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INTRODUCTION AND BACKGROUND

I.

On February 24, 2010, on a Motion made by White Birch Paper Holding Company (“White
Birch”) and various of its affiliates (collectively referred to as the “Applicants”), the
Superior Court of the Province of Québec for the District of Montréal (“Court”), sitting as
the designated tribunal pursuant to the Companies’ Creditors Arrangement Act (“CCAA”)
issued an order (“Imitial Order”) declaring that the Applicants are debtor companies to
which the CCAA applies, appointing Ermst & Young Inc. (“EYI” or “Monitor”) as monitor
and granting certain relief to the Applicants and various partnerships in which the Applicants
have an interest (“Partnerships”) (the Applicants and the Partnerships are hereinafter
referred to collectively as “WB Canada”)z. The Initial Order has since been extended and is
scheduled to expire July 12, 2010.

Also on February 24, 2010, Bear Island Paper Company, LLC (“Bear Island”), a subsidiary
of White Birch with activities in the U.S., commenced a case under the provisions of Chapter
11 of the U.S. Bankruptcy Code’ (the “Code”) (Bear Island and WB Canada are hereinafter
referred to collectively as “WB Group” or “Companies”). The information regarding the

Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended.
The entities subject to the Initial Order are White Birch Paper Holding Company, White Birch Paper Company,

Stadacona General Partner Inc., Black Spruce Paper Inc., F.F. Soucy General Partner Inc., 3120772 Nova Scotia
Company, Arrimage De Gros Cacouna Inc., Papier Masson Ltée., Stadacona Limited Partnership, F.F. Soucy
Limited Partnership, and F.F. Soucy, Inc. & Partners, Limited Partnership.

3 U.S. Code, title 11, chapter 11.

Société membre d’Ernst & Young Global Limited / A member firm of Ernst & Young Global Limited
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proceedings initiated by Bear Island under the Code, together with the “first day orders”
made by the Bankruptcy Court for the Eastern District of Virginia, Richmond Division (“US
Court”) at the request of Bear Island, can be found on the website of the claims agent
retained by Bear Island, Garden City Group, Inc., at www.gardencitygroup.com/cases/bip.

3. Also on February 24, 2010, some of the entities within WB Canada* applied for relief under
the provisions of Chapter 15 of the Code. On February 26, 2010, the U.S. Court issued a
temporary restraining order under the provisions of Chapter 15 of the Code, and on March 5,
2010, it granted a preliminary injunction, pending a fuller hearing to be held on March 22,
2010. At the hearing held on March 22, 2010, the U.S. Court granted recognition of the
Canadian proceedings under the CCAA as foreign main proceedings, recognised White
Birch Paper Company as the duly appointed foreign representative, declared that all of the
provisions of section 1520 of the Code apply to the proceedings initiated by some of the
entities within WB Canada, and gave full force and effect to the Initial Order’ in the U.S.,
provided that the Initial Order’ is not revoked, terminated or expired.

4.  The orders granted by this Court and by the U.S. Court (collectively, the “Courts”), together
with the relief provided under the CCAA and the Code® (collectively the “Orders”) provide,
among other things, for a stay of proceedings against the entities comprising WB Group
while they prepare a restructuring plan.

5. The Initial Order is scheduled to expire on July 12, 2010, and the Applicants have indicated
their intention to seek an extension of the Initial Order, until October 12, 2010.

6. The present report is intended to provide the Court with information relevant to the motion
for an extension of the Initial Order, and more particularly on the current activities of WB
Group and the progress of its restructuring efforts. This report is presented under the
following headings:

6.1. Introduction and background;

6.2. Terms of reference and disclaimer;
6.3. Status of Proceedings;

6.4. Claims process;

6.5. Current activities; and

6.6. Conclusions and recommendations.

The entities which requested relief under Chapter 15 of the Code are White Birch Paper Company, Stadacona
General Partner Inc., Papier Masson Ltée., Stadacona Limited Partnership, F.F. Soucy Limited Partnership, and
F.F. Soucy, Inc. & Partners, Limited Partnership.

As amended, modified or extended from time to time by the Court.
5 Sections §361 and §362 of the U.S. Bankruptcy Code.
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TERMS OF REFERENCE AND DISCLAIMER

7.

