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1. Introduction

1.1 Initiation of CCAA proceedings

On February 1, 2008, Backbay Retailing Corporation and Gray’s Apparel Company Ltd., both corporate
entities that together own Mariposa Stores Limited Partnership (“"Mariposa” or the "Company”)
(collectively, the “Petitioners”) filed for and obtained protection from its creditors under the
Companies’ Creditors Arrangement Act R.S.C. 1985, c. C-36, as amended ("CCAA”) (the “Initial
Order”). Pursuant to the Initial Order, Deloitte & Touche Inc. was appointed as Monitor of the
Petitioners (the “Monitor”) during this CCAA proceeding.

On February 11, 2008 counsel for the Petitioners made an application to Court to vary the Initial
Order.

As directed under paragraph 50 of the Amended Order, the Monitor has made the Amended Order,
and other information, available on its website at www.deloitte.com/ca/mariposa.

1.2 February 29, 2008 Court Order (“Extension Order”)

On February 29, 2008, the Petitioners obtained an order from this Honourable Court extending the
stay of proceedings for a further ninety-two days, to May 31, 2008.

1.3 Terms of the Extension Order
The Extension Order which was granted to the Petitioners directed:

o the Petitioners engage a professional services firm on or before March 14, 2008 to conduct a
process for the sale of all or part of the Petitioners’ business as a going concern, unless, prior
to such date, the Monitor agrees in writing that such engagement is not necessary;

e that on or before March 14, 2008, the Petitioners, with the assistance of the Monitor;, complete
a financial analysis of the Canadian Mariposa stores to determine which stores should be
closed and the timing thereof (subject to paragraph 11(b)(i) of the Initial Order, as amended
hereby); and

¢ that:

(a) by March 7, 2008, the Monitor provide the Petitioners with a written list of the financial
information required by the Monitor for financial and operational reporting during the
currency of these proceedings, and the timing for the one-time or ongoing delivery of such
financial information;

(b) the Petitioners respond to the Monitor within seven (7) days of receipt thereof, setting
out any information requested that cannot be provided either generally or within the
time(s) suggested by the Monitor; and

(c) in the event that the Petitioners and the Monitor cannot agree on the scope or timing
of information to be provided, each shall be at liberty to apply to this Court for a
declaration as to the information required to be provided and the time within which such
information is to be provided.

As reported in the Monitor’s Third Report to Court ("Third Report”) the Company engaged Richter
Consulting Inc. (“Richter”) to assist them in marketing and selling the business as a going concern.
Also as part of the sale mandate, Richter has been working with the Company to obtain offers from
liquidators to address the excess inventory on hand.
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The Company with the assistance of its advisor, Richter, determined that it needed to maintain all of
its locations to allow it to have sufficient outlets to liquidate its inventory. The Company, with the
Court’s consent, has engaged Maynard’s Industries Ltd. ("Maynard’s”) to liquidate inventory at 20 of
its locations. In our Third Report we indicated that it was critical for the Company to commence the
sale of its excess inventory and reduce its operating costs by closing locations as the inventory levels
are reduced, in order that the Company generate much needed cash flow, allow for repayment of debt
and to create a return to its stakeholders.

As directed at paragraph 7 of the Extension Order, on March 6, 2008 the Monitor provided the
Petitioners with a written list of the financial information required by the Monitor for financial and
operational reporting (“Information Request”). The Company has not met all of the time frames which
we expected and was agreed to by the Company. The Monitor has made repeated requests for
information. While certain information is regularly produced and provided, other information is
reqularly delayed. As Monitor we continue to communicate with the Company with respect to
receiving the requested information on a timely basis. The Company has informed the Monitor that
they have been short of resources and accordingly delayed in providing all of the information outlined
in the Information Request as their efforts have been largely focused on the sale of the Company
assets. Specifically, the Monitor has not been receiving the following information on a regular basis:

e weekly cash flow details;
¢ cheque registers;
e daily sales report by store, showing 2008 results with comparatives for 2007;

e copies of cheques and supporting documentation for payment of GST, PST, US State sale
taxes and tax assessment notices of each; and

e payroll registers.
1.4 Role of the Monitor
The Monitor’s powers and duties include the following:

