Court File No. CV -09-8247-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF
GRANT FOREST PRODUCTS INC., GRANT ALBERTA INC., GRANT FOREST
PRODUCTS SALES INC. and GRANT U.S. HOLDINGS GP

RESPONDING MOTION RECORD
(Motion of Peter J. Grant Sr.)

McCarthy Tétrault LLP

Suite 5300, P.O. Box 48
Toronto Dominion Bank Tower
Toronto ON M5K 1E6

Kevin P. McElcheran LSUC#: 22119H
Tel: (416) 601-7730
Fax: (416) 868-0673

Solicitors for the Toronto-Dominion Bank



Court File No. CV -09-8247-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF
GRANT FOREST PRODUCTS INC., GRANT ALBERTA INC., GRANT FOREST
PRODUCTS SALES INC. and GRANT U.S. HOLDINGS GP

INDEX
Page
Affidavit of Benjamin Montgomery 1
Exhibit “A” 8
Exhibit “B” 15

Exhibit “C” 23



Court File No. CV -09-8247-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF GRANT FOREST PRODUCTS INC,,
GRANT ALBERTA INC., GRANT FOREST PRODUCTS
SALES INC. and GRANT U.S. HOLDINGS GP

AFFIDAVIT OF BENJAMIN MONTGOMERY

(Sworn September 14, 2009)

I, Benjamin Montgomery, of the City of Vancouver, in the Province of British Columbia,
business executive, MAKE OATH AND SAY: -

1. 1 am a Vice President & Director of TD Securities, the wholesale banking division
of The Toronto-Dominion Bank ("TD Bank"), working in our corporate credit group. Our group
has been actively involved in the administration of the secured loans of TD Bank to Grant Forest
Products Inc. (“GFPI”) and in respect of the involvement of TD Bank as the Agent under the.
First Lien Credit Agreement (the “First Lien Agent”) and later, as Agent under the Second Lien
Credit Agreement (the “Second Lien Agent” or together, the “Agents™), including structuring,
negotiating terms and documentation, through syndication and administration of the secured
loans of the First Lien Lenders and the Second Lien Lenders and, as such, have personal
knowledge of the matters to which I depose in this affidavit. Where facts stated in this affidavit
are not based on my personal knowledge, I have stated the source of my information and in all
such cases, I verily believe such facts to be true.

2, I have read the affidavit-of Peter J. Grant Sr. sworn on September 8, 2009 (the
“Grant Affidavit”) and this affidavit is sworn in response to the Grant Affidavit.



Introduction

3. The relationships between GFPI and each of the First Lien Agent and the Second
Lien Agent (as well as with the first and second lien lenders), are governed by the First and
Second Lien Credit Agreements. The provisions of the First Lien Credit Agreement that are
relevant to this motion are excerpted and attached hereto as Exhibit “A”. The provisions of the
Second Lien Credit Agreement that are relevant to this motion are excerpted and attached hereto
as Exhibit “B™. In this affidavit, I will refer to the First Lien Credit Agreement (as amended by

" the First Amendment to the Credit Agreement made as of March 21, 2007) and the Second Lien
Credit Agreement together as the “Credit Agreements”.

4. Until May, 2009, TD Bank was both the First Lien Agent and the Second Lien
Agent. When TD Bank resigned as the Second Lien Agent, it was replaced by Bank of New
York. TD Bank continues as the First Lien Agent.

5. GFPI and its affiliates used, among other sources of funding, the proceeds of the

loans made under the Credit Agreements to fund the construction of the two operating facilities

owned by Grant Claredon LP and Grant Allendale LP, both indirect subsidiaries of GFPI (the
“Carolina Mills™).

6. The development and construction costs of the Carolina Mills substantially
exceeded the budgets provided to the Agents pursuant to the Credit Agreements. Additionally,
substantial capital spending on non core assets, including a private golf course, a 65ft yacht and
an elaborate renovation of the head office in Haileyberry, Ontario, also absorbed significant cash
resources. These ¢ost overruns and non-core capital asset expenditures contributed to GFPI'S
liquidity issues that ultimately resulted in these proceedings.

7. In the Grant Affidavit, Mr. Grant states that the Tax Refund Purchase and Sale
Agreement (the “Agreement™) was “devised and structured” by Mr. Lynch and Ross Walker of
Fraser Milner. As ] understand its import, this description is a reference to the fact that the
Agreement was intended to assist GFPI by providing it with additional cash in a way that was
“devised and structured” to comply with the Credit Agreements.
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Accordingly, the Agreement was drafted so as to comply with, among others, the

provisions of the Credit Agreements which are excerpted and attached to this affidavit as
Exhibits A and B which include the following substantive elements:

(@

®

()

@

9.

The Credit Agreements prohibit financing by way of issuance of securities
by GFPI without consent of the lenders (see section 9.04(4) of each of the Credit
Agreements);

The Credit Agreements permit sales of assets up to the aggregate annual
amount of $10 million (see section 9.04(1)(c) of each of the Credit Agreements);

The Credit Agreements did not require the proceeds of any such permitted
sales to be paid on account of the loans because only proceeds of assets sales
exceeding $25 million were required to be repaid on the loans (see section
6.03(1)(a) of each of the Credit Agreements); and

The Credit Agreements prohibited GFPI from granting security except
Permitted Encumbrances (see section 9.04(9) of each of the Credit Agreements).

Because of these provisions and the business purpose of the Agreement, as it was

“devised and structdred”, the Agreement contains the following express provisions:

(®

®)

(©)

The transactions contemplated by the Agreement are not an injection of
equity but, instead are structured as sales of assets belonging to GFPI, namely
portions of 2008 and 2009 tax refunds (the “2008 Refund” and the “2009 Refund”
respectively) so that the proceeds paid could be retained qnd used by GFPI in its

business;

The value of interests sold in the 2008 Refund and the 2009 Refund is
each limited to $10 million;

The sale of the 2008 Refund was completed immediately on closing in
2008 but the sale of the 2009 Refund was expressly deferred until the 2009
Closing scheduled to occur on January 2, 2009;
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@ The sale of the 2009 Refund would be triggered only by the delivery of a
transfer of the 2009 Refund and was not effective until then;

() The payment of $10 million on account of the 2008 Refund was a
payment of purchase price paid on the 2008 Closing;

® The payment of $10 million on account of the 2009 Refund was expressly
a deposit to be applied on the purchase price only on the 2009 Closing;

® In order to assist GFPI’s liquidity position while remaining inh compliance
with the Credit Agreements, the deposit paid by Mr. Grant was expressly made
available under the Agreement for immediate use by GFPI in its business;

((4)] The obligation of GFPI under the Agreement, including the obfigalion to
deliver a transfer of the 2009 Refund at the 2009 Closing was not secured such
that any loss suffered by Mr. Grant resulting from GFPI’S obligation to complete
the 2009 Closing was an unsecured claim against GFPI; and

® The 2009 Refund, if received by GFPI prior to the 2009 Closing and/or the
' transfer of the 2009 Refund, was expressly stated not to be held in trust for Mr.
Grant.

10. Contrary to the statement in the Grant Affidavit at paragraph 18, neither the
lenders nor the Agents were requested to approve the Agreement and they did not approve the
Agreement or the proposed transactions.

