternative customers for the
capacity. The Company has effectively been executing its transition plan and expects to redeploy this capacity through new business
prospects that potentially include parent roll, contract manufacturing and retail sales. The Company will continue to support this customer
with excellence during the transition period. For the quarter ended September 30, 2018, this customer represented approximately 19% of
our converted product net sales.
At September 30, 2018 and December 31, 2017, the significant customers accounted for the following amounts of the Company’s accounts
receivable (in thousands):

Converted product customer 1
Converted product customer 2
Converted product customer 3
Total of accounts receivable

$

$

September 30, 2018
3,468
3,281
2,746
9,495

23% $
22
18
63% $

December 31, 2017
4,001
*
4,105
8,106

32%
*
33
65%

*Customer did not account for more than 10% of accounts receivable during the period indicated.
No other customers of the Company accounted for more than 10% of sales during these periods. The Company generally does not require
collateral from its customers and has not incurred any significant losses on uncollectible accounts receivable.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 13 — “At the Market” Stock Offering Program
In May 2017, the Company established an "at the market" stock offering program ("ATM Program") through which it may, from time to
time, issue and sell shares of its common stock having an aggregate gross sales price of up to $40.0 million through its sales agent. Sales of
the shares of common stock may be made on the NYSE American stock exchange at market prices and such other sales as agreed upon by
us and the sales agent. If the Company were to make sales under the ATM Program, the net proceeds would be used for general corporate
purposes, which may include, among other things, repayment of debt; strategic investments and acquisitions; capital expenditures; or for
other working capital requirements.
During the nine months ended September 30, 2018, no shares of common stock were sold under the ATM Program. During the nine
months ended September 30, 2017, 118,700 shares of common stock were sold under the ATM Program at a weighted average price of
$16.90, generating net proceeds of $1.8 million after giving effect to $0.2 million in sales agent commissions and other stock issuance
costs. As of September 30, 2018, $34.7 million of common stock remained available for issuance under the ATM Program.
Note 14 — New Market Tax Credit
In December 2015, the Company received approximately $5.1 million in net proceeds from financing agreements related to capital
expenditures at its Barnwell, South Carolina facility. This financing arrangement was structured with a third party financial institution (the
“NMTC Investor”) associated with U.S. Bank, an investment fund, and two community development entities (the “CDEs”) majority owned
by the investment fund. This transaction was designed to qualify under the federal New Market Tax Credit (“NMTC”) program, pursuant
to Section 45D of the Internal Revenue Code of 1986, as amended. Through this transaction, the Company has secured low interest
financing and the potential for future debt forgiveness related to the South Carolina facility. Upon closing of the NMTC transaction, the
Company provided an aggregate of approximately $11.1 million, which was borrowed from U.S. Bank, to the investment fund, in the form
of a loan receivable, with a term of 25 years, bearing an interest rate of 1.0% per annum. This $11.1 million in proceeds plus $5.1 million of
net capital from the NMTC Investor were contributed to and used by the CDEs to make loans in the aggregate of $16.2 million to a
subsidiary of the Company, Orchids Lessor SC, LLC (“Orchids Lessor”). These loans bear interest at a fixed rate of 1.275%. Orchids
Lessor used the loan proceeds to partially fund $18.0 million of the Company’s capital assets associated with the Barnwell facility. These
capital assets will serve as collateral to the financing arrangement. This transaction also includes a put/call feature whereby, at the end of a
seven-year compliance period, we may be obligated or entitled to repurchase the NMTC Investor’s interest in the investment fund. The
value attributable to the put price is nominal. Consequently, if exercised, the put could result in the forgiveness of the NMTC Investor’s
interest in the investment fund, and result in a net non-operating gain of up to $5.6 million. The call price will be valued at the net present
value of the cash flows of the lease inherent in the transaction.
The NMTC Investor is subject to 100% recapture of the New Market Tax Credits it receives for a period of seven years as provided in the
Internal Revenue Code and applicable U.S. Treasury regulations. The Company is required to be in compliance with various regulations and
contractual provisions that apply to the New Market Tax Credit arrangement. Noncompliance with applicable requirements could result in
the NMTC Investor’s projected tax benefits not being realized and, therefore, require the Company to indemnify the NMTC Investor for
any loss or recapture of New Market Tax Credits related to the financing until such time as the recapture provisions have expired under the
applicable statute of limitations. The Company does not anticipate any credit recapture will be required in connection with this financing
arrangement.
At September 30, 2018 and December 31, 2017, the NMTC Investor’s interest of $5.3 million and $5.2 million, respectively, is recorded in
other long-term liabilities on the consolidated balance sheet. At September 30, 2018 and December 31, 2017, the outstanding balance of
the amount borrowed from U.S. Bank to loan to the investment fund was $9.7 million and $10.0 million, respectively, and approximately
$0.5 million and $0.5 million, respectively, of unamortized debt issuance costs related to the above transactions are being amortized over
the life of the agreements. As of December 31, 2017, all proceeds from the arrangement have been utilized to fund capital assets associated
with the Barnwell facility.
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ORCHIDS PAPER PRODUCTS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED INTERIM FINANCIAL STATEMENTS (continued)
Note 15 – ODFA Pooled Financing
In September 2014, the Company entered into an agreement with the Oklahoma Development Finance Authority (“ODFA”) whereby the
ODFA agreed to provide the Company up to $3.5 million to fund a portion of the cost of a new paper production line before September 1,
2020. The agreement provides for the Oklahoma state withholding payroll taxes withheld by the Company from its employees to be placed
into the Community Economic Development Pooled Finance Revolving Fund – Orchids Paper Products (“Revolving Fund”). Each year on
September 1, beginning in 2015 and ending in 2020, the ODFA will return these state withholding taxes in the Revolving Fund to the
Company, up to an amount totaling $3.5 million. These amounts are recognized as a note receivable in other current assets in the
consolidated balance sheet and in other income in the consolidated statements of operations as they are withheld from employees.
As of September 30, 2018 and December 31, 2017, the Company had a note receivable of $0.1 million and $0.2 million, respectively,
related to amounts due under the ODFA pooled financing agreement. The Company recognized other income of $0.2 million and $0.1
million for the three months ended September 30, 2018 and 2017, respectively, and $0.5 million and $0.4 million for the nine months
ended September 30, 2018 and 2017, respectively, related to this agreement.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Information
The following Management’s Discussion and Analysis of Financial Condition and Results of Operations contains forward-looking
statements. These statements relate to, among other things:
●
●
●
●
●

our business strategy;
the market opportunity for our products, including expected demand for our products;
our estimates regarding our capital requirements;
our sales and earnings; and
any of our other plans, objectives, expectations, and intentions contained in this report that are not historical facts.

These statements relate to future events or future financial performance, and involve known and unknown risks, uncertainties and other
factors that may cause our actual results, levels of activity, performance or achievements to be materially different from any future results,
levels of activity, performance or achievements expressed or implied by such forward-looking statements. In some cases, you can identify
forward-looking statements by terminology such as “may,” “will,” “should,” “could,” “would,” “target,” “expects,” “plans,” “intends,”
“anticipates,” “believes,” “estimates,” “predicts,” “potential” or “continue” or the negative of such terms or other comparable terminology,
or by discussion of strategy that may involve risks and uncertainties. Although we believe that the expectations reflected in the forwardlooking statements are reasonable, we cannot guarantee future results, levels of activity, performance or achievements. These statements
are only predictions.
The forward-looking statements contained in this Form 10-Q reflect our views and assumptions only as of the date hereof. You should not
place undue reliance on forward-looking statements. We caution you that these forward-looking statements are only predictions, which are
subject to risks and uncertainties that could cause actual results to differ materially from those in the forward-looking statements. Some
factors that could materially affect our actual results, levels of activity, performance, or achievements are detailed under the caption “Risk
Factors” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2017, as filed with the SEC on March 16, 2018, and
include but are not limited to the following items:
●
●
●

●
●
●
●
●
●
●
●
●
●
●
●
●
●
●
●
●
●
●
●
●

our ability to continue as a going concern;
our ability to maintain adequate financial liquidity and to access adequate levels of capital on reasonable terms;
risks and uncertainties relating to our refinancing and strategic alternative activities, including our possible filing for bankruptcy
protection under Chapter 11 of the Bankruptcy Code, specifically our ability to comply with the terms of the Credit Agreement,
including completing various stages of the refinancing and/or strategic alternative within the dates specified by the Credit Agreement,
and the potentially disruptive effects of such activities on our business, financing and operational relationships;
our ability to meet loan covenant conditions or renegotiate such conditions with lenders;
increased costs related to the restructuring efforts;
our exposure to variable interest rates;
our significant indebtedness limits our free cash flow and subjects us to restrictive covenants relating to the operation of our business;
a substantial percentage of our converted product revenues are attributable to a small number of customers who may decrease or cease
purchases at any time;
our ability to maintain existing customers;
intense competition in our markets and aggressive pricing by our competitors could force us to decrease our prices and reduce our
profitability;
disruption in our supply or increase in the cost of fiber;
Fabrica’s failure to execute under the Supply Agreement;
our ability to obtain and maintain appropriate payment and other terms with customers, suppliers and service providers;
the additional indebtedness incurred to finance the construction of our South Carolina facility;
new competitors entering the market and increased competition in our region;
excess supply in the market may reduce our prices;
the availability of, and prices for, energy;
failure to purchase the contracted quantity of natural gas may result in financial exposure;
our ability to attract, motivate and retain management and other key employees;
labor interruption;
natural disaster or other disruption to our facilities;
ability to finance the capital requirements of our business;
cost to comply with existing and new laws and regulations;
failure to maintain an effective system of internal controls necessary to accurately report our financial results and prevent fraud;
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●
●
●
●

the parent roll market is a commodity market and subject to fluctuations in demand and pricing;
failure to perform as projected in our financial forecasts;
an inability to continue to implement our business strategies; and
inability to sell the capacity generated from our converting lines.