« monitor the Petitioners’ receipts and disbursements;

e report to this Court and the creditors at such times and intervals as the Monitor may deem
appropriate with respect to matters relating to the Property, the Business, the Restructuring
and such other matters as may be relevant to the proceedings herein;

« advise the Petitioners as to the preparation of the Petitioners’ cash flow statements and
reporting such financial and other information as required by the Debtor In Possession (“DIP")

Lender;

e advise the Petitioners as to the development of any Plan authorized to be presented to the
creditors, and any amendments to the Plan;

e have full and complete access to the Property, books, records and management, employees
and advisors of the Petitioners, to the extent required to perform its duties arising under this
Order;

« be at liberty to engage independent legal counsel or such other persons as the Monitor deems
necessary or advisable respecting the exercise of its powers and performance of its obligations
under this Order;

e perform such other duties as are required by this Order or by this Court from time to time;

e take all reasonable steps to ensure that the Petitioners make payment of all required amounts
from their bank accounts or otherwise in the manner directed in this Order; and

e provide assistance to the Petitioners with respect to the Restructuring and the downsizing.
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2. Purpose, qualifications and restrictions of this
report

This report is the Monitor’s Fourth report (the “Fourth Report”) to the Supreme Court of British
Columbia (“Court”) and is intended to provide updated information pertaining to the activities of the
Company since the Monitor’s First Report (“First Report”) dated February 28, 2008 and its subsequent
reports.

The purpose of this Fourth Report is to provide this Honourable Court with information in respect of
the following:

1. legal proceedings subsequent to the Initial Order;

2. the status of the Company’s operations and key stakeholder relationships in the period subsequent
to its filing under the CCAA;

3. the Company'’s financia! position as at April 30, 2008;
4. the Company’s post-filing cash flow and liquidity; and

5. the activities of the Company and its advisors since February 28, 2008 in relation to restructuring
the operations of the Companies and formulating a Plan of Arrangement or Compromise (the
“Plan”).

The information contained in this Fourth Report has been obtained from the records of the Company
and is based on discussions with, and representations made by management of the Company, its
counsel, and other professional advisors retained by the Company.

The financial information of the Company has not been audited, reviewed or otherwise verified by the
Monitor as to its accuracy or completeness, nor has it necessarily been prepared in accordance with
generally accepted accounting principles and the reader is cautioned that this report may not disclose
all significant matters about the Company. Additionally, none of our procedures were intended to
disclose defalcations or other irregularities. Were we to perform additional procedures or to undertake
an audit examination of the financial statements in accordance with generally accepted auditing
standards, additional matters may have come to our attention. Accordingly, the Monitor does not
express an opinion or provide any other form of assurance on the financial or other information
presented herein. The Monitor may refine or alter its observations as further information is obtained or
brought to its attention after the date of this report.

The financial projections attached to this report, were prepared by management (except where
noted). Although we have reviewed the assumptions underlying the projections for reasonableness,
financial projections, by their nature, are dependent upon future events, which are not susceptible to
verification. Actual results will vary from the information presented and the variations may be
material. We have not prepared a compilation as contemplated by Section 4250 of the Canadian
Institute of Chartered Accountants Handbook.

The Monitor assumes no responsibility or liability for any loss or damage occasioned by any party as a
result of the circulation, publication, reproduction or use of this report. Any use which any party
makes of this report, or any reliance or decisions to be made based on this report, is the sole
responsibility of such party.

All dollar amounts identified in this report are expressed in Canadian dollars, unless otherwise
specified.
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3. Background

The Company operates a retail women'’s clothing chain which primarily targets women aged 18-34
years, operating from 65 retail locations across the country. The stores are located in retail mall
complexes which are situated in the provinces of British Columbia, Alberta, Saskatchewan, Manitoba,
and Ontario.

