2007 S.H. No. 285667

IN THE SUPREMFE COURT OF NOVA SCOTIA

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 the Applicant,
Federal Gypsum Company

AFFIDAVIT
I, Rhyne Simpson, Jr, of Califon, in the State of New J ersey, make oath and say as follows:

1. I am a Director and the President Federal Gypsum Company (the “Company™), an
unlimited company incorporated under the laws of the Province of Nova Scotia, and have
personal knowledge of matters deposed to herein unless such knowledge is otherwise
stated to be by way of information and belief,

Initial Order

2. On September 18; 2007, Mr. Justice A. David MacAdam issued an initial order (the
“Initial Order”) granting the Company relief pursvant to the Companies’ Creditors
Arrangement Act, RSC 1985, c. C-36, as amended (the “CCAA™M).

3. The terms of the Initial Order provided that Paul G. Goodman of BDO Dunwoody
Goodman Rosen Inc. be appointed monitor of the Company (the “Monitor”).

4. The terms of the Initial Order also provided that debtor in possession (“DIP”) financing
could be sought by the Company, subject to such terms and with such priority as this
Court may determine.

DIP Order

5. On September 27, 2007, Mr. Justice A. David MacAdam issued an order (the “Santa Fe
DIP Order”) authorizing the Company to enter into a non-revolving credit facility (the
“Santa Fe DIP Facility”) with Santa Fe Resources, LLC (the “Santa Fe DIP Lender™) in
the maximum total principal amount of $350,000 Cdn., on the terms and conditions set
forth in the September 27, 2007 term sheet between the Santa Fe DIP Lender and the
Company (the “Santa Fe Term Sheet”). Of the $350,000 Cdn. maximum amount
authorized, the Santa Fe DIP Lender has, to date, advanced $200,000 Cdn. to the

Company.
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Extension of Time

6.

On October 23, 2007, Mr. Justice A. David MacAdam issued an order (the “Extension
Order”) extending the Stay Termination Date, the date for filing of the Plan (each as
defined in the Initial Order), and extending the date for the filing of materials necessary
to summon and convene meetings to consider and approve the Plan. In all cases the dates
were extended to November 29, 2007, subject to the right of creditors to request a
reconsideration of the Extension Order at a hearing to be held before this Honourable
Court on November 5, 2007.

The Extension Order further provided that the Company shall file an application before
this Honourable Court relating to the consideration of further debtor-in-possession
financing for hearing on November 5, 2007, and that the Company shall file materials in
connection with this application on all parties consenting to the Extension Order no later
than October 31, 2007,

Purpose of this Application

8.

This affidavit is provided in support of an application for an order authorizing the
Company to enter into an arrangement to obtain from Century Services Inc. (“Century”) a
demand operating credit facility (the “Century DIP Facility”) in the maximum total
principal amount of the lesser of $1,500,000 Cdn. or a sum defined in subsection 2(b) of
the October 23, 2007 term sheet between Century and the Company (the “Century Term
Sheet”). A copy of the Century Term Sheet is attached to this my affidavit as Exhibit
[ A”.

The sum defined in subsection 2(b) of the Century Term Sheet is subject to determination
by Century in its sole discretion, and based upon its own determination and appraisal of
the assets of the Company.

Support for this Application

10.

11.

12.

13.

The Company has undertaken this restructuring process with a view to maximizing value
for all stakeholders. I believe that if the restructuring were unsuccessful, either as a result
of denial of additional DIP financing or for any other reason, the assets of the Company
would have to be liquidated, resulting in a serious diminution in value.

The Company requires additional financing during the restructuring period in order to
enable the Company to continue to carry on business in the ordinary course while it
completes its restructuring.

The Company has prepared a projected cash flow statement dated October 29, 2007 for
the Compeny. A copy of the statement is attached hereto as Exhibit “B”.

As set out in the statement attached as Exhibit “B”, DIP financing requirements are
projected to reach a peak of $1,016,791.31 Cdn. during the week of January 7, 2008, and
reach an amount as high as $846,320.14 as early as the week of December 10, 2007.
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14.