11. Rather, the First Lien Agent was advised by GFPI that it intended to enter into the
Agreement which GFPI and its counsel advised the First Lien Agent could be performed by
GFP1 in compliance with the Credit Agreements. I attach hereto as Exhibit “C” is a copy of an
e-mail sent by Ross Walker, as counsel for GFPI to the First Lien Agent’s counsel confirming
that, at the time the Agreement was executed, the Agreement did not breach the Credit
Agreements. '
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12. Neither the Agents nor the lenders agreed to give a partial discharge of the First or
Second Lien security in respect of the 2009 Refund and neither Agent was ever requested to give
such a partial discharge.

The Transfer was never delivered

13. I understand from the Grant Affidavit that the 2009 Closing did not occur and
GFP]I never delivered the transfer of the 2009 Refund. Therefore, by the express terms of the
Agreement, Mr, Grant has no rights, beneficial or legal in the 2009 Refund.

14, Additionally, as expressly stated in the Agreement, Mr. Grant has no security for
any breach by GFPI of its obligation to complete the transactions contemplated by the
Agreement. Therefore, if there was such a breach, Mr. Grant must simply be an unsecured

creditor for any damages he may suffer as a consequence of any such breach.

Subsequent events and restructuring efforts -

15. For the reasons stated by Mr. Lynch in his affidavit supporting the Applicants’
application for an Initial Order in these proceedings and, in my view, because of the cost
overruns and non-capital expenses described above, the Applicants and their subsidiaries came
under severe financial strain in late 2007 that continued through 2008 and 2009.

16. “The strains on the Applicants’ business were reflected in their reported financial
results that were delivered to the Agents pursuant to the Credit Agreements through 2008 and
2009. Through the reporting that I reviewed on behalf of TD Bank, it became apparent that
GFPI would be unable to meet the interest coverage financial covenant that, under the First Lien
Credit Agreement, would be reinstated when cash payments of interest became due under the
Second Lien Credit Agreement in the first quarter of 2009. It was obvious that the weakness in
the business operations of GFPI and its subsidiaries would ultimately lead to defaults under the
First Lien Credit Agreement as of March 31, 2009 (subject to applicable reporting and cure
periods). Further, I was also concerned about GFPI's ability to maintain compliance with the
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minimum liquidity covenant in 2009, particularly given that the sharcholders injected new

capital to maintain compliance with the minimum liquidity covenant twice in 2008.

17. In anticipation of these pending defaults and the financial difficulties facing the
Applicants and their subsidiaries, GFPI began to plan its restructuring in late 2008 by taking
three important steps. First, GFPI hired Stonecrest Capital Inc. as a restructuring advisor on
December 12, 2008. Second, GFPI hired Goldman Sachs as a financial advisor to run a process
to attract new investment in its business. Third, and as part of the Goldman Sachs process, GFPI
approached TD Bank in January, 2009 seeking terms under which the First Lien Credit
Agreement could be modified to encourage new investment.

18. At the time that the Applicants approached the First Lien Agent seeking °
modifications of the First Lien Credit Agreement to accommodate new investment, the 2009
Closing had not taken place. Further, as noted above, GFPI did not, at any time;, request that the
Agents deliver partial discharges as required by the Agreement to be delivered on the 2009
Closing. |

19. In response to GFPI'S request, TD Bank considered modifications to the Credit
Agreement that it would be prepared to present to the First Lien Lenders for consideration. A
first draft of a term sheet was sent to GFPI on or about February 20, 2009. Among the express
terms of the term sheet was a requirement that the 2009 Refund would not be transferred to Mr.
Grant but would be retained by GFPL.

20. TD Bank and GFPI conducted negotiations in respect of the term sheet for a
number of weeks. At no time did GFPI object to the requirement proposed by TD Bank that
GFPI retain the 2009 Refund, The discussion of the 2009 Refind between GFPI and TD Bank
only occurred in the context of the “straw man” restructuring term sheet and not otherwise.

21, In March, GFPI settled a "straw man" term sheet with TD Bank. TD Bank was
advised that the "straw man" term sheet would be provided by Goldman Sachs to prospective
investors with the authority of GFPL. The "straw man" term sheet expressly required that the
2009 Refund would be retained by GFPI. That "straw man" term sheet was also provided to the
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First Lien Lenders on March 16, 2009 as a discussion paper setting out the basis on which the
First Lien Lenders would consider restructuring of the First Lien Facility.

22. As a further demonstration that GFPI did not intend to complete the 2009 Closing,
the cash flow information that it provided to the Agents expressly contemplated the receipt by
GFPI of the entire 2009 Refund by GFPI in the fourth quarter of 2009 and the use of such funds

in its business.

Concluding Statements

2. The Agreement was exccuted in March 2008 contemplating a transfer of the 2009
Refund to Mr. Grant only on the delivery of transfer to him in 2009. Mr. Grant expressly
obtained no legal or beneficial interest in the 2009 Refund until the transfer was delivered.

24, " No transfer of the 2009 Refund has been delivered to date and.consequently Mr.
Grant has no interest in the 2009 Refund.

25. The fact that no transfer had been delivered was not inadvertent or accidental. It
was deliberate and, from our observation, a necessary step to preserve cash as the business of
GFPI struggled with tight liquidity. Further, as Mr. Grant was the CEO and a member of the
board of directors of GFPI, he must have participated in the decision not to complete the transfer
of the 2009 Refund.

26. This affidavit is sworn in response to the Grant Affidavit and for no improper
purpose,
SWORN before me at the City of )
Vancouver, in the Province of British )
Columbia this 14™-day of September, 2009. )
)
%
(0 -
Notary Public by and for the Prpvince of J. MERY -
British Columbia ' '
CONRAD REGO '
Barrister & Solicitor
McCarthy Tétrault LLP
1300 - 777 DUNSMUIR STREET

VANCOUVER, B.C. V7Y 1K2
DIRECT 604-643-5682
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(v)  ths aggregate amount at which any shares of such Person that are redecmable or retractable at the
option of the holder of such shares (except where the holder is such Person) may be redeemed or
retracted prior to’the U.S. Non-Revolving Term Facility Maturity Date for cash or obligations -
constituting Debt or any combination thereof and . :

(vii) the Aggregate Exposure of such Person;

pmvxded,hnwevm-,thztﬂ:mwillwtbomcludedfcrﬂxewposc of this definition any obligation that is on
accovnt of (A) reserves for deferred income taxes or general contingencics, (B) minority interests in
Subsidiaries, or (C) trade accounts payable and accrued liabilities (including contract loans and income taxes
payable) inourred in the ordinary course of business.

“Default” has the meaning set forth in Schedule A; °
“Depoit Amount” hiag the meaning set forth in Section 5.02(12).

“Depreciation Expense” means, for any period with respect to any Person, depreciation, amortization,
depleﬁonmdoﬂxa_r]ikemduoﬁonstqhoomnofwchPmt‘orwchpuiodnotinvolvhzmywﬂayofmsh.

. Wﬂ”m%mﬂba?mmﬂquﬁmm,WMHmm
other disposition of any nature or kind whatsocver of any Property oc of any right, title or interest inor to any
Property that is out of the ondinary course of business of such Person, and the verb “Dispose™ has 4

corresponding meaning.

“Disposition Event” means any Disposition by a Restricted Party (other than a Disposition to

. another Restricted Party), provided, however, that (1) any such Disposition inrespect of Net Proceeds up to an

sggregate amount not to exceed US $25,000,000 for cach financisl year of the Canadian Borrower will not

constitute a Disposition Trigger Event, and (i) any such Disposition will not conatitute a Disposition Trigger -
Event if the relevant Restricted Party notifics the Administrative Agent within 30 days after such Disposition

that it plans to reinvest the Net Proceeds of such Disposition in Capital Expenditures sz promptly as

- practicable, but in exy event within 180 days after such Disposition; provided further that, if a Restricted

Party delivers a notice with respect to a Disposition as contemplated by clause (i) above, and if, on the

expiration of the 180-day period less than all the Net Proceeds of such Disposition have been reinvested or -~
applied as provided shove, then a Disposition Trigger Event will be decmed to have occurmed at the expiration .
of such 180-daypﬂiodwxﬂ1thProoeedsequdtolthethuedxofsucthpouﬁunﬁuthavenotbem

reinvested or applied.