In preparing this report, EYI has relied upon unaudited financial information, company
records, company prepared financial information and projections, discussions with
management and employees of WB Group, and information from various other sources.

While we reviewed various documents and believe that the information therein provides a
fair summary of the transactions as presented to us or as reflected in the documents presented
to us, such work does not constitute an audit or verification of such information for accuracy,
completeness, or compliance with generally accepted accounting principles. Accordingly,
EYI expresses no opinion or other form of assurance in respect of such information.

Some of the information used in preparing this report consists of financial projections. We
caution the reader that these projections are based upon assumptions about future events and
conditions that are not ascertainable, and that the actual results may vary from the
projections, even if the assumptions materialize, and the variations could be significant.

In the course of our mandate, we have assumed the integrity and truthfulness of the
information and explanations presented to us, within the context in which it was presented.
To date, nothing has come to our attention which would cause us to question the
reasonableness of this assumption.

Finally, we have requested that management bring to our attention any significant matters
which were not addressed in the course of our specific inquiries. Accordingly, this report is
based solely on the information (financial or otherwise) made available to us.

This report has been prepared for the use of this Court and WB Group’s stakeholders as
general information relating to the entities comprising WB Group and their operations.
Accordingly, the reader is cautioned that this report may not be appropriate for any other
purpose. We will not assume responsibility or liability for losses incurred by the reader as a
result of the circulation, publication, reproduction or use of this report contrary to the
provisions of this paragraph.

Terms not otherwise defined herein shall have the meaning ascribed to them in the Initial
Order, or in previous reports of the Monitor, as the case may be.

STATUS OF PROCEEDINGS

9.

The Monitor’s report dated March 25, 2009 outlined a series of milestones, set out as
conditions to the Interim Financing Credit Agreement’ and designed to ensure that the
process leading to the formulation of a plan and its presentation to the creditors for approval
runs swiftly.

7

As defined in the Initial Order.
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12.

13.

14.

15.

16.
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The milestones provide for parallel processes, the first being the development and
presentation of a plan of reorganization, and the second being a sale of the business as a
whole. These processes were intended to proceed concurrently, although an increased
emphasis has to be placed on the sale process if a settlement with the creditors is not
achieved within the required delays.

The timeline set out in the Interim Financing Credit Agreement provides that the WB Group
must have negotiated an agreement in principle and have a lock up and plan support
agreement in place by June 15, 2010 with the First Term Loan® lenders, and have filed a
reorganization plan by June 30, 2010, otherwise the focus would have to turn towards
achieving the reorganization through a sale of the business.

Discussions were held between the senior management of the Companies and representatives
of Black Diamond Commercial Finance LLC (“Black Diamond”), regarding the possibility
of filing a plan of reorganization and the general parameters of such a plan. Black Diamond
is the syndication agent and co-lead arranger under the Interim Financing. We were
informed that Black Diamond is one of the principal lenders under both the Interim
Financing Credit Agreement and the First Term Loan, and that Black Diamond, together
with other lenders, has an effective right of veto amongst the First Term Loan lenders.

The Monitor participated in the preparation of these meetings between the Companies’ senior
management, Black Diamond and their advisors. However at the request of Black Diamond,
the Monitor was not invited to participate in these meetings.

The Companies’ senior management reported to the Monitor that they were informed by
Black Diamond that it had no interest in exploring a restructuring plan at this time. That
information is consistent with the information relayed to the Monitor by Black Diamond and
its solicitors, in that Black Diamond does not exclude the possibility of a restructuring plan at
some point in time, but that for the present, it prefers to explore the sale alternative. As a
result, the efforts of the WB Group have been focused on the sale process.

The main objective of the CCAA is to assist insolvent companies in developing and seeking
approval of compromises and arrangements with their creditors, and thus finding a way out
of financial difficulties short of bankruptcy, foreclosure or the seizure of assets through
receivership proceedings’.

The Monitor believes that a sale of the business can be a way to achieve a successful
restructuring of the business, if it allows for the fulfilment of the objectives of the CCAA,
provided that the values achieved are reasonable in the circumstances and that the sale will
benefit creditors and will not frustrate their rights. As such, the Monitor supports the current
process of exploring a sale of the business as a going concern.