15.

16.

17.

18-

19.

20.

21.

22,

The Century Term Sheet provides for a charge on all existing and after-acquired assets of
the Company in favour of Century as security for payment of all present and future
indebtedness owing to Century in respect of the Century DIP Facility. Such charge would
have priority over all other charges except the Administration Charge referred to in
paragraph 31 of the Initial Order.

The Century Term Sheet also specifically provides in section 7 for repayment of the
existing operating facility in favour of Royal Bank of Canada (the “Royal Bank™), if such
repayment is permitted by this Court, and as noted above in paragraph 9, also subject to
an independent determination and appraisal by Century.

The Company is pursuing this repayment so as to afford the best chance of success for its
restructuring plan (the “Plan™) when it is presented to creditors, and thereby the best
chance of a reasonable resolution. Throughout the Company’s proceedings under the
CCAA to this point, the Royal Bank has been consistently vocal in its opposition to the
restructuring process. Ii is most likely that the Royal Bank’s continued participation in
the process will only hinder it, necessitating the use of further time and the expenditure of
additional costs in order to ultimately achieve a fair restructuring, a result that will be
most beneficial to the Company, and given the limited altematives, most beneficial to the
creditors as a whole. It is for these reasons that the Company considers repayment of the
operating facility to be in the best interests of all stakeholders.

Subject to the approval of this Honourable Court, it is contemplated that part of the
proposed financing with Century, would be used to retire the Santa Fe DIP Facility,
leaving Century as the sole provider of debtor-in-possession financing to the Company.
The repayment of the Santa Fe DIP Facility is required by Century.

The Century Term Sheet was executed on October 23, 2007, and Century is actively
conducting its due diligence. A deposit in the amount of $20,000 Cdn. has been paid by
the Company to Century pursuant to section 13 of the Century Term Sheet.

The Company has also arranged for an appraisal of the assets of the Company (the
“Appraisal”) by Universal Worldwide LLC. The Appraisal is being conducted on a
liquidation basis. The purpose of the Appraisal is to allow the Company to present
accurate information to its various stakeholders as part of the consideration of its Plan.

The Company continues to be engaged in the process of restructuring its business and
operations, and the formulation of the Plan, which seeks to balance the interests of all of
the Company’s stakeholders. Beyond securing the execution of the Century Term Sheet
and the commissioning of the Appraisal, the Company continues to assist the Monitor in
the preparation and filing of its periodic Monitor’s reports.

The Company is also currently in the process of scheduling meetings with its minority
shareholder to discuss a restructuring of the Company’s shareholdings. One of the
elements of the Plan will likely involve such a restructuring,

The Company’s sales are progressing in many significant ways, despite being slower than
projected. With reference to the projected cash flow statement attached as Exhibit “B”,
sales have not dropped below pre-filing levels, and the total accounts receivable are in
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23.

25.

26.

27.

28.

line with pre-filing levels. Current assets remain above $2,000,000. In general, the
Company has received $122,000 more than originally projected and spent $109,000 less
than projected. Conservative timing estimates and a matching of production to the lower-
than-expected sales created these variances. The projections made in the attached
statement more accurately forecast sales than previous cash flow materials, based not
only on their currency, but also on recent encouraging market developments discussed
below. :

The Company is a start-up enterprise which only commenced producing and selling
gypsum board products in June, 2006. From its inception to the current day, one of the
most significant down-turns in housing construction in North America has taken place. It
is to be expected that any new business will require several months in order break even,
let alone generate profits; given the inhospitable business enviromment the Company has
developed in, such expectations must be even lower. By way of comparison,
management of the Company has extensive experience starting and operating a single-
plant gypsum operation similar to their current business, and have invariably found that
such businesses cannot become profitable until at least twenty-four months of existence.

However, recent changes to the gypsum industry in Atlantic Canada are now working in
favour of the Company. In July 2007, Lafarge North America (“Lafarge™) announced the
closing of its Corner Brook, Newfoundland plant. The Company immediately started
negotiations to hire two Lafarge salespeople responsible for the Atlantic Canada market,
and was successful - they started work for the Company on October 1, 2007. In addition,
the Company’s Point Tupper, Nova Scotia plant is the nearest gypsum board facility to
the Newfoundland/Labrador and Nova Scotia markets.