The Petitioners are the two general partners of the Company and the sole limited partner of the
Company is Bronte Enterprises Ltd. ("Bronte”). Backbay Retailing Corporation is wholly-owned by

Mr. John McNamara and Gray’s Apparel Corporation Ltd., and Bronte are indirectly wholly-owned by
Mr. H.U. Cloppenburg of Germany.

The owners of the Company also indirectly own Charles F. Berg Inc. (“Berg”) which is a United States
retail clothing store which sells the same or similar products as the Company. Berg has filed for
protection in the United States under Chapter 11 of the US Bankruptcy Code on February 8, 2008.
Berg operates 35 stores in the states of Alaska, Idaho, Montana, Oregon, Utah and Washington.

3.1 Historical operation resuits

The table below provides a summary of the historical operating results for the Company since their
fiscal year end, January 31, 2004. The First Report provided results for the 11 months ended
December 31, 2007. Since the First Report the results for the 12 months ended January 31, 2008
have been finalized by the Company and are included in the table below.

Jan 31 Jan 31 Jan 31 Jan 31 Jan 31

(000s) 2004 2005 2006 2007 _ 2008
Income Statement

Revenue $ 30,378 $29,335 $ 30,619 $ 27,121 $ 25,751
Gross profit 17,378 18,179 19,037 16,083 15,242
Net Income (Loss) (2,223) (1,933) (504) (1,118) (1,866)
Gross profit margin 57% 62% 62% 59% 59%
Balance Sheet

Inventory $ 9,374 $ 8,558 ¢ 8,563 $ 7,537 $ 7,271
Capital Assets 4,538 3,846 3,351 2,903 2,334
Current Liabilities 5,455 5,889 5,166 6,715 8,968
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4. Legal proceedings subsequent to Initial Order

On February 11, 2008 the Petitioners made an application to this Honourable Court seeking to vary
the Initial Order. The Initial Order was varied to permit the Petitioners to pay pre-filing obligations of
amounts less than $1,000 and no more than $10,000 in the aggregate, with the consent of the
Monitor. Pursuant to the amendment made to the Initial Order the Company has made payments to
23 creditors totaling $13,211.

On February 29, 2008, this Honourable Court granted the Petitioners an extension of the stay of
proceedings for a further ninety-two days, to May 31, 2008.

On March 7, 2008 the Monitor filed is Second Report to Court notifying the Court that there had been
a material adverse change to the cash flow position of the Company which had been filed by the
Company at the time of the Extension Order.

On May 13, 2008 the Company made an application to this Honourble Court to obtain the Court’s
consent of the Company’s retention of Maynard'’s to liquidate the Company’s excess inventory. This
Court granted the order sought by the Company.

We are not aware of any other legal proceedings being commenced against the Petitioners.
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5. Stakeholder update

5.1 Overview

Since the First Report, the Company has continued to operate all of its store locations, with the
exception of the three locations that the Company closed at the end of February, as reported in the
First Report. The Company has reduced its costs but continues to operate on a negative cash flow
basis from operations. The Company has been able to maintain a net positive cash position through
funding from the DIP lender.

As indicated in the Third Report the Company engaged Richter to assist them in the marketing and
selling of their business. Also as part of the sale mandate, Richter worked with the Company to obtain
offers from liquidators to address the sale of excess inventory on hand. As authorized by the Court on
May 13, 2008 the Company entered into an agreement with Maynard’s to liquidate the Company’s
inventory in certain Mariposa store locations in Canada and Mariposa’s warehouse in Vancouver.

As part of this application, the Company is seeking the consent of this Court to accept an offer from
656750 Ontario Limited ("656") to purchase 23 of Mariposa’s leased locations and various other
assets. The Company engaged Richter on March 4, 2008 to commence the marketing of its assets for
sale, and by the beginning of April teaser notices had been distributed which directed that interested
parties were to submit offers by April 15, 2008. We have been advised that three offers were received
and that the Company commenced the negotiation of sale terms with 656 as it was believed that the
offer was a good offer which would result in the greatest return for the creditors. Details of the sale
process and agreement with 656 are provided later in this report.