8

9

As defined in the report of the Monitor dated February 23, 2010, paragraph 31.

Houlden, Morawetz & Sarra, online version, section N§2.
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With regards to the sale process, this has been initiated and is continuing. The process is
managed by Lazard Fréres & Co LLC (“Lazard”), and the Monitor is being kept apprised of
the progress.

To date, in accordance with the milestones established in the Interim Financing Credit
Agreement with respect to the sale process, WB Group has obtained the approval of the
Courts of a sale and investor solicitation process (“SISP”) and has contacted over 50
prospective purchasers, chosen both from strategic prospects (competitors or entities in the
same industry) and financial investment entities. WB Group, through Lazard, has been in
communication with the prospective purchasers to obtain the execution of a confidentiality
agreement and to provide information on the Companies and their operations.

WB Group, through Lazard, has received several non binding letters of intention, and has
notified several prospective purchasers that they have been selected as Phase 2 Qualified
Bidders (as defined in the SISP). WB Group is now meeting with the prospective purchasers
to provide them with additional information on the Companies and their operations, and the
remaining prospective purchasers are expected to submit a firm offer by July 15, 2010.

Specific information on the Phase 2 Qualified Bidders and on the contents of the non binding
letters of interest cannot be disclosed at this time, for fear that this could affect the
discussions with the prospective purchasers. The Monitor is being kept informed of the
developments as they arise.

The future steps in the sale process would involve receiving firm offers by July 15, 2010;
selecting a prospect that is thought to offer the more advantageous transaction (“Stalking
Horse Bidder”); executing an asset purchase agreement with the Stalking Horse Bidder by
August 2, 2010; seeking approval from the Courts of the proposed transaction by August 16,
2010, under reserve of a higher or better offer at the auction process; conducting the auction
with any other prospective purchaser by August 23, 2010 with, as a minimum, the same
terms as those indicated in the asset purchase agreement with the Stalking Horse Bidder;
seeking approval from the Courts of the sale transaction by August 26, 2010; and executing a
sale agreement by mid to late September 2010.

Based on the due diligence requests that have been made by prospective purchasers and the
complexity of the contemplated transaction, the Monitor considers that the timeline is very
tight and may be difficult to meet. WB Group has indicated that in its view, additional time
may be required to complete the transaction.

CLAIMS PROCESS

23.

In accordance with the provisions of the order made by the Court on May 6, 2010 (“Claims
Process Order”), the Monitor mailed a notice and a claims package to all known creditors of
WB Canada, on or about May 14, 2010. The Monitor also arranged for the publication of a
notice in La Presse, The Gazette and the National Post on May 15, 2010 and in Le Soleil on
May 19, 2010.
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The Claims Process Order sets the claims bar date as June 21, 2010 at 5:00 p.m. local
Montreal time.

25. As of the date of this report, the Monitor had received 919 claims from creditors, totalling
$912.8 million. A process has been put in place to review and reconcile claims with
representatives of WB Canada, and this process is on-going.

CURRENT ACTIVITIES

26. The Monitor prepared reports to the Court, dated March 17 and March 25, 2010, that address

the current activities of the WB Group. The matters discussed in the said reports are still
relevant, and will not be repeated herein. The present report only addresses matters that have
changed since the report dated March 25, 2010.

Cash flow results/Interim Financing

27.

28.

29.

30.

To date, WB Group borrowed US$118 million against the delayed draw term loan. A further
amount of US$4 million is still expected to be drawn in the near term, which would bring the
drawings to the maximum available amount (US$140 million, less reserves and carved out
amounts totalling US$18 million).

The drawings are slightly delayed as compared with the cash flow projections that were
prepared for the WB Group for the 17 week period ending July 9, 2010, which were filed in
support of the motion for an extension of the Initial Order, in March 2010. For ease of
reference, the cash flow projections for the 17 week period ending July 9, 2010 are attached
hereto as Appendix A.

WB Group and its advisors prepared a comparison of the actual and projected results, for the
15 weeks ended June 25, 2010, annexed to this report as Appendix B. The Monitor reviewed
this comparison with management, and as a result of this review, the Monitor has no reason
to doubt the reasonableness of the explanations provided for the variances. As of the date of
drafting this report, the comparison of results for the 16 weeks ended July 2, 2010 was being
prepared, but was not yet available.