If any of these risks or uncertainties materialize, or if our underlying assumptions prove to be incorrect, actual results may vary significantly
from what we projected. Any forward-looking statement you read in the following Management’s Discussion and Analysis of Financial
Condition and Results of Operations reflects our current views with respect to future events and is subject to the risks listed above and other
risks, uncertainties, and assumptions relating to our operations, results of operations, growth strategy, and liquidity. We assume no
obligation to publicly update or revise these forward-looking statements for any reason, whether as a result of new information, future
events, or otherwise.
Overview of Our Business
We are a customer focused, national supplier of high-quality consumer tissue products. We produce bulk tissue paper, known as parent
rolls, and convert parent rolls into finished products, including paper towels, bathroom tissue and paper napkins. We generally sell parent
rolls not required by our converting operation to other converters. Our integrated manufacturing facilities have flexible production
capabilities, which allow us to produce high quality tissue products within short production times for customers in our target regions. This
vertical integration, a low variable cost per unit, and the use of operating leverage in securing a higher contribution margin on added
volume, we believe, all provide competitive advantage from a cost standpoint. We predominately sell our products under private labels to
our core customer base in the “at home” market, which consists primarily of dollar stores, discount retailers and grocery stores that offer
limited alternatives across a wide range of products. Our focus historically has been the dollar stores (which are also referred to as discount
retailers) and the broader discount retail market because of their overall market growth, consistent order patterns and low number of stock
keeping units (“SKUs”). The “at-home” tissue market consists of several quality levels, including a value tier, premium tier and ultrapremium tier. To a lesser extent, we service customers in the “away from home” market. Our core customer base in the “away from home”
market consists of companies in the janitorial market and food service market. Most of the products we sell in the “away from home”
market are included in the value tier. While we expect to continue to service this market in the near term, we currently do not consider the
“away from home” market a growth vehicle for us.
Our facilities have been designed to have the flexibility to produce and convert parent rolls across different product tiers and to use both
virgin and recycled fibers to maximize quality and to control costs. We own an integrated facility in Pryor, Oklahoma with modern
papermaking and converting equipment, which primarily services the central United States. We invested approximately $39 million at this
facility for a paper machine and a converting line. The paper machine has provided an additional 17,000 tons of parent roll capacity,
resulting in total capacity of approximately 74,000 tons of parent rolls per year at our Pryor facility. In addition, the converting line adds
12,500 tons of capacity, for a total of 82,500 tons of converting capacity in our Pryor facility. In June 2014, we expanded our geographic
presence to service the United States West coast through a strategic transaction with Fabrica de Papel San Francisco, S.A. de C.V.
(“Fabrica”), one of the largest tissue manufacturers by capacity in Mexico (the “Fabrica Transaction”). The Fabrica Transaction provided
us exclusive access to Fabrica’s U.S. customers, and the supply agreement (“Supply Agreement”) we entered into with Fabrica has
provided access to up to 19,800 tons of product each year at cost.
As part of our strategy to be a national supplier of high quality consumer tissue products, we constructed a world-class integrated tissue
operation in Barnwell, South Carolina, for a total investment of approximately $165 million. We believe that this new facility allows us to
better serve our existing customers in the Southeastern United States, while also enabling us to acquire new customers in this region. The
facility is designed to provide highly flexible, cost competitive production across all quality tiers with estimated parent roll capacity of
35,000 to 40,000 tons per year and estimated converting capacity of 30,000 to 32,000 tons per year. The paper machine utilizes a highly
versatile process capable of producing all quality grades, including ultra-premium tier products. The first converting line was operational in
the first quarter of 2016 and the second converting line was operational in the third quarter of 2016. The paper machine and de-inking plant
were operational in the second half of 2017.
We purchase various types of fibers to manufacture bulk rolls of tissue paper, called “parent rolls,” which we then convert into a broad line
of finished tissue products. The fiber we source to manufacture our parent rolls primarily consists of pre-consumer recycled grades, with a
lesser amount consisting of virgin kraft grades. As we continue our efforts to expand our product offerings into the higher quality tiers of
the market, the percentage of virgin kraft grades that we purchase will likely increase. Our paper mill in Pryor has a pulping process, which
takes recycled fibers and kraft fibers and processes them for use in our three paper machines. Our pulping operation has the ability to
selectively process our mixed basket of fibers to achieve maximum quality and to control costs. In 2015, we replaced two of our older
paper machines in Pryor with a new paper machine, which increased our tissue papermaking capacity from approximately 57,000 tons to
approximately 74,000 tons, depending upon the mix of paper grades produced.
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Generally, our parent roll production operation runs on a 24/7 operating schedule. Parent rolls we produce in excess of converting
production requirements are sold, subject to other inventory management considerations, on the open market. Our strategy is to sell all of
the parent rolls we manufacture as converted products (such as paper towels, bathroom tissue and napkins), which generally carry higher
margins than non-converted parent rolls. Parent rolls are a commodity product and thus are subject to market pricing. We plan to continue
to sell any excess parent roll capacity on the open market as long as market pricing is profitable. When converting production requirements
exceed paper mill capacity, we supplement our papermaking capacity by purchasing parent rolls on the open market, which we believe has
an unfavorable impact on our gross profit margin.
We supply both large national customers and regional customers while targeting high growth regions of the United States and high growth
distribution channels. Our largest customers are Dollar General, Walmart (including Sam’s Club) and Family Dollar (including its parent,
Dollar Tree). Sales to these three customers represented approximately 65% of our total sales in the first nine months of 2018.
Our products are a daily consumable item. Therefore, the order stream from our customer base is fairly consistent with limited seasonal
fluctuations. Changes in the national economy do not materially affect the market for our products due to their non-discretionary nature and
high degree of household penetration; however, discount stores, a principal element of our customer base, may have higher sales during
economic downturns. Demand for tissue typically grows in line with overall population, and our customers are typically located in regions
of the U.S. where the population is growing faster than the national average. Private label markets have been growing as more consumers
watch for value; however, competition between brand names and private labels continue a give and take. We are also introducing and
expanding upon our brand-lines.
We focus our sales efforts on areas within approximately 500 miles of our manufacturing facilities, as we believe this radius maximizes our
freight cost advantage. Our target region around our Oklahoma facility includes the lower Mid-West. The Fabrica Transaction allowed us
to more effectively service customers that are located in the Southwest. We believe our manufacturing facility in Barnwell, South Carolina
will help us meet the growing demand in the Southeast. Demand for tissue in the “at home” tissue market has historically been closely
correlated to population growth and, as such, performs well in a variety of economic conditions. Our expanded target region has
experienced strong population growth in the past years relative to the national average, and these trends are expected to continue.
Our products are sold primarily under our customers’ private labels and, to a lesser extent, under our brand names such as Orchids
Supreme®, Clean Scents™, Orchids Trends™, Virtue®, Tackle®, Colortex®, Velvet®, and Big Mopper®. The Fabrica Transaction gave
us the exclusive right to sell products under Fabrica’s brand names in the United States, including under the names Virtue®, Truly Green®,
Golden Gate Paper® and Big Quality®. All of our converted product net sales are derived through truckload purchase orders from our
customers. Parent roll net sales are derived from purchase orders that generally cover a one-month time-period. We do not have supply
contracts with any of our customers, which is the standard practice within our industry.
Our profitability depends on several key factors, including but not limited to:
●
●
●
●
●
●
●
●
●

the types and costs of fiber used in producing paper;
the volume of converted product produced and sold;
the efficiency of operations in both our paper mills and converting facilities;
freight costs;
the market price of our products;
the cost of energy;
the costs of labor and maintenance;
financial leverage undertaken, inclusive of its impacts upon interest expense and debt service; and
capital spending requirements, inclusive of impacts upon depreciation.