“Distribution™ means (i) any payment, declaration ofdtvidendoroﬂudisu'ihxm'm, whether in éash or
Property, (but expressly excluding any distribution by way of the payment of dividends by the issuance of
equity securitics of an issuer) to any holder of shares of any class of ary Borrower or any other Restricted
Party, (ii) any repurchase, redemption, retraction or other retirement or purchase for cancellation of shures of
auy Borrower or any other Restricted Party, or of any options, warrants or other rights to acquire any of such
shares, or (iif) any payment or repayiment of any advance, loan, extension of credit, capitul contribution to, or
. guarentec of my obligation of, any Person that holds Equity of any Borrower or any other Restricted Party;
but , in cach case, excludes any such payments made by a Restricted Party to any other Restricted Party and
amounts prepaid to employees of 2 Restrictod Party for ordinary course employee expeuses.

“Documentation” means all systems, usa,hechniealorothudocummtxﬁonormfomhm(hcludmgany
input or cutput formats, program listings, narrative descriptions, ‘operating insteuctions or manusls,
specifications, user guides and systems, user or techmical manuals) that have been, are or may be provided in

McCarthy Tétrault LLP MTYL,_LAW #1678872 v. 1S
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“Exposure” has the meaning get forth in the te Reprici - i
- 'udbyﬂmm AggtegzksmWAmemmtmd,whacnppﬁmble.u

“Federal Funds Effective Rate” means, for any day, a fluctnating rate of interest expressed as a percentage
rite per annum cqual to the weighted average of the rates on overnight foderal fimds transactions with
members of the Federal Reserve System arranged by federal funds brokers as published for such day (o, if
such day is not a Business Day, for the preceding Business Day) by the Federa] Reserve Bank of New York
or, for any day on which that rate is not published for that day by the Fedexs] Reserve Bank of New York, the
simple averape of the quotations for that day for such transections received by the Administrative Agent from
three federal funds brokers of recognized standing selected by it, .

“Final Maturity Date” means (i) with respect to the Revolving Facility, the Revolving Facility Maturity
Date, and ]gxze with respect to the U.S. Non-Revolving Term Facility, the U.S. Non-Revolving Term Facility

“Financizl Assistance™ means, without duplicstion and with respect to any Persan, all loans granted by that
Person and guarsniees or Contingent Obligations incurred by that Person for the purpose of or having the
effect of providing financial assistance to another Person or Persons, including letters of guarantes, letters of
credit, legally binding comfort letters or indemnities issued in oannection therewith, endorsements of bills of
exchange (other than for collection or deposit in the ordinery course of business), obligations to purchase
assets regardless of the delivery or non-delivery thereof and obligations to meke advances or otherwiso
provide financia] assistance to any other Person; provided that “Financial Assistance” shall not include

amounts prepaid to employecs of a Person for andinary course employee expenscs, or amount loaned to

cmployees to finance their purchases of houses up to the principal amount of U.S. $150,000 pez loan and up
to an aggregats principal amaunt of U.8. $500,000 foc all such housing losva.

“Financing” means, with respect to sny Person, the raising of funds by issuing debt obligations, including '

convertible or exchangeable debt obligations (but excluding Subordinated Debt) or by borrowing from 8
lender or other financial institution, or by issuing securitics (however designated, whether voting or non-
voting or whether certificated or non-certificated) of capital of such Person and any other interest or
puﬁdpaﬁmﬂ;ﬂcmfc:sonaPumﬂwﬁ#ﬂbmfvenMofﬂxcpmﬁumdlom of, or distributions
of assets of, such Person. .

“Footner Buyout” means the acquisition by the Canadian Borrower (or any of the other Restricted Parties) of
all or any portion of the 50% cquity interest in the Footner Joint Venture currently owned by Ainsworth
Lumber Co, Lid. or onc or more of its Subsidiarios or Affiliates, and the shares, currently owned by
Ainsworth Lumber Co. Ltd. or ane or more of its Subsidiarics or Affiliates, of Footner Forest Products Ltd.,
the owner of the assets comprising the Footner Mills located in High Level, Alberta.

“Footner Buyeut Financing” has the meaning st forth in clause (xiii) of the definition of Permitted

“Footner Joint Venture” means the unincorporated joint venture in the oriented strand board mill, in High
Level, Alberts, also known as the “Footner Mill”, owned equally by the Canadisn Borrower and Ainsworth
Lumber Co. Lid. or ane or more of its Subsidiarics cstablished pursuant to the Footner Joint Venture
Agreement.

wmumv»mammmmmofwmmz 1999

between Ainsworth Lumber Co, Lid., and Grant Forest Products Corp, together with the assignment sgroament
relating thereto made as of December 9, 1999betmerthorcsth«hquup._mdﬂ\eChmdim

McCoarthy Tétrault LLP MTL_LAW #1678872v. 15



6.02

i The U.S. Barrower will repay in full the outstanding principal amount of all Loans and other
ations under the U.S. Non-Revolving Term Facility on or before the U.S. Non-Reovolving Term Facility

6.03

(1)  (a) Exccpt as otherwise provided in this Section 6.03, if a Restricted Party receives Net
Mhhf@ﬁ@&ﬂ%hﬁw@ﬁmuﬁmﬁmﬂﬂgﬁuﬁmbaﬁspﬁﬁmw
Event, or from insurance proceeds pursuant to Section 9.01(8) hereof, which, in sccordance with this

, Agrecment, mplyamemtbcLendaswrcpaythg&editFwﬂiﬁes.yhcmﬁ&HeBmwuwinhwm'
obligation under this Section 6,03 to make a repayment under the Revolving Facilitics and the U.S, Non-
Rwolving'l‘erml{noility,ogamrqmbnis. in an amount equal to such Net Proceeds in the form of Cashor
Cash Equivalent.” The applicable Borrower will notify the Administrative Agent in writing of any such
mendatory mMmﬂredhkmdspmuﬂbﬂﬁs Section 6.03(1) at lcast five Business Days prior
to the date of such prepayment. Each suth notice will specify the date of such prepayment and the amount of
such prepayment. The Administrative Agent will promptly notify each Lender of the contents of the -
Barrower’s prepayment notice and of such Lender's pro rata share of the prepayment. Notwithstanding the
forcgoingmdmbjectmpamgmph(b),ﬁeU.S.Bmwerwﬂlnutbemquimdtomnhmypmpnymmtoﬂhc .
U.S. Non-Revolving Term Facility pursuant to this Section 6.03 on or prior to the fifth amiversary of the date
of the laxt Drawdown of the U.S. Non-Revolving Term Facility (the “Fifth Anniversary”™) to the extent that
the amount thereof, when aggregated with all prior mandstory prepayments of the U.S. Non-Revolving Term
Facility, would exceed 25% ofthctohlpdncipdmmtofﬂmU.s.Non-RcwlvhzTumemtyadmed;
provided that such excess ammﬁwhich:dﬁsmhﬁvelymﬂmmmmmmwinmm
(b) of the definition of Net Proceeds which would have been applied to prepayment of the U.S. Non-
Revolving TPaciﬁlybmfartlﬁsmmeofSecﬁonMB(l)wﬂlbe deposited by the applicable Borrower
into a designated cash collateral scoount maintained with the Adnﬁnimlﬁwmt(otminuined'wiﬂmnh
oﬂmeruothuvdwdhwbdbyﬂwAdnﬁnkmﬁwAgm!)mﬂwappﬁedmﬂwBuﬁanay
immediately following the Fifth Anniversary.