In August 2007, the Company’s two remaining competitors located in Atlantic Canads
announced regional price increases for the month of October; as a result most wailboard
buyers in the area siocked their warehouses to capacity in September in anticipation of
the higher prices. This in turn caused a severe diminution in sales activity throughout the
month of October. The Company believes, however, that by the end of November, the
excess supply will be out of the market and sales will rebound.

The Company’s sales force expects to capitalize on the significant customer resentment
caused by the October price increases. Since October 1%, the Company has processed
fifteen new credit applications, and more importantly has filled orders for eight new
customers - indeed, the Company has even received repeat business from two of these
new customers.

One of the customers which commenced ordering in October is a large buying group that
had not supported the Company historically, going so far as to contact other potential
customers to advise them not to purchase product from the Company.

The Company’s new sales-staff have also been negotiating with more than twenty
additional buyers whose warehouses are currently full - all have committed to order from

the Company when they start buying again.
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29,

30.

3.

32.

As an indication of the Company’s ability to retain accounts once generated, even after
the Company filed for protection under the CCAA, only one existing customer ceased
placing orders. The Company is actively seeking a reversal of this customer’s decision.

It is my belief that advances under the Century DIP Facility will benefit all stakeholders
by contributing to the Company’s ability to meet its operational demands, and thereby
afford the Company a reasonable opportunity to continue its efforts to finalize its Plan.
The Company’s ability to preseat a Plan is wholly dependent on its success in receiving
DIP financing of an amount exceeding that which has already been granted.

I believe the Company will, if the order requested is granted, be able to effect a
successful restructuring. Without the additional DIP financing provided in this
application, the Company will most likely be unable to continue, and as such will be
unable to complete and present a viable restructuring plan. Without being able to present
such & plan, the Company will almost certainly have to proceed by way of asset
liquidation, a result which the Appraisal suggests would be highly detrimental to the
interests of both the Company and the vast majority of its creditors.

If this Honourable Court should grant the relief sought by the Company, I believe that
any material prejudice to the position of the existing creditors would be outweighed by
the consequences of the Company ceasing to operate, It is acknowledged that all
proceedings under the CCAA, by their very nature, will cause prejudice to the creditors
affected thereby. The positive ramifications of & successful restructuring, for the
Company and creditors alike, however, more than balances the prejudice to creditors that
can be expected under the CCAA regime.

SWORN TO at Halifax, in the County of

Nova Scoti of October,
K Kl " /)

A Barri

RBYNE SIMPSON, JR. ™~

Nova Scotia

/O(ﬁ- s F‘G&\\assr‘*
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the Affidavit of Rhyne Simpson, Jr.
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SERVIGES ING.
www. cénfuryservices.eoin

10 Dirsctor Goyrt, Sufte 203
: _ . Vaughan, ON L4k 7E6
October 23, 2007 TS (416) 8625100
Fax: (418) B62-8121
Federal Gypsum Company
221 Heney Paint Road
Point Tupper
Nova Scotia.
BYA 1Y8

Attn:  Mr; Rhyné Simpson, Jt

Deat Sir:
Based on your repressritations and: the infommtion provided 18 us, Certiy. Services Inc.
(‘Conitury™), subject o the successful oomplatioh of fis dus diligense and oradi cammittes

approval, is pleased to outline e terms of & Derand Opersting Facilly (fhe *Grsdlt Facility)
that Century wolld b willing to-exiend to Faderal Gypsum Cormpany {the “Borrovirer”).