The Company’s primary focus since early April has been to reach an agreement with 656, subject to
Court approval, to sell the various interests the Company has in its property leases. As a result, given
the resource constraints, the day to day operations, in both Canada and the US, have not received the
attention required. Management will now need to focus their attention to the sale of Berg’s assets and
Berg’s interest in property leases and obtain the US Court’s approval, through the Chapter 11
proceedings. Mariposa is the largest creditor of Berg and any recoveries in that proceeding should
directly benefit the creditors of the Petitioners; however there has been an indication from the US
Trustee that Mariposa’s claim could be subordinated behind all other creditors’ claims as a result of the
close relationship of the parties.

As reported in the First Report the Company has experienced difficulties with merchandise suppliers
who are not willing to continue to supply goods without pre-payment for merchandise or letters of
credit. The Company has also experienced some difficulty with its landlords.

Management has informed the Monitor that the Company’s relationship with other stakeholders,
including customers and employees, has continued in a satisfactory manner and that the Company
continues to experience general support from these parties.

Management continues to experience difficulties in addressing the various priorities which they are
facing. The CCAA proceedings and working with Richter to sell the business as a going concern has
been difficult and challenging for Management to work and cooperate with. As a consequence,
Management has not been able to focus its attention on operations, which has resulted, at least in
part, on lower sales being achieved both in Canada and the US.

5.2 Relationships with key stakeholders

As previously indicated, the Company is encountering difficulties with some of its key stakeholders.
Details regarding these relationships are set out below.
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Customers

As indicated in the First Report, due to the nature of the Company’s business being retail, its
customers are the general public and many of its customers are likely unaware that the Company has
filed for CCAA protection. The Company has had lower than projected sales which is a result, in part,
of there being less new merchandise in the stores, given the Company’s cash flow constraints, and the
Company needing to sell the inventory which it has been carrying for an extended period of time.

Suppliers

The Company has had difficuity in obtaining goods and ongoing credit from certain of its suppliers.
Given they are now in the process of liquidating their inventory and are seeking the Courts consent to
the sale of property leases, the Company should not be purchasing any further inventory.

As indicated in the First Report, to permit the Company to obtain goods from certain critical suppliers,
the Company paid funds to the Monitor, in trust, to ensure continued supply. Upon the Monitor
receiving proof of payment to the suppliers the funds are then released.

Employees

Management has advised that they have not had any significant challenges with their employees or
loss of employees as a result of the CCAA filing.

The Company continues to utilize a payroll service company for its bi-weekly payroll. One of the
requirements of the payroll service company is that the employer is required to make full payment of
all statutory withholdings at the same time as the employee funds are remitted. Accordingly all
statutory withholdings remain current.

Landlords

The Company has received correspondence from some of its landlords requiring that adjustment
amounts for last years common area maintenance charges be paid in the normal course or the
landlords will take action to address the matter under the terms of its lease. The Monitor has
contacted the landlords and notified them that the Orders of this Court do not permit action to be
taken for pre-filing obligations and no further action has been taken by the landlords.

The Company has a month to month lease at its head office and warehouse location in Vancouver.
The landlord of this location issued a demand for the Company to vacate the premise. The Company
and the landlord subsequently reached an agreement that the lease would be terminated and the
premises vacated by August 31, 2008, and that a consent order to that effect would be included in the
Procedural Order to be sought on May 30, 2008.

As previously indicated the Company has reached an agreement with 656 to assign certain leases.
The Company has engaged a consultant to communicate with the landlords with the lease assignment
process and the leases not included in the sale to 656. The Company and Richter are currently
assessing what is the best course of action to maximize value to its stakeholders with respect to the
leases not included in the sale to 656.