Borrower to make such offer or to effect such prepayment following asceptance of such offer will constitute
an Event of Default under this Agreement. If any Lender declines such offer, the U.S. Borrower shall be
mﬁﬁedtorctuinﬂ}eappliubleamomt. . .

(2)  Subjectto Section6.03(1), each repayment under this Section 6.03 will be applied against the

' rcpaymtsdmmmwms.w(l)mmdm&empcﬁwmuﬁwdmofm
Credit Facility, and cach such repayment will be applied to, aud will permanently reduce the Commitment of
cach Lender in respect of the Revolving Term Facilities and the U.S. Non-Revolving Term Facility, on s pro
ratz basis, by the amount of the Lender’s Applicable Percentage of such repayment. If the applicable
Bmwuhymmofmywchmaymnmducﬁmamdhﬁm(u)wnmymommwww
ﬂwmdofthcappﬁubhmruiod.ﬂ:zBmwuwmmmmmebmdu:fw any loss or expense
that the Lenders incur as a result thereof, including any breakage costs, or (b) pays any Bankers® Acceptances
or BA Equivalent Notes prior to their respective mmmitydatuordischarsesitsobligaﬁonmthehmﬁns
Bank in respect of outstanding Letters of Credit, such amount will be paid as collateral to the Administrative

McCarthy Tétrauls LLP MYL_LAW #1678872 v, 15
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0] Compliance Certificate - A Complisnce Certificate in the form of Schedule 1.01(x)
mmﬂyﬁﬁh&bwofﬁeﬁnmmﬂmmmedbmmwmmmdm.mg
with the first figcal quarter end after the date hereof,

(5)  BusinessPlan, Assoonasavailable and in anty event within 60 duys after the end of its fiscal
year, provide ths Administrative Agent with a consolidated detailed business plan for the Canadian Borrower
mhmmmm(mwmv,mwmjmmmwmm
date of delivery of such financial projections and capital budgets to the Credit Facilities, with a degcription of
all assumptions used in respect of the preparation of the Business Plan, including the financial projections,
upitxlbudgeumdunotherﬁmmoumdﬁnmulmfomahm.pmvx&d,hum at no time will such
financial projections and capital budgets be less than five years, in each case conszisting of a balanoce sheet,
mwmntofmmdmdummgsmdmmntdchmguofcuhﬂuwﬁrmehyw

©) , 1 ing Debt. Promptly notice of any smendment to, or waiver of, any
mﬂmﬁdmdmwmnebtofﬁenmmmdmyofﬁm%u&ma

" including sy provision relating to the rate of interest payable on such Debt, the amount of Debt that may be

mmmmmm&mmmmm&udwmmofde&mﬂ
maintenance of financial mtios thereunder.

Y] mﬂmgmwymofwlewmmem(mm
the Lenders) to recover amounts outstanding respecting Debt of any Barrower or any Guerantor.

(8)  OtherInformation. Promptly such other information as it may reasonably request respecting
any Borrower or any Guarantor, oz, to the extent that the Borrowers are not prevented from providing such
information by cantract or undertuking entered into with or provided to any other Person, respectively, my
other corporation, partnership, limited partnership or other entity in which any Bazrower or iy Guearantor has
any financial interest provided that the Administrative Agent will mmintain the confidentiality of all
information it receives in accordance with usual requirements of banker/customer confidentiality and does not
disclose or use it except for the purposes of this Agreement.

(%), Notice of Change. Without limiting the genemlity of Section 9.03(8), promptly (i) notice of
any additional Relovant Jurisdiction in respeot of any Borrower or any Guarantor, and (i) notice of sny
change (financial or otherwise) in the business, operations or condition (financial or otherwise) of any
erowuormyGuumﬂmthuuuudormymschamidAdvahnge

o) Hdgg‘_m mnmwmonﬂ:mownbchalfmdonbehlfofoﬂlﬂw
Partics shall deliver to the Administrative Agent (or such other person dosignated by the Admiristrative

Agent) a certificate sotting out the details of cach Hedge Arrangement forthwith upon entering into a Hedge
Amxngement, with cach such certificate also sctting out the details of all then

outstanding Hedge
Arrangements and also wﬁfymatnmhnmbaﬂﬂedgcmcmmuﬂnﬂheywmplywtﬂ:ﬂshmnm
set forth in Scction 9.04(13).

9.04 Nmﬂuﬂa'zm

So long as this Agreement is in force and except as otherwise permitted by the prior written
conzent of the Required Lenders, each Borrower will not, and will ensure that each Restricted Party will not:

M) Mﬂmmmmmoﬂhmtmummmamnfmmu
any part of its Property, whether now or hereinafter acquired, except for:

(®  the BushLots;

McCarthy Tétraull LLP MTZ, LAW #t1678872 v. 15



-60-

®) Property sold by one Restricted Party to another Restricted Party;

(c) Pmpatywldfmﬁhmnrhtvdm,pmwdedﬂmtﬂmbﬁlmmtoﬂhemw
derived from el such Dispositions made in any single fiscal year of the Canadian Barrower
e does not in the aggregate exceed U.S. $10,000,000; and

1)) Dispasitions made in accardance with customary trade terms of tangible personal property
that would reasonably be considered to be the subjeot matter of Dispositions by it in the
m@mdwmhkmﬁmmmmmmmd
tangible personal property that is worn out; obsolete or no longer useful for the purpose of
carrying on its business.

) gaation, efc, Bxcept with a Barrower or Borrowers or with or as
mwmwmmmwmmmrmmme
reorganization or other transaction or series of transactions intended to effect or otherwise permita changein
its existing carporate or capital structure, in each case whereby all or substantially all of its tndertaking or
asscts would become the property of enother Person, liquidate, wind-up or dissolve itsclf, or permit any
liquidation, winding-up or dissolution of any other Guarantor; provided that with respect to any such
transaction with a Borrower or Borrowers or with or ag between Guarantors no such transaction is penmitted if
() such event may result in the assets of the Borrower or 2 Guarantor becoming subject to an Encumbrance
{other than = Rermitted Encumbrance), (ii) such event may result in the occurrence of » Defanlt or Eventof
Defaylt, (iii) & Defanlt or an Evenit of Defiult has or will have oceurred and be continuing, (iv) the Person
resulting from such transaction is not incorporated or organized under the laws of Canada or a provines or
territory thereof or the laws of any State of the United States, (v) the Person resulting therefrom is not bound
by ths Obligations of the Borrowers ot Guarantors, and (vi) the Barrowers are unable to deliver to the
Administrative Agent an opinion of Borrowers® counsel, acceptable to the Administrative Agent, acting
rcasommy,ﬂntnwhmucﬁoncompﬁuwiﬂuppﬁublekequimmintsofkw. :

(3)  NoChange of Name, Chnngemmmethhoutptov:dmgﬁwAdlmme Agent with 30
days® prior written notice thereof.

(4) ~ NoFinancings Create, incur, assume or permit any Debt (including Debt of the Footner
Joint Venture) to remain outstanding, other than Permitted Debt or complete any Financings (other than the

Footner Buyout Financing).