1. BORROWER: Féderal Gypsum Company.
2. TYPEOQF Demand Opaiiiting Faclitty which will not excesd the lesser of:
FACIITVAMOUNT: o Dperiting Facllty
a8} $1.500,000
aod

b) Sum of ths followling:

i} 75% of fhe good qual;;\t,‘ fully sarmed, creiditwprﬂ-l?l,
yndisputed acepunts £86 lo-accaptablg to Century i
its sie diseretion _ .

fi) 1A pematﬁagg tgfm maaab?f o g Bnmimz‘é éligible
mvertors sk detamiined by Cantury's sppraiss

iy ?E%gfr%‘e Foread Safse Valug of the Bomrowar's fixed
agsels s datermingd by Century's apprafsal.

3. INTEREST RATE: Interesf shall ba caleulated at e rate. of Fiffeen pérsent {15%)
pet alinlin, determined dalfy and calpulaied and payable monthly
in arrears, beltre: and after maturity, efault or judgmerit, with
ititetest on overdue inferest calculated in the same manner at
any tirve ori the daily balance nutstandirﬁg ihie same rate based
ortthe aotual numker of days lapsed divided by 365,

T TORONTO. » CALGARY § EBNONTER




Federal Gypsum Company
Attn: Mr. Rhyne Simpson, Jr

4.  TEHM:
5, PAYMENT:

6. DOCUMENTATION
AND SECURITY:

7. PURPOSE/JSE OF
PROGEEDS

8. CONDITIONS:

Twelve months opieh facility.

he Gradit: Facilty is to be fully paid within 385 days: of closing
and interest thereéon 18- 1v be paid. =t the srid of sach mionth.

The liabilitios and obligatitns hsreir and any future obligations of
any natire and kind of e Borrower shall be evidenced,
gaverns ard secured, as the case may ba, by the Tollowing
documents completed in fnrmi and substance safisfactsry to
Centuty and its counsel;

a, Lean Agregmiatit;
b.  Promissory Nofes Ifi the amount of essh advancs:
¢. Genaral Security Agreertent of Bomawer:

d. Pesiponsment of all shareholder loans dnd their associated
and related saftipahy's outstanding foans 1o the Bolrower as
at date of filing.

e Al  supporting’ authotizations, cartificates,
&ckiowledgementy and Jagal opiions as Century may
reasondbly require including, without Rimitation, satistactory
legal epinjens of the Gontury lavyers relating to any
busirtess style ragigtration ur Inbatportian, arganitzztion and
torporate powers of Boriowar, and to the enforseability and
pﬁﬁl—‘l'(y ofitve esourily,.

. Buch futher seeurly from Borrower arid  other
documentation that Century and it ¢ounsel may requirs.

Praceeds of the Credit Facllity wilk be used by the Borrower first,
% pay &l foes eud sxpanses Mcdred by Centary, Intluding

without Uroitation, prolsesional fegs. indm'éd by Cértury i

eonnection: with the Credit Feoilty, sstond fo finance the
Burrower's pemeral witkig sapifal needs and fesifugtififig oosts
&s distlosed in the Bortower's cash flow projections, gnd third, to
pay such tihér expenses as may e consented ta in writing in
advance by Geptury In Rts sole discretian, 1 patmitted by the
Gourt, 10 repay the wisting operating faciity. in favaur of Royal
Bank of Canadz. :

This sbligation of Gentury 1o tiake: the Cradit Faciity avaliable to
the Bortowst Ié subjsst 10 and gonditiondl upoh each of the
following whivh is for the exslusive bensfit of Gentury and; unless
walves Ih witing by Gentury, shell be fulfiled, satisfied and
perfaumed by the BuFrowar, as applicatie:

8 Acoeptarice by the Borrowsr of this Term Sheet and recelst
by Century of the Prvcassing Pes as provided Sajow.

Contury Servives loc:
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Federal Gypsum Company
Attn: Mr. Rhyne Simpson, Jr

b. The Hofrowsr obiainihg & court order (the “Order* or the
“DIP Order*} in Torm and conferit satisfactony to Century:

1} attheirizing the borrowing under the Credit Facility
an the terms dnd eanditions outlined in this Term
Sheet and the exeoution: and deiivery by the
Borfower of al} Seeurity Davumants and all other
dopuments  ard  ingtruments  required  in
connection with the Credit Facility;