Essentially, the comparison of actual and projected results for the 15 weeks ended June 25,
2010 indicates that while the projections contemplated a negative cash flow of
US$68.8 million for the 15 week period, the actual results yielded a negative cash flow of
US$19.4 million, or a favourable variance of US$49.3 million. The variance is attributed
primarily to the following:

30.1. Higher than projected collection of accounts receivable, by approximately
US$27.5 million. The projections contemplated a temporary slowdown in collections
as a result of the uncertainty surrounding the restructuring process, which does not
appear to have occurred, and the accounts receivable collection were projected
conservatively.
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31.

32.

33.
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The accounts receivable were projected to be US$111.7 million as at June 25, 2010,
and they are reported to amount to US$89.4 million as at that date, i.e.
US$22.3 million below the projections. The fact that the collections are higher than
projected by US$27.5 million and that the difference between actual and budgeted
accounts receivable is lower than this amount suggests that the sales exceeded the
projections.

30.2. Lower than projected disbursements, by approximately US$21.8 million.  This
variance is attributable in part to a timing variance, as the Companies’ purchases and
payment patterns are slightly different from the projections.

The inventories were projected to be US$62.4 million as at June 25, 2010, and they are
reported to amount to US$70.6 million as at that date, i.e. US$8.2 million over the
projections. We do not have current information on the accounts payable on a week by
week basis, but in view of the proceedings under the CCAA and the Code, we would
expect these to remain fairly stable. If this assumption is correct, the fact that the
disbursements are lower than projected by US$21.8 million and that the difference
does not translate into lower inventories as compared to the budgeted amount suggests
that the costs were lower than projected.

In view of the favourable variance in results as compared with the projections prepared by
WB Group concurrently with the latest motion for an extension of the Initial Order
(Appendix A), and the fact that additional draws totalling US$25 million were made, WB
Group’s cash on hand currently stands at approximately US$67 million, as at June 25, 2010.
This represents a net increase in cash on hand of US$5.6 million as compared with the cash
on hand as at March 12, 2010, and a favourable variance of US$45.3 million as compared
with the projected level.

The comparison of actual and projected results (Appendix B) also presents data compiled to
isolate the results of WB Canada. The results for WB Canada indicate a favourable variance
of US$26.1 million in receipts, and a favourable variance of US$10.3 million in
disbursements, for a net favourable variance of US$36.4 million in the cash flow as
compared with the projections. The explanations for the variances are similar to those
outlined above in paragraph 30.

Based on the changes in cash, accounts receivable, inventories and Interim Financing amount
drawn, and assuming that the accounts payable remain stable during the pendency of the
proceedings under the CCAA and the Code, the Monitor estimates that the financial position
of the WB Group has deteriorated during the period from March 12 to June 25, 2010,
although the Monitor considers that this deterioration is slight, and is not significantly
different from that which was expected in the projections. The analysis of the changes in
position, based on the available information'?, is as follows:

' The information is necessarily incomplete, as it does not take into consideration all of the elements of changes in

financial position, such as the change in accounts payable and prepaid expenses, among others.
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Page 8
in thousands of US$

12-Mar-10 25-Jun-10 Net change
Cash / Bank indebtedness (31,512) (50,943) (19,431)
Accounts receivable 88,587 89,375 788
Inventories 69,037 70,594 1,557
Estimated net improvement (deterioration) for
the period (17,086)

The internally prepared financial statements of WB Group for the months of March, April
and May 2010'" indicate that during these 3 months, the net loss from operations totalled
US$26.2 million, of which US$15.8 million represents depreciation and amortization. This
would suggest a theoretical deterioration'? of approximately US$10.4 million over a 3 month
period.

The Monitor considers that a theoretical deterioration in the US$10 million to US$20 million
range in the financial position is not very significant as compared with the size of the
operations (approximately US$230 million in sales volume for the 15 week period). As
such, the Monitor considers that the theoretical deterioration does not constitute a material
adverse change.

Updated projections

34. Management provided us with an updated cash flow projection for WB Group, for the 16
weeks ending October 15, 2010, and these cash flow projections are attached to this report as
Appendix C"”. The opening cash position, on these cash flow projections, represents the
actual cash on hand as of June 25, 2010. The remainder of the amounts presented for the
week of July 2, 2010 represents a projection, as the projected cash flow statements have not
yet been updated to reflect the actual results for the week ended July 2, 2010.