(5)  No lnvestments OﬂmﬂamaPmﬁedInvmt,mke,dmcﬂyorinduwﬂymy
. Investment except the Borrower or any Gusrantor may make sn Investment if:

(2) 10 Event of Defisult or Default has occurred and is continuing at the time such Envestment is
made or would result from the making of such Investment; and .
()  such Investment is consigtent in all material respects with ths Busincss Plan for the fiscal
year of the Canadian Borrower in which such Investment is made and is made using cash
resulting from the operations of the Barrowers or a Guarantor; ]
provided that if the Investment is in a Person thatis not a wholly-owned Subsidiary of any Barrower
or a Guarantor, the aggregate of all such Investments will not exceed Cdr. $10,000,000;

(6)  NoChange in Business. Other than the construction and operation of the Mills, engage,
directly or indirectly, innlﬁaeofbuxm&nwouldbemhnnlmdmbmtmyd:ﬂ‘amfmmﬂmehnu
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‘of business carried on by it as of the Closing Date, except that it may engage in any reasonable extension,

development or expangion thereof or in any business ancillary thereto

).(7) No Financigl Asgistanee. Give any Financial Assistance (other than to other Restricted

(8) NoDistributions. Make any Distribution if (i) the Total Debt to Capitalization Ratio, based
on the most recently completed fiscal quarter is, or would be afier giving effect to the Distribution,
equal to or greater than 50%, or (i) the Barrowers would not be entitled to make 2 Drawdown of U.S. $1.00
under Credit Facilities after giving effect to the proposed Distribution, or (iif) if an Event of Default or
Default has occurred and is continning at the thwe such proposed Distribution is to be made or would result
from the making of such Distribution; provided, howevex, that where the requirements of subparagraph (i),
(ii) or (iif) do not prevent a Distribution from being mads, the amount of the proposed Distribution will not
exceed an amotint determined in accordance with the following:

<Cén. $30 million nil . nil
Cdn. $30to Cdn, $75 million ~ 50% of Free Cash Flow 60% of Frec Cash Flow
>Can. §75 million . 60% of Free Cash Flow 75% of Free Cash Flow

The foregoing restrictions on Distributions will not apply to any payments by the Canadizn Bamowes by way
of dividends on its existing outstanding Preferred Shares in an aggregate dividend smount not exceeding Cdn.
$6,000,000 for each fiscal year so long as no Event of Default or Default has ocourred and is cantimiing at the
ﬁmmymnhhcﬁmcdShamdiﬁdmdDis&ibuﬁMhmachmﬂdmuhﬁm&»mnﬁngofwh

(9)  NoEncumbrances, Creatr, incur, assume or permit to exist or perntit any Rostricted Party to
create, incur, assume ar permit to exist any Encumbrance upan anty of its Property (including upon any of the
Property of the Footoer Yoint Venture) except Permittad Encumbrmmces.

(10) Capital Expenditures. In any fiscal year of the Canadian Borrower beginning on or after
Imuaryl,2006mah,6rmixnomyammtwhichwoulqumﬁtomb,nuCapita.lepmdihm
in excesy of the Permitted Capital Expenditures. -

(11) NoChepgeto YegrEnd. Make any change to its fiscal year end from December 31 im each

{12) No Continuance, Contitue into any other jurisdiction. .

(13) Hedge Arangements, Ester into or permit 10 be ouistanding st any timo any Hodge
Arrangement unless it meets the requirements of paragraphs (2) and (b) below: L

(@ wchHedgeAmgunmtiudﬂw({)amswap,inwmopﬁm.fuwuﬂ{m

transaction, forward foreign exchange transaction or cross crency rate swap transaction
entered into with & Lender or (if) & Commodity Hedge Arrangement; and

()  suchHedge Arrangement is dexigned to protect the Restricted Party against fluctuations in
currency exchange rates, interest rates or commaodity prices and such Hedge Armangement
Thas been entered into by the Restricted Party bona fide and in ‘good faith in the ordinsry

McCarthy Tétrault LLP MY, LAW ¥1678872 v. 15
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Administrati cextificats from the ‘ , in form and substance satisfact
tbeAdminht‘t':ﬁAvtmby. Independeat Engineer, in form satisfactory to

“Cndhhdmrmwuﬂnmm-dvmdmdrn(lwmumedmdwﬂﬁ:nmm

“Debt® means, without duplication, with respect to any Porson, all obligations that, in accordance with
eﬁmmummlwmfm Person, xnd, without duplication, includes, with respect
to such Person,

(i) anobligation in respect of borrowed money or for the doferred purchase price of Property or scrvices
or an obligation that is ovidenced by a note, bond, debenture or any other similar instrument;

(i) lhn:farwiﬂlmmuwiﬂlnobﬁgnﬁmnWMbﬂnmtoﬂ»lhbﬂhyofm

(iii)  an obligation under a Capital Leass;

(iv) amwlimumwﬁphhmm-m'mmww
Jimﬂummgwmofmdhw!mofmimmdbymfuthemmnfm

(v)  aContingent Obligation to the extent that the primary cbligation to guarantecd would be classified as
“Debrt” (within the meaning of this definition) of yuch Perso;

(vi)  the aggrogats amount at which any shares of such Person that are redeemable or retrastablo at the
option of the holder of such sharex (sxcopt where the holder is such Person) muy be redecmed or
retracted prior to the Matarity Date for cash or cbligations constituting Debt or any combination
thereof; and

{vii) the Aggregsts Exposure of sach Person;

provided.bmvar.tiutthmwillnotbeindndodforﬂmwpo&oﬂhiadeﬁniﬁuonqnbﬁnﬁmhti:m
account of (A) reserves for defervod incomis taxes or geneml contingencics, (B) minority interests in
Subsidinriés, or (C) trade accounts payablo and accrued lisbilities (incinding contract Joans and income taxes
payable} incusred in the ordinary courss of buginess.

“Default” means any cvent or condition that constitutes an Event of Default or that would constituto an Event
of Default except for satisfiction of any condition subscquent rezuired (o make the event or coadition an
Event of Default, fucluding giving of any notico, paysage of time, or both.

“Depreciation Expeuse” means, for any period with respect to aay Person, depreciation, amortization,
depletion and other like reductions to income of such Person for such period not invalving sny outlsy of cash,

“Dispasition™ means, with respoct to a Porson, any sale, assignmont, tranxfer, conveyance, feass, licence or
othudi:pnsitionofmymwammofwmqmofwmweawhwmmy
Propesty that is out of the ordinary course of busincss of such Person, and the verd “Disposc™ has a
corresponding meaning,

“Disposition Trigger Evest® means any Disposition by a Restricted Party (other than 2 Disposition to

ancther Restrictod Party), provided, however, that (7) any such Disposition i respect of Net Proceeds up toan
Bggrogato mmount not 1 cxceed $25,000,000 for cach financial year of GFP will not constitute a Disposition

CHEIRSSIZ2N
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Ttigger Event, asd (if) sny such Disposition will not constitats & Disposition Trigger Event if the relevant
WMW&WMMMEJOMWMWMM&Mlm
reinvest the Net Procecds of such Disposition in Capital Expenditures as promptly as practicable, but in any
svent within 180 days after such Dispoeition; provided further that, if s Restricted Party delivers anotice with
respect to & Disposition as contemplatad by clause (i) above, and if, on the expirstion of the 180-day period
less than all the Net Proceeds of such Disposition have been réisivested or applied ss provided above, then a
Disposition Trigger Bvent will be deemed to have occurred at the expiration of such 1 80-dsy period with Net
Proceeds equal 1o the Net Procaeds of such Disposition that have not been reinvestod or spplied.,

“Distribution” means (7) any payment, declaration of dividend or other distribution, whether i cash or
Proparty, (but expressly excluding any distribution by way of the payment of dividends by the issuance of
Wm&dmh@mwhd&dﬁmdmvhdhhwwuwmw
Party, (i) any ropurchase, redemption, retraction or other retiremant or purchase for cancellation of shares of
the Borrower or any other Restricted Pasty, o of any options, warrents or other rights to scquire any of such
ﬁmw(ﬁ:)mmmwwmofwdvmlmmﬁmofmhwmb.a
wmdwﬂiyﬁmaﬂwmwhm‘hmofmmwwmkwﬁmd?m
but, in each case, exchudos any such payments made by a Restricted Pasty 1o any other Restricted Party and
smounts prepaid to employeos of a Restricted Pasty for ordinary courss employes expensos.