2) creating a ¢ourt ordefed first ranking chargs in
favour of Century over all existing and after-
goquired resl and personal property of Fedesal
mﬁr Company {tha ‘Barrower Named in the
CEAA Ordery), as snourity for vapagrant of die
Gt Patility, and all intarast, fous, expanses and
gihel ampunts payabla by the Berdowsr Named in
the CCAA Order to Gentury, subject only to the.
Administrafion Chatgs, as defined in the initial
order issued under the. GCAA dated Sejtember
18, 2007, to & maximin amount of $300,000;

3) prohibiting the gré of any atditional liens,
charges;, Sedurty esty or anmy other
encuibranices Upon the propary ©f assets of the
Barrower Namisd in the GCAA Order;

4] granting Century the right, upomn the occumrence of
ar Evant of Dafault {as defined befow), 1o enforca
;.‘hea fights and renmedies avalltbles to it pursuant to i
aw;

5} prohibiting any turther borrowling by the Borrower
Named fa e COAA Order, Wl%‘laut. the priar
viritien consent of Cantury;

B} autharizing Ceniury 13 éffect sugh regiskations,
filngs and recardings wherever Cenlury In iy
discration  deemy amﬁm tegatding  the
security grantsd 18 Cefitufy In the Bevurity
Dotuants and e charge created by the Order;

7) declaring thet. the granting of the seaurtly to
Century By the Barrower Named jr the CCAA
Order providert far i the. Security Documents and
the executign and delivery of all athiar documents.
and: ingtruments cortamplated hersin, inghding
thie Loan Agregment, thie payment of all dmounts
by #ig Borrawer Namad in the CCAA Ofder to
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Federal Gypsum Comgiacy
Atin: Mr. Rhytie Stinpson, Jr

9

Century; including any @hd@ all fess and interast,
and the actiens Tk fo perfeet dhd feoord the
Sedurity grarted to Cenlury, Ho net tonstifute
sottlefsfits, reviewable transactions, fraudulent
preferences, fraddulent cenvéyances, conduct
meziting an oppression refedy, or other
transactions which might be chalienged or
reviswed: under applicable federal or provinclal
Jegislationy

providing that the liabilities snd obfigations of
Botrowst Nemed In the CCAA Order shall not be
subjent 1, or compromised or effected in-any way
by, any plan of compromise or arfangement in
raspsitio the Bomowsr in the COAA protesdings;

fequiring fhe Menftor appainted: pursbart to the
CEAA proceadings to monitor the Borrower's cash
reveipts and disbutsements ahd tg repart theraon
16 theé Colt and fo repont o the Court as to the
vomplignge by the Borrowes generally with respect
w s abligations under all Orders Mmade under the
CCAA Procsadigs, including the DIF Ordery

10}providing that this Tavin Shedt, the Loan

Agtesteht, the Securily, and all ebligations and
liabififies: of the Botower Mamed in the TCAA
Ordét heteunder and thersunider, shall be valid
and affaptia for all pwgﬁsas.— nofwithstarding that
exacytion of this Term Sheet, the Loan Agreement
arid the Secyrily may rasult in o readh, viclation
of joiringemert of aly conract oF restrction (e
“megative covenanf) f9 whilch fhe: Horrower
Netrriad drt the CLAA Qrddor aite suibjet, and that
ng pereon enibied o the bensflt of any such
1o s 2y e againet Cor benss on 1
1o maks dny Cldirt against y based oh the
gxéeution of the Tarm Sheet, the Loan Agreement
angd the Securlty and the granting of the security
provided for in the Security Doguments, ihie
perfrmanse by the Borrowar Namad i the CCAA
Doy of v sdligations Nereunder or thersiindier
o thé siarolse by Gpntuey of ha rights hereyndey
ot thareider _

11)dedlatiy the Order, and the chatge granted

thereynder; birding tipon a trustes in bankn

of the Borowsr Named In the GCAA Qrder;
recsiver, redaver-atmger or ofher offiter of the
Court; and.
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Attn: Br. Rhyne Simpson, Jr

g

f.

12) such other terms and coridiions as Century may
reasonably deem necassary or approprste.