Management

As previously indicated, management continues to experience difficulties in addressing the various
priorities which they are facing. Management has not been able to consistently provide the Monitor
with timely information and they have not been focused on operational issues as a result of their need
to focus on the sale of the property leases. These challenges have in part resuited in decreased in
sales for the months of March, April and the first part of May. The Company’s retention of Maynard’s
to liquidate its inventory at 20 of its stores should reduce management’s involvement in the sale of
the inventory.

Management will now need to focus their attention to the sale of Berg’s assets to maximize the
realization on those assets, for which Mariposa is the largest creditor.

© Deloitte & Touche Inc. 7



Debtor in Possession lender

Since the First Report further funds were advanced to the Company for ongoing operations, primarily
for landlord payments and professional fees. As of the date of this report, Mariposa and Berg have
drawn approximately $2.2 million of the available DIP funds. Given the commencement of the
inventory liquidation process and the proposed sale to 656, the Company has indicated that no further
DIP funds will be required by Mariposa, and it should be able to repay the DIP funds advanced upon
the closing of the 656 transaction; however management expects Berg will require further DIP funds
to be advanced.

© Deloitte & Touche Inc. 8



6. Financial position

The Monitor has been provided with draft financial statements as at April 30, 2008. The following
comments on the Company’s financial position is based on this information.

6.1 DIP financing

Attached as Appendix A is a copy of the Monitors’ Statement of Receipts and Disbursements as at
May 25, 2008, which details the funds which have been received and drawn from the DIP financing.
As indicated previously, the Company has drawn approximately $2.2 million of the available DIP
funds. Given the commencement of the inventory liquidation process and the sale to 656, no further
DIP funds should be required by Mariposa. Should the Court approve the sale to 656 the sale
proceeds will be used to repay the DIP loan.

6.2 Priority claims

The Company utilizes a payroll service company and accordingly all statutory withholdings are current.
The Company is current on its remittances for Provincial Sales Tax and Goods and Services Tax.

6.3 Unsecured creditors

Management has informed the Monitor that all post-filing obligations continue to be paid in the normal
course. The Monitor continues to receive daily reports from the Company of payments which are
being made to trade creditors. The Company is issuing payment to merchandise suppliers upon the
Receipt of the Goods terms and the Company’s confirmation of quantity and quality. As at April 30,
2008 the Company’s accounts payable are as follows:

February 15 April 30
Mr. John McNamara $4,758,000 $4,854,641
Ms. Kal Bains 290,000 307,170
Unsecured Creditors 3,131.704 3,460,691
Accruals 653,000 752,072
Total $8,832,704  $9,374,574

The Company’s unsecured liabilities have increased as a result of the Company receiving invoices after
the date of filing, for pre-filing obligations and post-filing obligations. The Monitor is not aware of any
post filing obligations that the Company is not paying within normal payment terms.

The Company’s accruals have increased as a result of a change of accounting treatment by the
Company. The Company has recorded an insurance liability of approximately $121,000 for future
insurance payments, which are due on a monthly basis. At the same time, the Company has recorded
a prepaid asset for the same amount, thus creating a net nil effect on the Company’s balance sheet.

The Company’s liabilities to Mr. John McNamara and Ms. Kal Bains have increased as a result of post-
filing interest charges.

6.4 Capital assets

The Company has entered an agreement, subject to Court approval, with 656 for the sale of 23
property leases with a possibility of an additional 21 leases being included in the agreement and the
assignment of the trade name Mariposa, for use in Canada. Details on this sale are provided later in
this report.
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In April, the Company arranged for the sale of redundant clothing racks for approximately $27,000.
The Company did not seek an order of this Honourable Court for this sale, on the basis that it did not
exceed a value of $50,000 in any one transaction or $500,000 in the aggregate, pursuant to
paragraph 11(b)(i) of the Extension Order.