“Documentation™ means &ll systxina, user, technical or ather documentation o information (including any
input or output formats, program listings, purative descriptions, operating instructions or manuals,
specifications, user guides and systerus, user or technical manuals) that have boen, are or may be provided in
* connection with Software and iucludes ay corrections, replacements, modifications or reloases thereof or
thereto, whether distributed in print, magnetic, electronic, video or other format,

“EBITDA™ means, with respect to any Person for any period, the Net Income of such Person for such period
plus, without duplication and to the extent reflected as 2 charge in tho statement of net income included Inthe
financis] statements of such Person: .

(i)  all amounts deducted in the calculation thercof in respect of Depreciation Experse, and current and
deferred taxes, net losses of Subsidiarios and any other losses incurred in respect of investments that
are accounted for on an equity basis;

(i)  Total Intorest Expense;
(i extracrdinary, non-recusring or unusval cxpenses or losses (including, whether or not otherwise
) %ou.mmmmwammmmmmammm
cotrss of business or on sales of Property of a Restrictod Party which is leesod back to sy Restricted
Pasty); and

(iv)  unrealized losses from Hodgs Arrangements to the extent that they have been used in determining
Net Income a5 0 matter of GAAP;

less, without duplication and to the extent reflected as & crodit in such statement of net income,
v) any reduction of defarred taxes;

(v}  amounts insluded in the calculstion thereof in-respect of not profits of Subsidiarics and any other
protits in respect of investments that are accounted] for on an oquity basis;

CHEIRSSITZY)
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under Section 5.03(2)), (x) aay United States withholding tax unjess such withholding taxes would not bave
besn imposed but for s change in law, rule, regulation or troaty or in the published and official sdministration,
imerpretation or application thereof by any Goveromental Authority ocowrring after such Lender becomes »
party hereto (or designates s new lending office) {such taxes, *Statutory Change Withholding Tax™ and such
changes, “Statutocy Changs in Law™), except to the extont that such Lender (or its assignor, if any) was
cntitled, at the time of designation of 4 new lending office (or apsignraent), to receive additional amounts from
the Borrower with respect to such Statutory Change Withbolding Tax pursuant to Section 5.02, and (y) any
withholding tax that is attributable to such Lender"s failure {other than as & result of a Statutory Changs in
Law) to comply with Section 5.02(6). :

WM&OMMMMWWWW;AWMMWN&E
caculated in the manner spacified by the Aggregate Regricing Agreement.

~Feders] Funds Effective Rate” means, for ny duy, a fluctuating rate of intcrost exprossed as a percentage
rate per anmuwn cqual to the weighted sverage of the ratos on ovemight federal funds transactions with
members of ths Federal Rasorve Sysiam arranged by federal funds brokers as published for such dsy (or, il
such day Is not a Business Duy, for the preceding Business Dey) by the Federal Reserve Bank of Now York
oz, for any day on which that eate i not published for that dxy by the Foderal Reserve Bank of New York, the
simple averuge of the quotstions for that day for such transactions received by the Administrative Agent from
throe federal funds brokers of recognized standing selected by it.

*Financial Assistance” means, without duplication and with respect to any Person, all Ioans granted by that
mmmmummmwm.wmmmmmdwmmm
offect of providing financial assistance to another Person or Persons, including letters of gearmntes, lettesof
credit, legally binding comfort letiers or indemnities issucd in connection therewith, cudorscanents of bills of
exchange {other than for collection or deposit in the ordinary course of business), obligations o purchass
assets. regardless of the delivery or non-delivery thereof and obligations to make advances or otherwise
wmmumewmmwwmwmmuumm
smounty propaid 1o employces of a Person for ordinary course employos txpenses, or amount loancd to
cmployees to finance their purchases of houses up to the principal amount of $150,000 per loan and up to an
aggregato principal mmomnt of $500,000 for all such housing loans.

ww-rmmmmmwmmmamwmmwowmwm
convestible or exchangenble dobt ohlgations (but excluding Subordinated Debt) or by borrowing from
lender or other financial institution, or by issuing securitios (hawsvor designated, whother voting or non-
voting or whether cestificated or non-certificated) of capital of such Person and any other interest or
pmicipnionﬂmwnfenonn!‘mﬂwﬂglummeivushnnofﬁewﬁumdbcmof.ordimibuﬁnns
of assets of, such Person.

“First Lien Credit Agreement” means the Credit Agreement (as amended as of the date hereof and as
further amended, restated, refinanced, supplemented or otherwiss modified from time to time in scoordance
with the Intercreditor Agrooment) dated as of October 26, 2005 among GFP, ths Borrower, the other
Guarantors party theveto, Toronto-Dominion Bank, as administrative ageot for certain lenders, Toronto
Dominion {Texas) LLC, as administrative sgent for cortain lenders, and the other partios thereto.

mmmrmmmwmwmdwmwmm)ommuypmﬁm
of the 50% oqulty interest in the Footnar Joint Venture cwrently owned by Ainsworth Lumber Co, Ld. or one
or mors of its Subsidiaries or Affilistes, and the shares, currently owned by Aiisworth Lumber Co. Ld. or
ons or more of its Subsidiaries or Affilixtes, of Footuer Forest Products Ltd., the ovner of the assets
comprising the Footner Mills located in High Level, Alberta.
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applicable lenders therounder consent to such prepayment) or all obligations wnder the First Lisn Crodit
Agreement have been paid in full (exchuding contingent indermification obligations not yet due and payabc).

6.03 Maundatory Prepsyments

(1) (s) Except ss otherwise provided in this Section 6.03, if a Restrictad Party receives Net
Proceeds in the form of Cash or Cash Equivalents from (i) s Disposition that gives rise to a Disposition
Trigger Event, or from jnsurance proceeds pursuant to Section 9,01(8) heroof, or (ii) the issuance of Bquity
{other then Equity contributions to provide required liquidity or fund construction of the Mills and Equity
issuances to a Restrictod Party or as part of the Permitted Restructuring) or Debt (other than Subordineted
Debt, Delt issued under the First Lisa Credit Agresraent and Dobt issued to a Restricted Party or as part of
the Pormiited Restructuring), the Bomowér will have an obligation under this Section 6.03 to make 2
prepaymeontof the Loans and PIK Intrrest Amonnts in an amount oqual to such Net Procecils in the form of
Cash or Cash Equivalent, Ina except as provided In Section 6.03(6), within 145 days xfter cach fiscal
year ond, the Borrower will propay the Loans and PIK Interest Amounts in ag smount equal to the Excess
Cash Flow Prepayment for suoh fiscal year, All such prepayments will be applied pre raia to the cutstanding
Loans and PIK Interest Amounts. ‘The Borrower will notify the Administrative Agent in writing of any such
mandatory prepayment required to bo made pursuant to this Section 6.03(1) at Jeast five Business Days prior
tothe date of such prepayment. Each such notice will specify the date of such prepayment and the amount of
such prepayment. ‘The Administrative Agent will pramptly notify cach Lender of the contents of the
Borrower's prepayment notice and of such Lender’s gro rafa share of the prepayment. Notwithstanding the
forogping and subject to patagraph (b), the Borrower will not be required to maks any prepayment pursuant ko
this Section 6.03 om or prior to the fifth anniversary of the dats of the advance of the Loans (the “Fifth
Anniversary”) to the extent that the amount theeeof, when aggregated with all prior mandatory prepeyiments