No appesl shall have: bieeri made with respect to ihe Order
oF any appeals therefrem shail have been dismissad.

No Event of Defaul: (as definsd below] shall havs oeiursd.

Each of the waminties and representations made by the
Borrower in this Ferms Shest, irv the Lban Agrasment and in
ary athar document, material, infottnation or report supplied
or defivered by ifie Borrower, thair agents or their
reprasentatives o Gentury, ifs splicitors ar representatives
shall be tus, complote and correct in all material respects
and Gentury shall have réceived o wemlificata Bxeciied By
Sefiltf exeoutives of the Humewer Onfinrhg same
immadiately prigr to any now advance .ufidsr the Credit
Faciifty being made t6 the Sarrower.

Aeranpernents satisfactdry o Gentury have beeti thade to
sallsty the Borrower's ebligaftions to make all paymants that,
if riat paid, cauld resull In statutory lisns, st and other
Crown Qlaims, including, &0t fict linited te the payment of
employée sourse deruetions, HST, employes claims and
workers’ eompérisation pramiums.

Century shall be satisfied that the. Borower bas: gemplied
with and arg contifiuing 10 comply with alf applicable materfal
faderal, provinclal and munitipal faws, regulgtions and
policdas in relation 48 their autivities,

Ceiitury shall have alblsined a right of firsk refusal o match
ax pffer on any. liguidation by.the Borrower duiing the. term of
the Gredit Faeility. '

Century to ba provided upon acceptance hereot with the
follwitiy:

i Copy of the Mamerandum ard Articles of Assotiztion of
the Barigwer;

. Last three manths’ bank statemnents for Borrawer;
fil. Pull detalls of nwnership of Bomewer.
iv. Copy of all finahoidl and ofher information or

documenialion in respect of thie Borrower and the
Burrowel’s Gesets ds requested by Tenlury,
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Federal Gypsusn Company

Aftn; M. Rhyne Simpson, Jr

9. ONGOING
REPORTING:

10. ONGOING
COVENANTS:

The Borrawer ate fo provide such financial and other information
a8 Contury meay reasorfhly rsquset, oy e T fmve; induding;
but notlimited to; - )

i Maonthly bank statements
il. Metithty. internally prepared financial staterhents
iil. Evidenice of payment of all govemment prority. payables

withiii 18 days of their respective due dates

i, Evidenice of compliancs with any matsrial fedsral,
proviricial and municipal laws, reguiations and policies in
raletion 1o thelr aglivities.

In addifien. to thase ctvenants s&f out jm the Securty, the
Borrower shall provide fo Gentury it the Loan Agreement the
covenants provided balow, together with any offier covenants of
the Kind generally provided ot in loan transactions of the kind

' conteriplated herein or oitrwise required by Century, the form

and substance of which ehiafl be deterrined #y Century, in its
sole and absolute disgrefion, Withisut fimitihg the scope of the
eovenarts 1o be indluded in the Lean Agresment, the. Borrower
covanant as faliows:

% e Berrawer shiall riot request. obfain of donsent o a
variation of the Ordst, without e mior written comgaiif of

b. the Boyrower shall provide Century with two business days
advance notice of all court filings rhade by them, togethier
with coples of all related court materials; and shall provide
LCentury with natice of alf court flifigs: that any offise person
infends to AAKS, ag Indipated it #ny way ta any of the
Barrower by stsch ggrsen, 28 sogn. as rersorably pradticable
atier obilaining knowladgs of such intendad Hirgs;

¢. thé Bamower shall meiniain its sitrent ingyrance coveraga
quer the Borrower's assels and properly and designate
Contury as first loss payes &3 its interasts ray appaer;

d. the Borrower shall forthinith provide: Curitury with written
totice of any mafsfial adverse changs in fts. financial
sonditlon and of anly matter, act, or thing materally advarsaly
affecting its property or assets;

& the Borewer shall fodfwith provide Century with, writtes
m of the: pocurrente of an Event of Defaglt (a8 definad

Lentury Services Inc.
Péige 8 of 10




Fedgral Gypsum Company
Attn: Mr. Rhyne Simpsos, Jr

11.