The private label tissue market is highly competitive, and many discount retail customers are extremely price sensitive. As a result, it is
difficult to affect price increases. We expect these competitive conditions to continue.
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Recent Events
Ongoing Efforts to Address Liquidity
In order to address our substantial indebtedness, as well as financial covenant violations under our credit facilities and other issues, as
described in Note 8 – Long-Term Debt and Revolving Line of Credit, we have engaged advisors to assist with the evaluation of strategic
alternatives, which may include, but are not limited to, seeking a restructuring, amendment or refinancing of existing debt through a private
restructuring, a sale of a portion or all of the Company or its assets, or reorganization under Chapter 11 of the Bankruptcy Code. Costs
associated with this process were approximately $2.1 million in the three months ended September 30, 2018. There can be no assurances
that our efforts will be successful in addressing these issues. Please see Note 2 – Going Concern as well as “Liquidity and Capital
Resources” for further information.
Customers
On July 30, 2018, we received notice from one of our major customers that it intends to transition a major piece of business to another
supplier, effective February 1, 2019. The reason given for the change was “strategic” as our customer indicated this change is part of a
broader initiative to consolidate in half their number of suppliers and was not related to any issue with regards to our service, quality, or
cost. The customer has provided a six month transition plan to allow us time to secure alternative customers for the capacity. We have
effectively been executing our transition plan and expect to redeploy this capacity through new business prospects that potentially include
parent roll, contract manufacturing and retail sales. We will continue to support this customer with excellence during the transition period.
For the quarter ended September 30, 2018, this customer represented approximately 19% of our converted product net sales.
Comparative Three Months Ended September 30, 2018 and 2017
Net Sales
Three Months Ending September 30,
2018
2017
(In thousands)
$
44,022 $
42,007
4,701
3,165
$
48,723 $
45,172

Converted product net sales
Parent roll net sales
Total net sales

Net sales for the three months ended September 30, 2018 were $48.7 million, increasing $3.5 million, or 7.9%, from the year-ago period.
Converted product net sales were $44.0 million, a year over year increase of 4.8%, and parent roll net sales were $4.7 million, up 48.5%
over the third quarter of 2017. The increase in converted product net sales was due to higher sales from our Pryor facility and under the
Supply Agreement. Parent roll net sales growth was driven by an increase in the volume of excess parent rolls sold from Barnwell. We
generally endeavor to run our paper-making mills at capacity, and production that is not needed to support converted product sales is sold
as parent rolls.
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Cost of Sales
Three Months Ending September 30,
2018
2017
(In thousands, except gross profit margin %)
$
44,696
$
39,315
3,804
3,117
$
48,500
$
42,432

Cost of goods sold
Depreciation
Cost of sales
Gross profit
Gross profit margin %

$

223
0.5%

$

2,740
6.1%

The major components of cost of sales are the cost of internally produced paper, raw materials, direct labor and benefits, freight costs of
products shipped to customers, insurance, repairs and maintenance, energy, utilities, depreciation and the cost of converted products
purchased under the Supply Agreement with Fabrica.
Cost of sales for the quarter ended September 30, 2018, increased $6.1 million, or 14.3%, to $48.5 million, from $42.4 million for the same
period in 2017. Total cost of sales was 99.5% of net sales in the third quarter of 2018 compared to 93.9% in the third quarter of 2017. Cost
of goods sold, net of depreciation, increased by $5.4 million to 91.7% of net sales, compared to 87.0% for the third quarter of 2017, as
input costs, including fiber, and freight costs increased compared to the same period last year. Total depreciation increased to 7.8% of net
sales in the third quarter of 2018 compared to 6.9% in the prior year period, reflecting higher depreciation expense attributable to the
Barnwell assets that were placed in service near the end of 2017.
Gross Profit
Gross profit for the quarter ended September 30, 2018, decreased $2.5 million, or 91.9%, to $0.2 million from $2.7 million for the same
period in 2017. Gross profit as a percentage of net sales in the third quarter of 2018 was 0.5%, down from 6.1% in the year-ago quarter.
The compression in gross profit margin was due to the unfavorable impact of a higher cost structure, which includes increased overhead
costs of the Barnwell, South Carolina facility that are not fully absorbed by production and sales. Gross profit margins remain under
pressure from challenging, industry-wide conditions, as input costs including fiber and freight increased compared to the same period last
year. These negative impacts were partially offset by increased sales volume combined with higher average selling prices, which reflected a
change in the mix of products sold due to the ramp of the ultra-premium retail business.
Selling, General and Administrative Expenses
Three Months Ending September 30,
2018
2017
(In thousands, except SG&A as a % of net sales)
$
184
$
219
5,281
2,807
$
5,465
$
3,026

Commission expense
Other selling, general & administrative expense
Selling, general & administrative expenses (SG&A)
SG&A as a % of net sales

11.2%

6.7%

Selling, general and administrative (“SG&A”) expenses include salaries, commissions to brokers and other miscellaneous expenses. SG&A
expenses increased to $5.5 million for the quarter ended September 30, 2018, compared to $3.0 million for the same period in 2017. The
increase in SG&A was due to professional and consulting fees associated with our previously announced initiatives to review strategic
alternatives and our debt refinancing efforts. As a percentage of net sales, selling, general and administrative expenses were 11.2% in the
third quarter of 2018 compared to 6.7% for the same period in 2017.
Operating Loss
As a result of the foregoing factors, operating loss for the quarter ended September 30, 2018, was $5.5 million compared to operating loss
of $0.5 million for the same period of 2017.
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Interest Expense and Other Income

Interest expense
Other income, net

Three Months Ending September 30,
2018
2017
(In thousands)
$
5,820 $
827
(194)
(42)

Loss before income taxes

$

(11,101) $

(1,304)

Interest expense includes interest on debt and amortization of deferred debt issuance costs. Interest expense increased $5.0 million in the
third quarter of 2018 to $5.8 million from $0.8 million for the same period in 2017, primarily due to higher debt balances and higher
interest rates. Additionally, capitalization of interest expense attributable to financing the construction of the Barnwell facilities ended with
the completion of the project. Interest expense for the third quarter of 2017 excluded $1.6 million of capitalized interest. There was no
interest capitalized in the third quarter of 2018.
Other income for the three months ended September 30, 2018 and 2017, included $0.2 million and $0.1 million, respectively, of income
related to our pooled financing agreement with the Oklahoma Development Finance Authority (“ODFA”).
Loss Before Income Taxes
As a result of the foregoing factors, loss before income taxes was $11.1 million for the quarter ended September 30, 2018, compared to a
loss before income taxes of $1.3 million for the same period in 2017.
Comparative Nine Months Ended September 30, 2018 and 2017
Net Sales
Nine Months Ending September 30,
2018
2017
(In thousands)
$
128,371 $
109,602
14,458
9,367
$
142,829 $
118,969

Converted product net sales
Parent roll net sales
Total net sales

Net sales for the nine months ended September 30, 2018 were $142.8 million, an increase of $23.9 million, or 20.1%, from the year-ago
period. Converted product net sales were $128.4 million, a year over year increase of 17.1%, and parent roll net sales were $14.4 million,
up 54.4% over the nine months ended September 30, 2017. The increase in converted product net sales was primarily due to the ramp of
new customer sales volume. Parent roll net sales growth was driven by an increase in the volume of excess parent rolls sold from Barnwell.
We generally endeavor to run our paper-making mills at capacity, and production that is not needed to support converted product sales is
sold as parent rolls.
Cost of Sales
Nine Months Ending September 30,
2018
2017
(In thousands, except gross profit margin %)
$
126,640
$
103,188
12,498
9,558
$
139,138
$
112,746

Cost of goods sold
Depreciation
Cost of sales
Gross profit
Gross profit margin %

$

26

3,691
2.6%

$

6,223
5.2%

Cost of sales for the nine months ended September 30, 2018, increased $26.4 million, or 23.4%, to $139.1 million, from $112.7 million for
the same period of 2017. Total cost of sales was 97.4% of net sales in the nine months ended September 30, 2018 compared to 94.8% in the
nine months ended September 30, 2017. Cost of goods sold, net of depreciation, increased by $23.5 million to 88.7% of net sales, compared
to 86.7% for 2017, as input costs, including fiber, and freight costs increased year over year. Total depreciation increased to 8.8% of net
sales in the first nine months of 2018 compared to 8.0% in the prior year period, reflecting higher depreciation expense attributable to the
Barnwell assets that were placed in service near the end of 2017.
Gross Profit
Gross profit for the nine months ended September 30, 2018, decreased $2.5 million, or 40.7%, to $3.7 million from $6.2 million for the
same period in 2017. Gross profit as a percentage of net sales in the nine months ended September 30, 2018 decreased to 2.6%, from 5.2%
in the year-ago period. The year over year compression in gross profit margin was due to the unfavorable impact of a higher cost structure,
which includes increased overhead costs of the Barnwell, South Carolina facility that are not fully absorbed by production and sales.
Additionally, cost associated with Barnwell’s start-up activities have increased year over year. Gross profit margins remain under pressure
from challenging, industry-wide conditions, as input costs including fiber and freight increased year over year. These negative impacts were
partially offset by increased sales volume combined with higher average selling prices, which reflected a change in the mix of products sold
due to the ramp of the ultra-premium retail business.
Selling, General and Administrative Expenses
Nine Months Ending September 30,
2018
2017
(In thousands, except SG&A as a % of net sales)
$
565
$
615
14,233
8,319
$
14,798
$
8,934

Commission expense
Other selling, general & administrative expense
Selling, general & administrative expenses (SG&A)
SG&A as a % of net sales