" pursunnt to this Section 6.03 and af) other prior mandatory repayments and prepayments of PIK Interest
Amounts and principal of the Lomns, would exceed 25% of the principal amount of the Credit Facility
advanced; provided thet the axcess amount which relates cxclusively 1o the inurance proceeds refoired to in
paragraph (b) of the definition of Net Proceeds which would bave boeu applied to prepayment of the Loans
and PIX Interest Amounts but for this sentence of Section 6.03(1) will be deposited by the Borrower into n
designated cash collateral account maintalned with the U.S. Collateral Agentuntil so applisd on the Business
Day immediately following the Fifth Anniversary and &ll other amounts which would have been applied to
prepayment of the Losns and PIK Intarest Amounts but for this sentencs of Section 6.03(1) will, subjest to
Section 6.03(1)(b), be paid on the Business Day immediatoly following the Fifth Anniversary without being
roquired 10 be deposited in a cash collaters] acconnt,

(b) A Disposition Trigger Event will constituto an event roquiring the Boorower to, within
five Business Days following such event, maks m offer to the Lobders, by notice to the Adminisirative
Agent, to prepay tho Loans and PIK Interest Amounts in the amount of such prepayment, and such amount
will bo applicd in the manner spocified in Scction 6.03(2). Any failurs of the Borrower to make such offer or
to effect such prepayment following acceptunce of such offer will constitute an Bvent of Definlt under this
Agreoment. Ifany Lender declines such offer, the Borrower shall be entitled to retain the spplicablexmount.

(2)  TheBorrower will pay to the Administrative Agent al) accrued fees and other amounts, and
accrued and unpaid interest in respact of tha Loans (excopt for the PIK Interest Amounts other than es
roquired by Scction 6.03(1)(a)) to, but excluding, the effective date of any repayment or prepayment on the
date of such repsyment or prepayment. . '

()  Section 6.03(1) will not apply upon the occurrence of oud during the contimunce ofan Event
of Defeult in which case all such Not Proceeds will forthwith bo applied to psy down the Loans and PIK
Intorest Amounts, subjoct to Sections 6,03(5) and (6). : )
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euﬁfmum’n;omﬁedeﬁhofuchﬂndgemmmtfmmm#mhgﬁ@IW
Arrangoment, with each such cestificsto also sciting out the details of all then outstanding Hedge
Arrangementy and also certifying in rolation to all Hedgo Arrangoments that they comply with the limitstions
set forth in Section $.04(13).

9.04 Negativp Covenants

So long ax this Agreement is in force and expopt a5 otharwise permitted by the peior written
mm;rmswwwmmaFPmunm' will, and will ensure that esch Restrictad
Party will not: ’

(1)  Disposition of Progerty, Dispose of, in onc transaction or in a series of transactions, all o
any part of i1s Property, whether now or hereinafter acquired, except for: _

10)] the Bush Lots;
()  Proparty sold by one Restricted Pasty to another Restrictod Party;

()  Property sold for fair market vajue, provided that the total amount of the gross proceeds
derived from all such Dispositions made in any single fiscal year of GFP does not in the
aggregate exceed $10,000,000; and

(d) - Dispositions made in accordance with customary trads terms of tangible personal property
that would reasonably be considered to bo the subject mattor of Dispositions by it in the
normal course of its business for the purposes of carrying on the same or Dispositions of
tangible personal property that s worn out, obsolets or no longer useful for the purpose of
carrying on its business. '

@) NQ L.On Amaipamation, ¢tc. Extept with the Bommrower or with or as between
Guarantors, consolidate, amalgamats or merge with any other Person, enter nto any covporste reorganizstion
ar other transaction or series of bunsactions intonded to cffect or otherwise permit a ohango in ity existing
corporate or capital structurs, in each casa whercby all or substantially all of its undertaking or axscts would
become the property of another Person, liquidate, wind-up or dissolve itself, or permit any Hquidation,
winding-up or dissolution of eny other Guarantor; provided that with respect to any such transaction with the
Borrower or with or as between Guarantors no such transaction is permitted if (i) such event may vesultinthe
assets of the Borrower or 8 Guarantor becoming subject o an Encumbmance (other than a Permitied
Encumbrance), (if) such sveut may rexult In the occurrence of a Default or Event of Default, (3i5) a Defsultor
an Event 6f Defiult bas or will have occurred and be continuing, (iv) the Psyson rosulting from such
transaction is not incorporsted or organized under the laws of Canada or & province or territory thersofor the
laws of gy State of the United States; provided, in the case of the Borrower, that the Bomower must st all
times continue to be organized under the luws of the United States, (v) the Person resulting therefrom iy not
bound by the Obligations of the Borrower or Guarantars, as applicable, (vi) the Borrower is unsble to deliver
to the Administrative Agent an opinion of Borrowes"s counsel, sceepiable to tho Administrative Agent, scting
roasonably, that such trensaction complics with applicable Requirements of Law or (vii) in the case of the
Barrower, to the extent applicable, the Borrower Iy not the surviving entity. Notwithstanding the foregoing,
GFP and its Subsidiaries may effect the Permitted Restruchuring.

()  NoChangeofName, Chango its nume without providing the Administrative Agent with 30
days’ prior written notice thereof (except that such notice shall benot fewer than five (5) Business Days ifthe
change of name occurs as part of the Permitted Restructuring). '

.
Sty
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()  NoFinancings. Creats, incur, assome or permit any Debt (ncluding Dobt of the Footner
Joint Venture) to remain outstanding, other than Permitted Debt, or vomplete any Flnsncings {ofhor than the
Footner Buyout Financing).

(5}  No Investments. Other than a Fermitied Investmont, make, directly or indirectly, any
Investment sxcept the Borrower ar any Guarantor may make an Investment if:

(s}  noEvent of Defiult or Default bus occurred and is continuing at the time such Investment is
made or would resuit from the making of such Investment; and .

(b)  soch Investment is sonsistent in all materin} respects with the Business Plan for the fiscal
year of the Borrower fn which suth Investment is mads and Is made using cash reaulting
from the operations of the Borrower or a Guasantor;

provided thiat if the Investment is in & Person that is not 2 wholly-owned Subsidiary (other than the
Excluded Subsidiary) of the Barrower or a Gusrantor, the aggregate of all such yvestments will not
excced Cdn, $10,000,000; provided further that the Restricted Parties may make nominal Investments
mmwmsummmmmaummmmmmmw

(6)  No Change in Business, Other than the construstion and operation of the Mills, cagage,
directly or indirectly, in a line of business that would be material and substaatially different from those Iines
of business carried on by it us of the Cloaing Date, except that it may eagage in any ressonable extension,
development or expansion thereof or in any business snoillary thereto,

(»  No Financial Assistance, Give any Financial Assistauce (other than to other Restricted
Partios).