DEFAULT:

f.  the Borrowar shall éstabifsh and maintabn systatrs of Irternal
controls in respsot of e Borfower's businesses {including
withidut fimitation, irventory and cash r-‘n&i'laéémanz systems)
actaptable th. Gettury in s sole and absoluie discretion;

g the Berrowar may nof pledge assets, acquire o merge with
cther ogmpanies, ohangs the capRlal stucture andfor
sharsheldsr{s) without Gentury's priof Writkéh sonsent, which
will not be unduly withhaid, and without a fee to Borrower:

h. the Betrower must obiain: Genfury's pricr wiitieh consent
before: permiting: shareholdar(s) to selt or transfer their
shafs# or before any change i sftective vigting coptrol by
carfragiual or other weiins, which consant will not be
usrgasonably withheld and without  fée to Barrower;

i, the Borrower may hat pay any divitiends or make any othet
shiarehiolder withdrawals and/or mahagerhenf borus without
the wiittéh perriissiorn: of Cantury which periiission will not
be unregsonably withfield afd without.a fee &y Borrower:

f he Barower may 6t mdke ipans to or investments in, or
give:guaraniaes an befialfof, athets; ang:

K. Except whers the stay of procéedings applies as grafited in
the inffiat Bfcer or as: rencwed or extetided by court, the
Borrower shisll pay when due all staftory liens, trist and
othe? Crowry clzime Induding Bt net limited:to the payment
of employse: Source dedyrfions, HET, employee qlaims and
workers' etifnpensation premiums.

The Loan Agteement shall include the evehts of defaults
provided below; iogefhisr with stondard events of defaylt
gerierally provided fer in loan Yansuctions of the king desaribad
heretn or othiarwige fequirad by Ganfury, the foim and substance
of which shall be detarmined wieeenm % Withaut limifing; the
senpe of he events of default to he. 164 in Loan Agreement,
the following events shall constitute events of default leagh, an
*Eveot of Default™:

# i the Borrower fail to pay W Céntiiry when dye any amount
of pririclpal, intsrest, fees or ofher amounts, whether by
accsierafion or athafwise, unless such default is remediod
withitx four business days after kotics thereof by Gentury to
the Barfowest;

b i ihe Barraiver dpfaull, or with the passage of time will likely
defaull, Iy the dBssrvance o parfostanta of any tem,
bovehait or condifion it My Yot Sheet, the Loan
Agreement, any of the Bécurity or any othoi agréement

Century $arvices inc.
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Federal Gypsuin Comipaiiy
Atin: Mr. Rhyne Simpsaon, Jr

12, FACILITY FEE: -

13. PROCESSING Fek:

14. REMEDIES

between Century and the Bortower, unless such default is
remedied within two Business days aftsr hotice thersof by
Ceritufy 10 the Borrower, or i any of the repiesentations or
warrariigs given By the Borrower herein or therein is of shiafl
become untrug or inacturate in ary nistedal respect;

¢ i Gentury determinies, that & material sdverse change has
occurred aftar the data hersiaf In respect of ey business,
aftairs or finaricial conditicn &f the Borrower;

d. i any govemient or creditor axgraises any remedy agalnst
any pfoperty or assets of the Bomrower;

. if the Borawer fails to pay wages to the Barrowers
empisyess of 6 remit source dedugtions as they become
due from time fo.time;

t it the Borfavidr talls 16 rémit HBT g it becerius dus flom
fime fo time; or

g I () the Order i vaniad without the vensent of Certtury or
any other order is made which i or may be prejudicial to
Century's interests; (i) the Order Is appesisd or leave to
appeal Is granted; or (i} the stay of proceedings cevtained
iry the gider is- terminated orliftay).

H, ltis uhdarsmd that Botrowar will have two business days o
remedy any default, which & dapable of being remedied,

after nolice: theraof by Gantury to the Barrower

Borrower shall pay 16 Centuwy a Faclity Fag of 3% of the Credit
Faciity on elesing and thersattsr on the 1ast day of sach month
an amdunt which is half of drie pefsent of the average
outstanding balanes of %1é Cradit Factity for that month.