10.4%

7.5%

SG&A expenses increased to $14.8 million for the nine months ended September 30, 2018, compared to $8.9 million for the same period in
2017. The increase in SG&A was due to professional and consulting fees associated with our previously announced initiatives to review
strategic alternatives and our debt refinancing efforts. As a percentage of net sales, selling, general and administrative expenses were 10.4%
for the nine months ended September 30, 2018 compared to 7.5% for the same period in 2017.
Operating Loss
As a result of the foregoing factors, operating loss for the nine months ended September 30, 2018, was $11.8 million compared to operating
loss of $3.4 million for the same period of 2017.
Interest Expense and Other Income

Interest expense
Other income, net

Nine Months Ending September 30,
2018
2017
(In thousands)
$
13,739 $
1,904
(526)
(324)

Loss before income taxes

$

(25,019) $

(4,990)

Interest expense includes interest on debt and amortization of deferred debt issuance costs. Interest expense increased $11.8 million in the
first nine months of 2018 to $13.7 million from $1.9 million for the same period in 2017, primarily due to higher debt balances and higher
interest rates. Additionally, capitalization of interest expense attributable to financing the construction of the Barnwell facilities ended with
the completion of the project. Interest expense for the first nine months of 2017 excluded $3.5 million of capitalized interest. There was no
interest capitalized in the first nine months of 2018.
Other income for the nine months ended September 30, 2018 and 2017, included $0.5 million and $0.4 million, respectively, of income
related to our pooled financing agreement with the ODFA.
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Loss Before Income Taxes
As a result of the foregoing factors, loss before income taxes was $25.0 million for the nine months ended September 30, 2018, compared
to a loss before income taxes of $5.0 million for the same period in 2017.
Income Tax Provision
As of September 30, 2018, our annual estimated effective income tax rate was 28.3%. The annual estimated effective tax rate for 2018
differs from the statutory rate due primarily to state investment tax credits and state income taxes. The year-to-date effective income tax
rate as of September 30, 2018, differs from the estimated effective income tax rate primarily due to the Company establishing a valuation
allowance and a change in the Company’s estimated federal tax liabilities. The Company recorded a full valuation allowance against its
state deferred tax assets of approximately $6.7 million at September 30, 2018 as the Company believes it is more likely than not that the
deferred tax assets will not be realized. This assessment was based on the Company's going concern evaluation. As of September 30, 2017,
our annual estimated effective income tax rate was 55.9%. The annual estimated effective tax rate for 2017 differs from the statutory rate
due primarily to state investment tax credits, federal credits and foreign tax credits.
Liquidity and Capital Resources
Liquidity refers to the liquid financial assets available to fund our business operations and pay for near-term obligations. Liquid financial
assets consist of cash and unused borrowing capacity under our revolving credit facility. Liquidity is also generated through the
management of working capital, for example, the collection of trade or tax receivables. As product inventories and trade accounts
receivable change, availability under our revolving line of credit changes. Draws upon or repayments of the revolving line of credit may
largely offset changes in working capital. Our cash requirements have historically been satisfied through a combination of cash flows from
operations, equity financings and debt financings. We expect this trend to continue, although there can be no assurance that cash flows from
operations and debt financings will continue to be sufficient to enable us to continue to fund our operations.
Recently, the most significant event effecting our liquidity and capital needs was the construction of our integrated converting facility in
Barnwell, South Carolina, consisting of two converting lines, a converting building, a paper mill building, a paper machine capable of
producing structured tissue, equipment capable of utilizing recycled paper, warehouse facilities, and other supporting equipment and
facility-space at a total cost of $165 million. Financing for this project was provided through a combination of: (i) refinancing and
expansion of our credit facility with U.S. Bank; (ii) a follow-on offering of 1.5 million shares of our common stock, which provided net
proceeds of $32.1 million; and (iii) a New Market Tax Credit (“NMTC”) transaction, under which we received $16.2 million of proceeds,
and (iv) operating cash flows.
In April 2015, we entered into our Second Amended and Restated Credit Agreement (the “Credit Agreement”) with U.S. Bank National
Association (“U.S. Bank”) to add $40 million of borrowing capacity under a delayed draw term loan. In June 2015, we entered into
Amendment No. 2 to obtain additional borrowing capacity. This amendment combined $20.0 million outstanding under an existing
revolving line of credit and $27.3 million outstanding under an existing term loan into a $47.3 million term loan, increased the delayed
draw facility from $40 million to $115 million (later amended to $108.5 million), and extended the maturity of the delayed draw facility
from August 2015 to June 2020. Proceeds from the delayed draw term loan were used solely to finance the purchase and installation of new
equipment and construction at the Barnwell, South Carolina facility. In January 2017, we entered into Amendment No. 3, which increased
the total loan commitment, amended the pricing schedule, provided more lenient terms for financial covenant requirements, and amended
the terms of the draw loan to provide for additional advance amounts available to us for the purposes of acquiring or improving real estate.
In March 2017, we entered into Amendment No. 4, which waived the permitted total Leverage Ratio for the first two quarters of 2017 and
provided additional flexibility under the financial covenant requirements, and extended the period during which funds may be drawn under
the delayed draw loan. The delayed draw loan of $108.5 million was fully drawn as of October 2017. In June 2017, we entered into
Amendment No. 5, which, in addition to waiving the required Fixed Charge Coverage Ratio for the period ended June 30, 2017, restricted
us from making any dividend or other distribution payments with respect to our equity unless we have achieved a Leverage Ratio of less
than 4 to 1 for two consecutive fiscal quarters and no Default or Event of Default (as defined in the Credit Agreement) exists or would exist
following such payment. The amount and timing of dividend payments otherwise remains subject to the judgment and approval of the
Board of Directors. On November 7, 2017, we entered into Amendment No. 6 to the Credit Agreement, and Amendment No. 3 to our Loan
Agreement for New Markets Tax Credit (the “NMTC Loan Agreement”), each of which, in addition to providing waivers for covenant
defaults, provided for a minimum EBITDA covenant, amended the pricing schedule, and amended certain reporting requirements. On
February 28, 2018, we entered into Amendment No. 7 to the Credit Agreement and on March 1, 2018 entered into Amendment No. 4 to the
NMTC Loan Agreement, each of which, in addition to providing waivers for covenant defaults, revised the minimum EBITDA covenant,
amended the pricing schedule, and amended certain reporting requirements. On April 19, 2018, we entered into Amendment No. 8 to the
Credit Agreement and Amendment No. 5 to the NMTC Loan Agreement, each of which, in addition to providing waivers for covenant
defaults, eliminated the Fixed Charge Coverage Ratio, Leverage Ratio and minimum EBITDA covenant requirements, increased the
borrowing capacity under the revolving line of credit by $21.0 million, established a debt service reserve of $12.9 million to pay principal
and interest payments and payment of fees due to the lenders and agents under the Credit Agreement, eliminated future reductions in the
advance rates on eligible accounts receivable and certain items of inventory, amended the pricing schedule, and amended certain reporting
requirements. On August 3, 2018, we entered into Amendment No. 9 to the Credit Agreement and Amendment No. 6 to the NMTC Loan
Agreement, which permitted us to borrow up to the full commitment under the revolving line of credit, which includes a revolver
commitment of $33.1 million and a debt reserve of $12.9 million, deferred future interest and principal payments until October 31, 2018,
amended the pricing schedule, and amended certain reporting and forecast requirements.
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We previously disclosed our initiative to refinance our existing debt obligations, as well as to explore alternative financing and capitalraising activities, in order to address our ongoing liquidity needs and to maintain sufficient access to the loan and capital markets on
commercially acceptable terms to finance our business. Amendment No. 8 to the Credit Agreement and Amendment No. 5 to the NMTC
Loan Agreement each included a timeline to achieve milestones associated with seeking a sale. In light of our ongoing efforts with
interested parties in executing such a solution, our lenders extended the deadline for us to negotiate and execute (i) a purchase agreement
for the sale of our equity or assets or (ii) a binding commitment from institutional lenders to refinance our debt obligations, in either case in
an amount sufficient to repay our debt obligations to our existing lenders in full, from September 30, 2018 to October 26, 2018.
At October 26, 2018 and again on October 31, 2018, we were not in compliance with certain of these milestone date covenants and other
financial covenants in our Credit Agreement and NMTC Loan Agreement. We are currently negotiating an amendment to our credit
facilities to include, among other things, an extension of these milestone dates and a waiver of other financial covenants with our lenders,
though there can be no assurance we will be able to obtain such a waiver on terms that are satisfactory to us or at all. Additionally, on
October 19, 2018, we agreed that we may no longer request, and our lenders shall have no obligation to make, Eurocurrency Advances or
Eurocurrency Loans under the Credit Agreement. Any such loans or advances must instead be Base Rate Loans or Base Rate Advances,
which may have the effect of increasing the average interest rate paid by us. Our credit facilities have been amended or modified for each
of the last eight quarters. We are currently working with our lenders and advisors to evaluate, negotiate, and consummate a strategic
alternative, which may include, but is not limited to, seeking a restructuring, amendment or refinancing of existing debt through a private
restructuring, a sale of a portion or all of the Company or its assets, or reorganization under Chapter 11 of the Bankruptcy Code.
If we cannot maintain compliance with the financial covenants in our credit facilities or make scheduled payments on our debt, we will be
in default. As a result, among other things, our lenders could declare all outstanding principal and interest to be due and payable and we
could be forced into bankruptcy or liquidation or be required to substantially restructure or alter business operations or debt obligations. See
Part II, Item 1A, “Risk Factors” in this Form 10-Q, for further discussion of the risks associated with our ability to service all of our
existing indebtedness and ability to maintain compliance with financial covenants in our credit facilities.
As of September 30, 2018, the borrowings under the Credit Agreement and the term loan otherwise due in 2022 were classified as current
on the balance sheet due to these uncertainties regarding our ability to meet the existing debt covenants over the next twelve-month period.
Advances under the facility bear interest at variable rates. The term loan is payable in monthly installments of $0.3 million through June
2020, with a balloon payment due on the maturity date, while borrowings against the delayed draw term loan facility are payable in
monthly installments of $0.5 million through June 2020, with a balloon payment due on the maturity date.
Additionally, in connection with the NMTC transaction, we entered into an $11.1 million term loan with U.S. Bank (the “NMTC Loan
Agreement”). This loan bears interest at a fixed rate of 4.4% and matures on December 29, 2022. The loan requires quarterly payments of
principal and interest of approximately $0.3 million, beginning in March 2016, with a balloon payment due on the maturity date.
Cash increased $1.3 million to $5.1 million at September 30, 2018, compared to $3.8 million at December 31, 2017. During the nine
months ended September 30, 2018, we used $11.4 million in operating activities, incurred $3.5 million of capital expenditures and received
$20.6 million of borrowings under our credit facility, net of principal repayments and debt issuance costs.
As of September 30, 2018, total debt outstanding was $191.4 million. Cash as of September 30, 2018, totaled $5.1 million, resulting in a
net debt level of $186.3 million. This compares to $170.8 million in total debt and cash of $3.8 million as of December 31, 2017, resulting
in a net debt level of $167.0 million.
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The following table summarizes key cash flow information for the nine months ended September 30, 2018 and 2017:
Nine Months Ended September 30,
2018
2017
(In thousands)
Cash flow provided by (used in):
Operating activities
Investing activities
Financing activities