35. The updated projections suggest that WB Group and WB Canada expect to have sufficient
liquidity to carry out their business in the normal course, throughout the period covered by
the projections.

As of the date of this report, the internal financial statements for the month of June 2010 have not yet been
prepared.

The Monitor considers the deterioration to be merely theoretical, as it assumes that the proper basis of valuation of
the assets is a going concern value throughout the period. A theoretical deterioration could indeed be an improving
financial position, to the extent that it leads to a going concern scenario.

Management has also provided us with an updated cash flow projection for WB Canada, for the 16 week period
ending October 15, 2010, extracted from the above-mentioned projection for the WB Group, and prepared on the
same basis. This cash flow projection is attached as Appendix D.
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CONCLUSIONS AND RECOMMENDATIONS

36. The Monitor believes that a further extension of the stay of proceedings until October 12,
2010, to allow WB Group to continue the process already under way to seek out a purchaser
for the business as a whole, will not cause a substantial prejudice to the creditors of WB
Group.

37. Based on discussions with representatives of WB Group, the Monitor believes WB Group
has acted and is continuing to act in good faith and with due diligence.

38. Based on the foregoing, the Monitor recommends that the Court grant an extension of the
stay of proceedings.

All of which is respectfully submitted this 7" day of July 2010.

ERNST & YOUNG INC.

In its capacity as the monitor appointed by the Court

in the matter of the proposed compromise and
arrangement of White Birch Paper Holding Company ef al.

Per: Martin P. Rosenthal, CA, CIRP Per: Jean-Daniel Breton, CA, CIRP
Senior Vice-President Senior Vice-President



Appendix A — Cash flow projections of WB
Group - 17 weeks ending July 9, 2010
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Appendix B — Comparison of actual and

projected results for the 15 weeks ended
June 25, 2010



White Birch Paper

Cash Flow Forecast - Variance Report
Actual Compared With 17-Week CFF (Dated March 24, 2010)

For the Weeks Ended June 25, 2010

01/07/2010

Confidential



White Birch Paper

Consolidated

Cash Flow Forecast Variance Report to 17-Week CFF (Dated 3/24/1/In $000's

Weeks ended 3/19/10 through 6/25/2010

Operating Receipts

Bear Island

Stadacona

F.F. Soucy

Papier Masson

Accounts Receivable Contraction

Total Operating Receipts

Operating Disbursements

Fiber

Chemicals

Electricity

Recycle Material

Other Materials and Other Utilities
Property Taxes

Salaried and Hourly Payroll - Gross
Pension Plan and Group Insurance
Freight

Maintenance Equipment

Major Maintenance

Capital Expenditures

Professional Fees

Leases

Other

Management Fee

Bankruptcy Impacts

Total Operating Disbursements

Net Operating Cash Flow

Non Operating Cash Flow and Restructuring

Restructuring Professional Fees
Restructuring Bank Fees and Other Expenses
Intercompany Transfers

Interest Payments

Total Non-Operating Cash Flow and Restructuring

Net Operating Receipts (Disbursements)

BEG. BOOK CASH BALANCE
Net Receipts (Disbursements)
DIP Term Loan Borrowing

GE ABL Borrowing (Repayment)
ENDING BOOK CASH BALANCE
Unused DIP Commitment
LIQUIDITY

DIP TERM LOAN BALANCE

DIP Loan Balance at Beg. of Week / Period
DIP Term Loan Borrowing

DIP Loan Balance at End of Week / Period

Page 2 of 3

Cumulative Variance to Forecast

Actual Forecast B (W) than
3/19 Through 3/19 Through Forecast
6/25 6/25 6/25

$ 36,426 $ 35,705 $ 721
102,927 85,433 17,494
41,274 43,819 (2,545)

41,482 35,113 6,369

- (5,486) 5,486

222,109 194,584 27,525
(45,752) (42,062) (3,690)

(11,207) (13,155) 1,948
(51,016) (49,329) (1,687)
(19,493) (16,768) (2,725)
(26,884) (26,095) (789)
(1,300) (749) (552)