Bomower shell pay io Cestury a Processing Fee upon
ewREptarice of this Tenn Shisal by the Bortawer. Cenfury shall be
emittled & payment frofi fhis Borowsr of & fully ssmed ang non-
retundable Processing Fes in the ariount of GDN $20,000.
Century ackhowledges having raceived $ 15,000 and therefore
the balance o sxatutioh ot 1his Terms Latter is CDM $ 5,000.

Upor the otiburrence of an Event of Defaull, Caritury may
demand immediate payment of &l amounts owing by the
Borrawer arid may exerolse all rights 4rid refmedies availahis to it
undar the Order, Hiis Term $heet, the Logn Agresmmeiit, and the
Seeurity Documents or otfierwise svailable to it, at law or in

L

Cantury Services ine.
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PBedetal Gypsum Company
Atth: Mr. Rhiine Simpson, Jr

15. ASSIGNMENT Century may assign; transfer, or grant ane ar miore participating
interests in its rghts, benefits and' ebligations Under this Temy
Sheet, ths Security and the Loan Agrsemient without the consent
of the Borrower.

16. GOVERNING LAW  This Term Shest shall be povemed by and: constued in
aoccordanca with the laws of the Provincs of Noyva Scotia and the
laws of Canada applicable therein

17. COSTS/EXPENSES The Borrower shall b responsible for all documentod reasonable
legal, tinanicial and gther agvisory fees, disbursarments and out of
packet expenses of Century in connection with the transaction
eontemplatad herein including, but not fimitad o, alf fses incurred:
by Century iri contiestion with the: preparation of this Term Sheet,
the Loan Agreement and all eourt aftendances in Canida or
slsawtigre. All such fess and espsrisas shall be sscured by the
BSscurity, whisther ot not any additional funds 4 advariesd and
&hall inciude the time spent By Centisy aad fts representatives in
retaking, holding, répaidng, protessing arid preparing for
disposition and dispesing of Century's security caleulated at

Caivtury's standard rates.

18, FACSIMLE Fadsimile. dopuments pertaining o this. framsaction are bo b
censidersd and treated the ke 46 originat dacuments.

19. ACCEPTANCE i thase terms ant conditions Are scoeptable, Bowawer miist sign

arel ratun tis Tern Shewt, together Wil a chisqus for CON $
5,000 Yo Canfury bafors 5 PM ES.T on Tyesday, Oct 23, 2007
faifirgy which this Terms Letter is of no fdrce and effect,

Barrower toreby acknowletie fhe terms and corditions of this Terms Letter and it the evant of
entering info a Demand Operating Fagiity Agreement, agres t be beupd theraby, and will
provide the: required Securly. Our cheque in the AMeunt of GDN $5,600 is andlosed.

Date a’tﬁiﬂ—#ﬁ Nova §cootia this Z,’%Mﬂay nf%ﬂﬂ?
Faderal Gypsuam Company

Contury Services Ine.
Pags §of 10
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Attry: MrGRT;ae Stmpso;:y

' mﬁuﬁiolrizod to:bind tlib Borpdration)

FUNLEVRHIE )
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2007 No. SH285667

This is Exhibit “B” referred to in
the Affidavit of Rhyne Simpson, Jr.
sworn before me this

30" day of October, 2007

A Baristes-ofthe Suprems Court

of Nova Scotia

Mc..,.r.‘a p C&A\ﬁssﬁ

18774877
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2007

1877487.v7

S.H. No. 28566

INITHE MATTER OF:

The Companies’ Creditors Arrangement Act, R.8.C. 1985, ¢. C-36 as amended

-and -

IN THE MATTER OF;

A Plan of Compromise or Arrangement of the Applicant, Federal Gypsum
Company

AFFIDAVIT

STEWART McKELVEY
1959 Upper Water Street
Purdy’s Wharf Tower One
P. O. Box 997
Halifax, Nova Scotia
B3y 2xX2
MPC: N833381-6