$

(11,442) $
(3,509)
16,445

8,296
(44,053)
27,819

Cash flows used in operating activities were $11.4 million for the nine months ended September 30, 2018. Operating activities excluding
changes in working capital used $11.1 million of cash, reflecting a net cash loss. Changes in working capital used $0.3 million of operating
cash flows, as increases in accounts receivable and inventory were largely offset by increases in accounts payable and accrued liabilities.
Cash flows used in investing activities were $3.5 million for the nine months ended September 30, 2018, due to expenditures on capital
projects during the period.
Cash flows provided by financing activities were $16.4 million for the nine months ended September 30, 2018, primarily due to $27.8
million of borrowings under our credit facility, net of $7.2 million of principal debt repayments and $4.2 million of debt issuance costs
incurred.
Cash flows provided by operating activities were $8.3 million for the nine months ended September 30, 2017. Operating cash flows
excluding changes in working capital were $5.9 million, reflecting cash earnings net of a decrease in deferred income taxes. Changes in
working capital provided $2.4 million of operating cash flows, largely due to a decrease in income tax receivables and an increase in
accounts payable net of increases in accounts receivable and inventory.
Cash flows used in investing activities were $44.1 million for the nine months ended September 30, 2017, due to expenditures on capital
projects during the period, primarily associated with our South Carolina facility.
Cash flows provided by financing activities were $27.8 million for the nine months ended September 30, 2017, primarily due to $34.5
million of borrowings under our credit facility, net of $5.0 million of principal debt repayments and $3.6 million of cash dividends paid to
stockholders.
Dividends of $3.6 million declared in the first quarter of 2017 were paid in the second quarter of 2017, after the balance sheet date. In the
second quarter of 2017, our Board of Directors considered it prudent to suspend the quarterly dividend to preserve financial flexibility and
ensure capital is appropriately allocated to advance the success of our business. Additionally, in June 2017 we entered into Amendment No.
5 to the Credit Agreement, which restricts our ability to make any dividend or other distribution payment with respect to our equity unless
we have achieved a Leverage Ratio of less than 4 to 1 for two consecutive fiscal quarters and no Default or Event of Default (as defined in
the Credit Agreement) exists or would exist following such payment. The amount and timing of dividend payments otherwise remains
subject to the judgment and approval of the Board of Directors. The declaration and payment of future dividends to holders of our common
stock will be based upon many factors, including our financial condition, earnings, capital requirements of our businesses, legal
requirements, regulatory constraints, industry practice, restrictions under our credit agreements, and other factors that the Board of
Directors deems relevant. The Board of Directors retains the power to modify, suspend or cancel our dividend policy in any manner and at
any time as it may in its discretion deem necessary or appropriate.
Critical Accounting Policies and Estimates
The preparation of our financial statements and related disclosures in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and judgments that affect our reported amounts of assets and liabilities,
revenues and expenses, and related disclosures of contingent assets and liabilities. On an on-going basis, we evaluate our estimates and
assumptions based upon historical experience and various other factors and circumstances. Management believes that our estimates and
assumptions are reasonable under the circumstances; however, actual results may vary from these estimates and assumptions under different
future circumstances. We have identified the following critical accounting policies that affect the more significant judgments and estimates
used in the preparation of our financial statements:
Accounts Receivable. Accounts receivable consist of amounts due to us from normal business activities. Our management must make
estimates of accounts receivable that will not be collected. We perform ongoing credit evaluations of our customers and adjust credit limits
based upon payment history and the customer’s creditworthiness as determined by our review of their current credit information. We
continuously monitor collections and payments from our customers and maintain a provision for estimated losses based on historical
experience and specific customer collection issues that we have identified. Trade receivables are written-off when all reasonable collection
efforts have been exhausted, including, but not limited to, external third-party collection efforts and litigation. While such credit losses have
historically been within management’s expectations and the provisions established, there can be no assurance that we will continue to
experience the same credit loss rates as in the past. During the nine months ended September 30, 2018, based on sales levels, historical
experience and an evaluation of the quality of existing accounts receivable, the allowance for doubtful accounts was decreased by $0.3
million. During the nine months ended September 30, 2017, changes to the allowance for doubtful accounts were immaterial.
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Inventory. Our inventory consists of converted finished goods, bulk paper rolls and raw materials stated at the lower of cost or net
realizable value. Cost is based on standard cost, specific identification, or first-in, first-out (“FIFO”) method. Standard costs approximate
actual costs on a FIFO basis. Material, labor and factory overhead necessary to produce the inventories are included in the standard cost to
the extent such input costs do not result in values in excess of net realizable value. Our management regularly reviews inventory quantities
on hand and records a provision for excess and obsolete inventory based on the age of the inventory and forecasts of product demand. A
significant decrease in demand could result in an increase in the amount of excess inventory quantities on hand. During the first nine
months of 2018, the inventory allowance increased $0.1 million based on a specific review of estimated slow moving or obsolete inventory
items. During the first nine months of 2017, the inventory allowance increased $0.4 million based on a specific review of estimated slow
moving or obsolete inventory items and decreased $0.3 million due to actual write-offs of obsolete inventory items, resulting in a net
increase in the allowance of $0.1 million.
Property, Plant and Equipment. Significant capital expenditures are required to establish and maintain paper mills and converting facilities.
Our property, plant and equipment consists of land, buildings and improvements, machinery and equipment, vehicles, parts and spares and
construction-in-process, which are stated at cost, net of accumulated depreciation. Depreciation of property, plant and equipment is
calculated using the straight-line method over the estimated useful lives of the assets. Our management regularly reviews estimated useful
lives to determine whether any changes are necessary to reflect the related assets’ actual productive lives. The lives of our property, plant
and equipment currently range from 2.5 to 40 years. Spare parts that are maintained to keep the Company’s machinery and equipment in
working order are capitalized and expensed when used rather than depreciated. During the first nine months of 2018, the reserve for spare
parts increased $0.4 million based on management’s estimate of excess and obsolete inventory of spare parts. During the first nine months
of 2017, changes to the reserve for spare parts were immaterial.
Stock-based Compensation. U.S. GAAP requires equity-classified, share-based payments to employees, including grants of employee stock
options, to be valued at fair value on the date of grant and to be expensed over the applicable vesting period. We recognize this expense on
a straight-line basis over the options’ expected terms. We issue stock options that vest over a specified period (time-based vesting) and
stock options that vest when the price of our common stock reaches a certain price (market-based vesting).
We granted options to purchase 70,000 shares and 116,500 shares of our common stock in the first nine months of 2018 and 2017,
respectively. We recorded stock-based compensation expense of $0.2 million and $0.4 million during the nine-month periods ended
September 30, 2018 and 2017, respectively, in connection with the option grants.
We estimate the grant date fair value of time-based stock option awards using the Black-Scholes option valuation model, which requires
assumptions involving an estimate of the fair value of the underlying common stock on the date of grant, the expected term of the options,
volatility, discount rate and dividend yield. Separate values were determined for options having exercise prices ranging from $6.43 to
$31.33. For options valued using the Black-Scholes option valuation model, we calculated expected option terms based on the “simplified”
method for “plain vanilla” options, due to our limited exercise information. The “simplified method” calculates the expected term as the
average of the vesting term and the original contractual term of the options. We calculated volatility using the historical daily volatilities of
our common stock for a period of time reflective of the expected option term, while the discount rate was estimated using the interest rate
for a treasury note with the same contractual term as the options granted. Dividend yield is estimated at our current dividend rate, with
adjustments for any known future changes in the rate.
We engaged a valuation specialist to estimate the grant date fair value of market-based stock option awards. Separate values were
determined for options having exercises prices ranging from $25.24 to $31.13. The specialist utilizes a Monte Carlo valuation method to
estimate the grant date fair value of the options granted in order to simulate a range of our possible future stock prices. Significant
assumptions to the Monte Carlo method include the expected life of the option, volatility and dividend yield. The expected life of the
option is based on the average of the service period and the contractual term of the option, using the “simplified” method for “plain vanilla”
options. Volatility is calculated based on a mix of historical and implied volatility during the expected life of the options. Historical
volatility is considered since our IPO and implied volatility is based on the publicly traded options of a three company peer group within
the paper industry. Dividend yield is estimated based on our average historical dividend yield and our current dividend yield as of the grant
date. The Monte Carlo analysis is performed under a risk-neutral premise, under which price drift is modeled using Treasury note yields
matching the expected life of the options.
Under U.S. GAAP, we expense the compensation cost related to the marked-based stock option awards on a straight-line basis over the
derived service periods of the options as calculated under the Monte Carlo valuation method. However, if the market condition is achieved
for any tranche of these options prior to the end of the derived service period, all remaining expense related to that tranche would be
recognized in the period in which the market condition is achieved. Additionally, if the service period is met but the share price target
required for the options to become exercisable is never achieved, no compensation cost may be reversed. As such, we may recognize
expense for options that never become exercisable.
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We account for forfeitures as they occur. As such, compensation cost associated with unvested share-based awards may be reversed if they
are forfeited.
Intangible Assets and Goodwill. We allocate the cost of business acquisitions to the assets acquired and liabilities assumed based on their
estimated fair values at the date of acquisition (commonly referred to as the purchase price allocation). As part of the purchase price
allocations for our business acquisitions, identifiable intangible assets are recognized as assets apart from goodwill if they arise from
contractual or other legal rights, or if they are capable of being separated or divided from the acquired business and sold, transferred,
licensed, rented or exchanged.
The value assigned to goodwill equals the amount of the purchase price of the business acquired in excess of the sum of the amounts
assigned to identifiable acquired assets, both tangible and intangible, less liabilities assumed. At September 30, 2018, we had goodwill of
$7.6 million and identifiable intangible assets, net of accumulated amortization, of $12.9 million.
Intangible assets are amortized over their respective estimated useful lives ranging from two to twenty years. The useful life of an
intangible asset is the period over which the asset is expected to contribute directly or indirectly to our future cash flows rather than the
period of time that it would take us to internally develop an intangible asset that would provide similar benefits.
If no legal, regulatory, contractual, competitive, economic, or other factors limit the useful life of an intangible asset, the useful life of the
asset is considered to be indefinite. The term indefinite does not mean infinite. An intangible asset with a finite useful life is amortized over
that useful life; an intangible asset with an indefinite useful life is not amortized. We have no intangible assets with indefinite useful lives.
Under U.S. GAAP, goodwill is not amortized.
Impairment of Goodwill and Other Long-Lived Assets. We review long-lived assets such as property, plant and equipment, intangible
assets and goodwill for impairment whenever events or changes in circumstances indicate that the carrying amount of these assets may not
be recoverable, and also review goodwill annually. U.S. GAAP requires that goodwill be tested, at a minimum, annually for each reporting
unit. The first step in testing goodwill is to assess qualitative factors to determine whether it is more likely than not that goodwill is
impaired as a basis for determining whether it is necessary to perform the quantitative impairment test. If the first step indicates a
quantitative test must be performed, the second step is to identify any potential impairment by comparing the carrying value of the reporting
unit to its fair value. If a potential impairment is identified, the third step is to measure the impairment loss by comparing the implied fair
value of goodwill with the carrying value of goodwill of the reporting unit. Alternatively, we may bypass the qualitative assessment in any
period and proceed directly to performing the second step.
We performed our goodwill impairment test on September 30, 2018, by performing the first step, a qualitative impairment test, to
determine whether it was more likely than not that goodwill was impaired. Goodwill is tested at a level of reporting referred to as the
“reporting unit”. Historically, our goodwill reporting units were defined as the “at home” business and the “away from home” business.
With the completion and ramp-up of our Barnwell facility with an annual capacity to produce up to 35,000 tons of ultra-premium grade
paper, our focus is centered on our strategy to be a national supplier of high quality consumer tissue products. As a result our reporting units
are now 1) the integrated operations of our U.S.-based mills and converting assets and 2) the Supply Agreement. This change aligns the
reporting units with our current marketing strategies and how management monitors performance and allocates resources. The existing
goodwill allocation was combined and no reallocation of existing goodwill was required as a result of the change in reporting units as the
goodwill from the Fabrica Transaction is attributable to the Supply Agreement. Based on this qualitative test, we determined it was more
likely than not that the fair value of the Supply Agreement reporting unit was greater than its carrying amount. As such, we determined that
performing the second and third steps of the impairment test were not necessary and that goodwill was not impaired. In performing this
qualitative assessment, we considered factors including, but not limited to, the following:
●
●
●
●
●