{8)  NoDistributions, Make any Distribution; provided that if no Event of Default or Default has
occurred and is continuing at the time such proposed Distribution is to be made or wouid result from the
meking of such Distribution, then Distributions may be made provided the aggregate Distributions in eny
fiscal year of GFP may not exceed an amount determinad in aceordance with the following:

Groater than or ¢qual to 4.00:1,00 Nii -

Greater than or equal 10 3,00:1.00 but less than  Cdn. $6,000,000

4.00:1.00

Greator than or equal to 2.00;1,00 but Iess than ~ 25% of Excess Cash Flow for the

3.00:1.00. most recently complotad snnual fiscal
period of GFP

Less than 2.00:1.00 50% of Excoss Cash Flow for the
most recently completed snnoal fises)
pediod of GFP
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(9)  NoEncumbrances Create, incur, assume or permit to exist or permit any Restricted Purty to
create, incur, assums or parmit to exist any Encumbrance upon any of its Propexty (including upon any of the
Property of the Footner Joint Venture) except Permitted Encumbrances.

{10)  Capital Exponditurgs. Make, or cnter it any agreement which would require it to make, uny
Capital Expenditures in exoess of the Permittod Capital Expenditures.

(11)  NoChange 1o Your End, Make any change to its fiscal year end from Docember 31 in each
year,

(12)  No Contipuance, File articlos of coutinuance In any Canadian jurisdiction after the date

(13)  Hedgs Amangements, Enter into or permit to be outstanding at any tme any Hodgs
Arrangoment unless it meets the requirements of paragraphs (a) aud (b) below:

(=)  such Hedge Armangement is cithor (§) & rate swap, intocsst rate option, forward rate
wansaction, forward foreign exchange transaotion or cross cutvency rate swap transaction
entered into with a lender which is party to the First Lien Credit Agreement or (ii) a
Commodity Hedge Arrangement; and

(b)  such Hedge Arrangement is designed to protoct the Restrictod Party agatnst fluctuations in
currency exchange ratey, interest mtos or commadity prices and such Hedge Arrangement
mmmmwmwmm&wnmmmum
coursc of its business for the purposs of carrying on the same and not for speculative
purposes,

(14) peation of Assets in Other Juriadictions, Except for any Property being delivered to a
customer in the ordinary courst of business of such Restricted Party a3 part of the performance of its
obligations or the provision of its services to such customer under § contract entered into with such customer -
in the ordinary course of business of such Restricted Party, and except for Propesty deliverod ta or stored in
locasions for reloading or storing to facilitate the sale and delivery thereof to a customer in the ordinary course
wmmmmmm-wmhmummormmmm
Proparty is parfected 1o  jurisdiction where such Encumbrance is not perfected or whers, after & temporary
period allowing for registration in such other jurisdiction, such Bncambeance could becoms mnpecfocted, or
suffer or permit in any other mannier any of its Property to not be subjoct to the Encumbrance of the Security
o:bhwbmlmﬁhnjwkdkﬁoninwhhhhﬂmmhmofﬁo&wﬂyw«mh?mtyh
not perfocied, Gnloss the applicable Restricted Party has first (x) givea prior written notice thereof to the
Administrative Agont, and (b) sxceated and deliverd to the Administrative Agent all Security xnd all
ﬁmammhmwmmwmmmmnAmmm
Administeative Agent or ity counsel, scting reasonably, frora tims to time doem necessary or advisable to
ensuse that the Security st all times constitutcs a perfocted Encumbrance (subject only to Pemmitted
Encumbrances), prior to all other Encumbrances of such Property other than Permitted Encumbrances that are
pari passu or prior thereto, in such jurisdiction together with such supporting certificates, resolutions,
opinions and other documents s the Administrative Agent, acting reasonsbly, may doem necessary or
desirable in connoction with such security and registrations.

(15)  Now-Anm's Length Tragmctions, Except with 8 Restricted Party, entor jato any Material
Contract or material transaction between non-anm's length parties which is ot entered into for falr market
value and has not besn appeoved by an independent committes of the board of directors of the Borrower or
the Guarantor, as the case may be.
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This is Exhibit “C” referred to in the
Affidavit of BENJAMIN MONTGOMERY
sworn before me,this 14" day of September, 2009

A COMMISSIONER FOR TAKING AFFIDAVITS

CONRAD REGO
Barrister & Solicitor .
McCarthy Tétrault LLP
1300 - 777 DUNSMUIR STREET
VANCOUVER, BC. V7Y 1K2
DIRECT 604-643-58582



Tax Refund Purchase and Sgie Agreement dated as of March 31, 2008 between Grant For... Page 1 0f2

McElcheran, Kevin

Subject: FW: Tax Refurid Purchase and Sale Agreement dated as of March 31, 2008 between CGrant Forest
Products Inc. as vendor and Peter Grant Sr. as purchaser

From: MacLaren, Sandi [mailto:Sandi.MaclL.aren@FMC-Law.com] On Behalf Of Walker, Ross -

Sent: Monday, March 31, 2008 4:21 PM

To: Pieterson, Linda; O'Meara, Matthew .

Subject: Tax Refund Purchase and Salé Agreement dated as of March 31, 2008 between Grant Forest Products
Inc, as vendor and Peter Grant Sr. as purchaser -
Importance: High

Linda and Matt:

In accordance with your request, | confirm my view that the transactions contempl'ated by the above-noted
agreement do not contravene the First Lien Credit Agreement dated as of October 26, 2005, as amended, or the
Second Lien Credit Agreement dated as of March 21, 2007, assuming that:

1.  the tax refunds being sold are being sold for falr market value; and

2. the total amount of the gross proceeds derived from all Dispositions (as defined by each of the Credit
Agreements) made by Grant Forest Products Inc. and the other Restricted Parties (as defined by such
Credit Agreemants) in any single fiscal year of Grant Forest Products Inc. does not in the aggregate
exceed US $10 million.

Please confirm that the foregoing also reflects your views.

Thank you. ..

Ross Walker . A .
Fraser Milner Casgrain LLP

1 First Canadian Place

400 King Street West

Toronto, ON M5X 1B2

Direct Line: 416-863-4743

Fax: 416-863-4592

sandl.maclaren@fmc-law.com

THIS MESSAGE IS INTENDED ONLY FOR THE ADDRESSEE, IT MAY CONTAIN PRIVILEGED OR CONFIDENTIAL INFORMATION, ANY
UNAUTHORIZED DISCLOSURE IS STRICTLY PROHIBITED. IF YOU HAVE RECEIVED THIS MESSAGE IN ERROR, PLEASE NOTIFY US
IMMEDIATELY SO THAT WE MAY CORRECT OUR INTERNAL RECORDS, PLEASE THEN DELETE THE ORIGINAL MESSAGE. THANK YOU

L]




IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT, R.S.C. 1985,
c. C-36, AS AMENDED

IN THE MATTER OF THE A PLAN OF COMPROMISE OR ARRANGEMENT OF GRANT FOREST

PRODUCTS INC. et al. Court File No. CV-09-8247-00CL

. ONTARIO
SUPERIOR COURT OF JUSTICE

Proceeding commenced at Toronto

AFFIDAVIT OF BENJAMIN
MONTGOMERY
SWORN SEPTEMBER 14, 2009

McCarthy Tétrault LLP

Suite 5300, P.O. Box 48
Toronto Dominion Bank Tower
Toronto ON M5K 1E6

Kevin P. McElcheran
LSUC#: 22119H
Tel: (416) 601-7730
Fax: (416) 868-0673

Solicitors for the Toronto-Dominion

Bank
#654851
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