(23,710) (24,628) 919

(4,900) (5,780) 881
(28,934) (23,509) (5,425)

(4,015) (5,363) 1,348

(1,881) (3,559) 1,678

(507) (703) 197

(279) (991) 712

(162) (440) 277
(2,788) (1,325) (1,463)
(5,922) (4,918) (1,004)

(2,526) (29,092) 26,566

(231,275) (248,465) 17,190

(9,166) (53,881) 44,715

(6,362) (11,165) 4,803

(257) (257) -

0 - 0
(3,646) (3,454) (192)

(10,265) (14,876) 4,612

$ (19,431) $ (68,758) $ 49,326
$ 61,443 $ 61,443 $ 0
(19,431) (68,758) 49,326
25,000 29,045 (4,045)

67,012 21,731 45,282

4,045 - 4,045

$ 71,057 _$ 21,731 $ 49,327

$ 92,955 $ 92,955 $ -

25,000 29,045 (4,045)
$ 117,955 $ 122,000 $ (4,045)




White Birch Paper Holding Company - WB Canada Only

Cash Flow Forecast - Cumulative Variance Report to 17-Week CFF (Dated 3In $000's

Weeks ended 3/19/10 through 6/25/2010

Operating Receipts

Stadacona

F.F. Soucy

Papier Masson

Accounts Receivable Contraction

Total Operating Receipts

Operating Disbursements

Fiber

Chemicals

Electricity

Recycle Material

Other Materials and Other Utilities
Property Taxes

Salaried and Hourly Payroll - Gross
Pension Plan and Group Insurance
Freight

Maintenance Equipment

Major Maintenance

Capital Expenditures

Professional Fees

Leases

Other

Management Fee

Bankruptcy Impacts

Total Operating Disbursements

Net Operating Cash Flow

Non Operating Cash Flow and Restructuring

Restructuring Professional Fees
Restructuring Bank Fees and Other Expenses
Intercompany Transfers

Interest Payments

Total Non-Operating Cash Flow and Restructuring

Net Operating Receipts (Disbursements)

BEG. BOOK CASH BALANCE
Net Receipts (Disbursements)
DIP Term Loan Borrowing

GE ABL Borrowing (Repayment)
ENDING BOOK CASH BALANCE
Unused DIP Commitment
LIQUIDITY

DIP TERM LOAN BALANCE

DIP Loan Balance at Beg. of Week / Period
DIP Term Loan Borrowing

DIP Loan Balance at End of Week / Period

White Birch Paper Holding Company - Canada Only

Cumulative 15-Week Variance to Forecast

Actual Forecast B (W) than
3/19 Through 3/19 Through Forecast
6/25 6/25 6/25
102,927 85,433 17,494
41,274 43,819 (2,545)
41,482 35,113 6,369
- (4,798) 4,798
185,683 159,568 26,115
(42,013) (38,622) (3,391)
(8,256) (9,971) 1,715
(42,740) (39,302) (3,438)
(15,497) (11,825) (3,672)
(22,675) (21,991) (684)
(1,158) (696) (462)
(18,636) (19,271) 635
(4,900) (5,780) 881
(25,399) (19,387) (6,011)
(2,644) (2,671) 27
(1,386) (2,712) 1,326
(313) - (313)
(261) (914) 653
(20) (246) 226
(2,788) (1,325) (1,463)
(4,881) (3,929) (952)
(2,448) (22,142) 19,694
(196,015) (200,787) 4,771
(10,333) (41,219) 30,886
(5,269) (10,352) 5,083
(257) (218) (39)
1,154 - 1,154
(3,646) (2,976) (670)
(8,018) (13,546) 5,528
(18,351) $ (54,764) $ 36,414
54,732 $ 54,732 $ 0
(18,351) (54,764) 36,414
25,000 19,753 5,247
61,382 19,720 41,661
4,045 - 4,045
65,427 $ 19,720 $ 45,706
92,955 $ 92,955 $ -

25,000 19,753 5,247
117,955 $ 112,708 $ 5,247

Page 3 of 3




Appendix C — Cash flow projections of WB
Group - 16 weeks ending October 15, 2010
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Appendix D — Cash flow projections of WB
Canada - 16 weeks ending October 15, 2010
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