Macroeconomic conditions, including general economic conditions, limitations on accessing capital, and other developments in
equity and credit markets;
Industry and market considerations, including any deterioration in the environment in which we operate, an increased
competitive environment, a decline in market-dependent multiples or metrics, a change in the market for our products or
services, and regulatory or political developments;
Cost factors such as increases in raw materials, labor, exchange rates or other costs that have a negative effect on earnings and
cash flows;
Overall financial performance of the Supply Agreement, including negative or declining cash flows or a decline in actual or
planned revenue or earnings compared with actual and projected results of relevant prior periods; and
Other relevant entity-specific events, such as changes in management, key personnel, strategy, customers, or litigation.
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Subsequent to September 30, 2018, we did not note any additional qualitative factors that would indicate that our goodwill was impaired.
In accordance with ASC 360-10, we are required to evaluate for impairment when events or changes in circumstances indicate that the
carrying value of an asset group may not be recoverable. Upon the occurrence of a triggering event, management assesses whether the
estimated undiscounted cash flows expected from the use of the asset group and the residual value from the ultimate disposal of the asset
group exceeds the carrying value. In 2018, we considered the continuation of adverse conditions including negative financial trends,
specifically operating losses, working capital deficiency, and other adverse key financial ratios to be a triggering event and evaluated the
asset group for impairment. We estimated undiscounted cash flows related to the asset group, which was determined to be both the Pryor
and Barnwell mill and converting assets as they do not generate distinct cash flows. Based on the estimated undiscounted cash flows of this
asset group, it was determined that the recoverable amount exceeded the carrying amount of those assets, and therefore no further analysis
was necessary.
New Accounting Pronouncements
Refer to the discussion of recently adopted/issued accounting pronouncements under Part I, Notes to Unaudited Interim Financial
Statements Note 1 — Summary of Business and Significant Accounting Policies.
Non-GAAP Discussion
In addition to our GAAP results, we also consider non-GAAP measures of our performance for a number of purposes including EBITDA,
Adjusted EBITDA and Net Debt, each of which is defined below.
EBITDA and Adjusted EBITDA
We use EBITDA and Adjusted EBITDA as supplemental measures of our performance that is not required by, or presented in accordance
with, GAAP. EBITDA and Adjusted EBITDA should not be considered as an alternative to net (loss) income, operating income or any
other performance measure derived in accordance with GAAP, or as an alternative to cash flow from operating activities or a measure of
our liquidity.
EBITDA represents net (loss) income before net interest expense, income tax expense, depreciation and amortization. Amortization of
deferred debt issuance costs is included in net interest expense. Adjusted EBITDA represents EBITDA before specified items. We believe
EBITDA and Adjusted EBITDA facilitate operating performance comparisons from period to period by eliminating potential differences
caused by variations in capital structures (affecting relative interest expense), tax positions (such as the impact on periods or companies of
changes in effective tax rates or net operating losses), the age and book depreciation of facilities and equipment (affecting relative
depreciation expense), non-cash compensation and valuation (affecting stock compensation expense) and sporadic expenses (including
restructuring costs, start-up costs, failed refinancing costs, default fees, foreign exchange adjustments, and relocation).
EBITDA and Adjusted EBITDA have limitations as an analytical tool, and you should not consider it in isolation, or as a substitute for any
of our results as reported under GAAP. Some of these limitations include:
●
●
●
●
●
●

they do not reflect our cash expenditures for capital assets;
they do not reflect changes in, or cash requirements for, our working capital requirements;
they do not reflect cash requirements for cash dividend payments;
they do not reflect the interest expense, or the cash requirements necessary to service interest or principal payments on our indebtedness;
although depreciation and amortization are non-cash charges, the assets being depreciated and amortized will often have to be replaced
in the future, and EBITDA and Adjusted EBITDA do not reflect cash requirements for such replacements; and
other companies, including other companies in our industry, may calculate these measures differently than we do, limiting their
usefulness as a comparative measure.

Because of these limitations, EBITDA and Adjusted EBITDA should not be considered as a measure of discretionary cash available to us to
invest in the growth of our business or to reduce our indebtedness. We compensate for these limitations by relying primarily on our GAAP
results and using EBITDA and Adjusted EBITDA on a supplemental basis.
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The following table reconciles EBITDA and Adjusted EBITDA to net (loss) income for the three and nine months ended September 30,
2018 and 2017:

Net income (loss)
Plus: interest expense, net
Plus: income tax provision (benefit)
Plus: depreciation
Plus: intangibles amortization
EBITDA
% of net sales
Plus: Barnwell start-up costs
Plus: restructuring costs
Plus: failed debt refinancing costs
Plus: default fees
Plus: stock compensation expense
Plus: relocation costs
Plus: foreign exchange (gain) loss
Plus: severance from reduction in force
Adjusted EBITDA
% of net sales

Three Months Ended September 30, Nine Months Ended September 30,
2018
2017
2018
2017
(In thousands, except % of net sales)
$
(15,982)
$
705 $
(25,201)
$
(2,202)
5,820
827
13,739
1,904
4,881
(2,009)
182
(2,788)
3,804
3,117
12,498
9,558
233
233
699
699
$
(1,244)
$
2,873 $
1,917
$
7,171
-2.6%
6.4%
1.3%
6.0%
1,108
2,139
44
153
(14)
2,186
4.5%

$

$

1,172
19
99
(50)
2
4,115 $
9.1%

2,847
4,963
307
210
232
189
(9)
10,656
7.5%

$

2,047
27
365
(126)
(44)
59
9,499
8.0%

Adjusted EBITDA was $2.2 million for the quarter ended September 30, 2018, compared to $4.1 million for the same period in
2017. Adjusted EBITDA as a percent of net sales decreased to 4.5% for the third quarter of 2018, compared to 9.1% in the third quarter of
2017. EBITDA was $(1.2) million for the quarter ended September 30, 2018, compared to $2.9 million for the same period in
2017. EBITDA as a percent of net sales was (2.6)% in the third quarter of 2018, compared to 6.4% in the third quarter of 2017. The
foregoing factors discussed in the net sales, cost of sales and selling, general and administrative expenses sections are the reasons for the
increase in Adjusted EBITDA and decrease in EBITDA.
Adjusted EBITDA was $10.7 million for the nine months ended September 30, 2018, compared to $9.5 million for the same period in
2017. Adjusted EBITDA as a percent of net sales was 7.5% for the first nine months of 2018, compared to 8.0% for the nine months ended
September 30, 2017. EBITDA was $1.9 million for the nine months ended September 30, 2018, compared to $7.2 million for the same
period in 2017. EBITDA as a percent of net sales was 1.3% for the nine months ended September 30, 2018, compared to 6.0% for the same
period in 2017. The foregoing factors discussed in the net sales, cost of sales and selling, general and administrative expenses sections are
the reasons for the increase in Adjusted EBITDA and decrease in EBITDA.
Net Debt
We use Net Debt as a supplemental measure of our leverage that is not required by, or presented in accordance with, GAAP. Net Debt
should not be considered as an alternative to total debt, total liabilities or any other performance measure derived in accordance with
GAAP. Net Debt represents total debt reduced by cash. We use this figure as a means to evaluate our ability to repay our indebtedness and
to measure the risk of our financial structure.
Net Debt represents the amount by which total debt (excluding deferred debt issuance costs) exceeds cash. The amounts included in the Net
Debt calculation are derived from amounts included in the balance sheets. We have reported Net Debt because we regularly review Net
Debt as a measure of our leverage. However, the Net Debt measure presented in this document may not be comparable to similarly titled
measures reported by other companies due to differences in the components of the calculation.
Net Debt increased from $167.0 million on December 31, 2017, to $186.3 million on September 30, 2018, due to increases in our line of
credit that were primarily used to fund changes in working capital while cash increased. The following table presents Net Debt as of
September 30, 2018, and December 31, 2017:
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September 30,
December 31,
2018
2017
(In thousands)
$
191,407 $
170,768
32
33
191,439
170,801
(5,113)
(3,823)
$
186,326 $
166,978

Net Debt Reconciliation:
Current portion of long-term debt
Long-term debt
Total debt
Less cash
Net debt
ITEM 3. Quantitative and Qualitative Disclosures about Market Risk

There has been no material change in the information provided in response to Item 7A of our Form 10-K for the year ended December 31,
2017.
ITEM 4. Controls and Procedures
Our management, under the supervision and with the participation of our chief executive officer and our chief financial officer, has
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of
1934, as amended), as of the end of the period covered by this Quarterly Report on Form 10-Q. Any controls and procedures, no matter
how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives. Based on such
evaluation, our chief executive officer and our chief financial officer have concluded that our disclosure controls and procedures were
effective at a reasonable assurance level as of September 30, 2018.
There were no significant changes in our internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act)
during the quarter ended September 30, 2018, that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.
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PART II. OTHER INFORMATION
ITEM 1. Legal Proceedings
From time to time, we are involved in litigation relating to claims arising out of our operations in the normal course of business. In
management’s opinion, as of the date of this report, we were not engaged in any legal proceedings that are expected, individually or in the
aggregate, to have a materially adverse effect on us.
ITEM 1A. Risk Factors
We operate in a changing environment that involves numerous known and unknown risks and uncertainties that could materially affect our
operations. Factors that could materially affect our actual results, levels of activity, performance or achievements include, but are not
limited to, those detailed below, those under the caption “Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2017, as filed with the SEC on March 16, 2018, and those in our subsequent filings with the SEC. Such risks, uncertainties
and other factors may cause our actual results, performances and achievements to be materially different from those expressed or implied
by our forward-looking statements. If any of these risks or events occur, our business, financial condition or results of operations may be
adversely affected.
We have engaged financial and legal advisors to assist us in, among other things, analyzing various strategic alternatives to address our
liquidity and capital structure, including strategic and refinancing alternatives to restructure our indebtedness in private transactions.
We may elect to implement such a transaction through Chapter 11 of the United States Bankruptcy Code in order to obtain court
supervision and approval of the transaction and to facilitate the stakeholder approvals necessary to implement such a transaction, or it
may otherwise become necessary for us to seek protections under Chapter 11.
We have engaged financial and legal advisors to assist us in, among other things, analyzing various strategic alternatives to address our
liquidity and capital structure, including strategic and refinancing alternatives to restructure our indebtedness in private transactions or to
sell all or a portion of the Company or its assets. We may elect to implement such a transaction through Chapter 11 of the United States
Bankruptcy Code in order to obtain court supervision and approval of the transaction and to facilitate the stakeholder approvals necessary to
implement such a transaction, or it may otherwise become necessary for us to seek protections under Chapter 11. Such a proceeding may
commence in the near term. Seeking Chapter 11 protection may have a material adverse impact on our business and the trading price of our
securities. As long as a Chapter 11 proceeding continues, our senior management would be required to spend a significant amount of time
and effort dealing with the reorganization, including managing potential negative impact to our reputation. Bankruptcy court protection also
may make it more difficult to retain management and other key personnel necessary to the success and growth of our business.
Additionally, all of our indebtedness is senior to the existing common stock in our capital structure. As a result, we believe that seeking
bankruptcy court protection under a Chapter 11 proceeding could cause the shares of our existing common stock to be canceled, or
otherwise result in a limited recovery, if any, for holders of our common stock, and would place holders of our common stock at significant
risk of losing some or all of their investment in our shares.
We have significant indebtedness, which subjects us to restrictive covenants relating to the operation of our business.
As a result of closing the Fabrica Transaction, the expansion of our Pryor facility, and, most recently, the construction of our South
Carolina facility, our indebtedness has significantly increased. At September 30, 2018, we had $191.4 million of indebtedness. Interest
payments are principally variable with our Leverage Ratio (Debt to Adjusted EBITDA) and with LIBOR rates. Operating with this amount
of leverage and with variable interest rates may require us to direct a significant portion of our cash flow from operations to service debt,
which reduces the funds otherwise available for operations, capital expenditures, payment of dividends, the pursuit of future business
opportunities and other corporate purposes. It may also limit our flexibility in planning for or reacting to changes in our business and our
industry and may impair our ability to obtain additional financing.
The terms of our Credit Agreement require us to meet specified financial ratios and other financial and operating covenants, which restrict
our ability to incur additional debt, place liens on our assets, make capital expenditures, effect mergers or acquisitions, dispose of assets or
pay dividends in certain circumstances. The financial covenants include that we must maintain a certain debt to Adjusted EBITDA ratio, or
(the “Leverage Ratio”), for a given period. Adjusted EBITDA is defined in the Credit Agreement, and is as quoted by the Company. The
financial covenants also include that Fixed Charges, as defined in the Credit Agreement, will not exceed a certain ratio of Adjusted
EBITDA (the “Fixed Charge Coverage Ratio’). Additionally, we are required to achieve certain milestones associated with seeking a
strategic transaction in order to address our liquidity concerns. At October 26, 2018 and again on October 31, 2018, we were not in
compliance with certain of these milestone date covenants and other financial covenants in our Credit Agreement and NMTC Loan
Agreement. We are currently working with our lenders and advisors to evaluate, negotiate, and consummate a strategic alternative, which
may include, but is not limited to, seeking a restructuring, amendment or refinancing of existing debt through a private restructuring, a sale
of a portion or all of the Company or its assets, or reorganization under Chapter 11 of the Bankruptcy Code. However, there can be no
assurance that we will be able to consummate such a transaction or refinancing on terms that are satisfactory to us, or at all.
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We are currently negotiating an amendment to our credit facilities to include, among other things, an extension of the milestone dates
described above and a waiver of other financial covenants with our lenders, though there can be no assurance we will be able to obtain such
a waiver on terms that are satisfactory to us or at all.
Including the amendments incorporated into this amendment, our credit facilities have been amended or modified for each of the last eight
quarters. If we fail to meet required financial ratios and covenants and our lenders do not waive them, we may be required to pay fees and
penalties, and our lenders could accelerate the maturity of our debt and proceed against any pledged collateral and /or force us to seek
alternative financing. If this were to happen, we may be unable to obtain additional financing or it may not be available on terms acceptable
to us. This could adversely affect our business operations and, in turn, our ability to rely on our business operations and credit facilities as
our primary sources of liquidity. Accordingly, there can be no assurance that these historical sources of liquidity will be sufficient to enable
us to continue to fund our operations.
If we cannot make scheduled payments on our debt, we will be in default and, as a result, among other things, our lenders could declare all
outstanding principal and interest to be due and payable and we could be forced into bankruptcy or liquidation or be required to
substantially restructure or alter business operations or debt obligations.
Our indebtedness is secured by all or substantially all of our assets. Therefore, if we default on any of our debt obligations, it could result in
the lenders foreclosing on our assets. In such an event, the lenders' rights to such assets would likely be superior to those of our
stockholders.
Additionally, the failure to reduce our significant indebtedness may result in the loss of business from one or more of our customers,
including our material customers, which would have a material adverse effect on our business, results of operations, financial condition and
cash flows.
A substantial percentage of our net sales are attributable to three large customers, any or all of which may decrease or cease purchases
at any time.
Our three largest customers, Dollar General, Walmart (including Sam’s Club) and Family Dollar (including its parent, Dollar Tree)
accounted for 31%, 20% and 16%, respectively, of our converted product net sales in 2017. We expect that sales to a limited number of
customers will continue to account for a substantial portion of our net sales for the foreseeable future. Sales to these customers are made
pursuant to purchase orders and not supply agreements. We may not be able to keep our key customers, or these customers may cancel
purchase orders or reschedule or decrease their level of purchases from us. Any substantial decrease or delay in sales to one or more of our
key customers would harm our sales and financial results. In particular, the loss of sales to one or more distribution centers would result in a
sudden and significant decrease in our sales. If sales to current key customers cease or are reduced, we may not obtain sufficient orders
from other customers necessary to offset any such losses or reductions.
On July 30, 2018, we received notice from one of our major customers that it intends to transition a major piece of business to another
supplier, effective February 1, 2019. The reason given for the change was “strategic” as our customer indicated this change is part of a
broader initiative to consolidate in half their number of suppliers and was not related to any issue with regards to service, quality, or cost.
The customer has provided a six month transition plan to allow us time to secure alternative customers for the capacity. We have
effectively been executing our transition plan and expect to redeploy this capacity through new business prospects that potentially include
parent roll, contract manufacturing and retail sales. We will continue to support this customer with excellence during the transition period.
For the quarter ended September 30, 2018, this customer represented approximately 19% of our converted product net sales. The failure to
retain this customer’s business in substantial part or at all, could have a material adverse effect on our business, results of operations,
financial condition and cash flows in the event we do not sell out the capacity in a timely manner.
Our business is subject to governmental regulations and any imposition of new regulations, or failure to comply with existing
regulations, could involve significant additional expense.
Our operations are subject to various environmental, health and safety laws and regulations promulgated by federal, state and local
governments. These laws and regulations impose stringent standards on us regarding, among other things, air emissions, water discharges,
use and handling of hazardous materials, use, handling and disposal of waste, remediation of environmental contamination, and permitting
requirements. Any failure to comply with applicable environmental laws, regulations or permit requirements may result in civil or criminal
fines or penalties or enforcement actions. These may include regulatory or judicial orders enjoining or curtailing operations or requiring
corrective measures, installing pollution control equipment or remedial actions, any of which could involve significant expenditures. Future
development of such laws and regulations may require capital expenditures to ensure compliance. We may discover currently unknown
environmental problems or conditions in relation to our past or present operations, or we may face unforeseen environmental liabilities in
the future. These conditions and liabilities may require site remediation or other costs to maintain compliance or correct violations of
environmental laws and regulations; or result in governmental or private claims for damage to person, property or the environment, any of
which could have a material adverse effect on our financial condition and results of operations. We may also be subject to heightened
regulation or permitting requirements as we expand production, in particular at our Barnwell facility, which may require significant capital
expenditures in order for us to comply. In addition, we may be subject to strict liability and, under specific circumstances, joint and several
liability, for the investigation and remediation of the contamination of soil, surface and ground water, including contamination caused by
other parties, at properties that we own or operate and at properties where we or our predecessors arranged for the disposal of regulated
materials.
ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds
(a) Unregistered Sales of Equity Securities

None.
(b) Initial Public Offering and Use of Proceeds from the Sale of Registered Securities
None.
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(c) Repurchases of Equity Securities
We do not have any programs to repurchase shares of our common stock and no such repurchases were made during the nine months ended
September 30, 2018.
ITEM 3. Defaults Upon Senior Securities
None.
ITEM 4. Mine Safety Disclosures
Not applicable.
ITEM 5. Other Information
None.
ITEM 6. Exhibits
See the Exhibit Index following the signature page to this Form 10-Q, which Exhibit Index is hereby incorporated by reference herein.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by
the undersigned thereunto duly authorized.
ORCHIDS PAPER PRODUCTS COMPANY
Date: November 14, 2018

By:
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/s/ Melinda S. Bartel
Melinda S. Bartel
Chief Financial Officer
(On behalf of the registrant and as Chief Accounting Officer)

Exhibit Index
Exhibit

Description

31.1

Certification of Chief Executive Officer Pursuant to Section 302.

31.2

Certification of Chief Financial Officer Pursuant to Section 302.

32.1

Certification of Chief Executive Officer Pursuant to Section 906.

32.2

Certification of Chief Financial Officer Pursuant to Section 906.

101

The following financial information from Orchids Paper Products Company’s Quarterly Report on Form 10-Q for the
quarterly period ended September 30, 2018, formatted in XBRL (eXtensible Business Reporting Language): (i) Consolidated
Statements of Operations for the three and nine months ended September 30, 2018 and 2017, (ii) Consolidated Balance
Sheets as of September 30, 2018 and December 31, 2017, (iii) Consolidated Statements of Cash Flows for the three and nine
months ended September 30, 2018 and 2017, and (iv) Notes to Consolidated Unaudited Interim Financial Statements.
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Exhibit 31.1
Certification of Chief Executive Officer Pursuant to Section 302
I, Jeffrey S. Schoen, certify that:
1.I have reviewed this quarterly report on Form 10-Q of Orchids Paper Products Company (the “Registrant”);
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 officers 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 officers and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent
functions):
(a)All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and
(b)Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s
internal control over financial reporting.
Date: November 14, 2018

/s/ Jeffrey S. Schoen
Jeffrey S. Schoen
Chief Executive Officer and President

Exhibit 31.2
Certification of Chief Financial Officer Pursuant to Section 302
I, Melinda S. Bartel, certify that:
1.I have reviewed this quarterly report on Form 10-Q of Orchids Paper Products Company (the “Registrant”);
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 officers 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 officers and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent
functions):
(a)All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and
(b)Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s
internal control over financial reporting.
Date: November 14, 2018

/s/ Melinda S. Bartel
Melinda S. Bartel
Chief Financial Officer

Exhibit 32.1
Certification of Chief Executive Officer Pursuant to Section 906
In connection with the quarterly report of Orchids Paper Products Company (the “Company”) on Form 10-Q for the period ended
September 30, 2018, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Jeffrey S. Schoen, Chief
Executive Officer and President of the Company, certify, to the best of my knowledge, pursuant to Rule 13a-14(b) and Section 1350 of
Chapter 63 of Title 18 of the United States Code, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1)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/ Jeffrey S. Schoen
Jeffrey S. Schoen
Chief Executive Officer and President
November 14, 2018

Exhibit 32.2
Certification of Chief Financial Officer Pursuant to Section 906
In connection with the quarterly report of Orchids Paper Products Company (the “Company”) on Form 10-Q for the period ended
September 30, 2018, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Melinda S. Bartel, Chief
Financial Officer of the Company, certify, to the best of my knowledge, pursuant to Rule 13a-14(b) and Section 1350 of Chapter 63 of Title
18 of the United States Code, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1)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/ Melinda S. Bartel
Melinda S. Bartel
Chief Financial Officer
November 14, 2018