6.5 Accounts receivable

The Company has limited accounts receivable, approximately $243,000 at April 30, 2008. As reported
in the First Report the accounts receivable balance was $295,000 at December 31, 2007. The
majority of the receivables are for tenant allowances.

6.6 Due from related parties

The Company is owed approximately $6.3 million from Berg at April 30, 2008. At the time the Initial
Order was granted, February 2, 2008, the Company was owed approximately $6.1 million from Berg.
The increase in the intercompany receivabie from Berg is for three months of management service
fees of approximately $60,000 per month charged by Mariposa to Berg and approximately $30,000
which are expenses that were paid by Mariposa on behalf of Berg. Given the restructuring
proceedings in process for both Mariposa and Berg, the Monitor has advised management that the
Company is unable to pay any expenses for Berg and that the Company must be reimbursed for
expenses which have been paid on behalf of Berg. With Berg being under Chapter 11 protection in the
USs, it is unknown whether the Company will have any realization from this intercompany receivable.

6.7 Inventory

At April 30, 2008 the Company has reported its inventory to be approximately $6.3 million. The
Maynard’s agreement will see approximately $3.0 million, at cost, of that inventory being liquidated.
As reported in the Third Report, the Company anticipates the net recovery from the sale of this
inventory by Maynard’s to be approximately $1.5 million to $2.1 million after marketing, selling costs,
commissions and applicable operating costs.

Also, as reported in the Third Report, the agreement with Maynard’s also allows Mariposa to retain the
services of Maynard’s to manage the liguidation of up to an additional 20 Mariposa locations during
the months of June to August 2008. Mariposa, with the consent of the Monitor, will determine which,
if any, additional locations will be liquidated upon the closing of the sale to 656.
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7. Cash flow and liquidity

The Company’s cash receipts and disbursements for the periods March 1, 2008 to March 31, 2008 and
April 1, 2008 to Aprit 30, 2008 are summarized and presented below with a comparison to the cash
flow forecast filed with the Court in connection with the CCAA proceedings. The Company’s complete
cash flow, as prepared by the Company, is attached as Appendix B.

(000’'s)
Revised Revised
Actual Projected Variance Actual Projected Variance
March March March April April April
Opening Cash balance $ 195 $ 195 $ - $ 719 $ 719 $ ~
Total Receipts $ 1,652 $ 2,382 $ (730) $ 1,948 $ 2,322 $ (374)
Total Disbursements 1,951 3,081 (1,130) 2,047 2,819 (772)
Net Change in Cash $ (299) $ (699) $ 400 $ (99) $ (497) $ 398
Closing Cash Balance From Operations $ (104) $ (504) $ 400 $ 620 $ 222 $ 398
DIP Financing Drawn 823 550 273 (100) 350 (450)
Adjustment of projections - 673 (673) - (52) 52
Closing Cash Balance $ 719 $ 719 $ - $ 520 $ 520 $ -

7.1 Variances between actual and forecast results

The material variances between actual and forecast receipts and disbursements balances are
discussed below.

Sales

The Company has recorded lower sales in Canada than had been projected. For the month of March,
2008, the Company had sales of approximately $1.7 million which is approximately $700,000 less
than the projected $2.4 million in sales. For the month ended April, 2008 the Company had sales of
approximately $1.9 million which is approximately $400,000 less than the projected $2.3 million in
sales. Management has indicated that the primary reasons for the lower sales are:

e management being focused on the sale of the business / property leases;

e more older inventory in stores as the Company’s cash flow did not allow for as much new
inventory to be purchased; and

e poor weather conditions, including late snow storms, which resulted in malls being closed.

Cost of goods sold

Based on the fiscal year ending January 31, 2008 results, the Company’s cost of goods sold during
fiscal 2008 was approximately 41% of sales. At March 31, 2008, the Company has reported that its
cost of goods sold was approximately 60% of sales and at April 30, 2008 costs of goods sold was
approximately 54%. As indicated in the First Report, Management marked down prices to generate
greater sales, which has resulted in higher cost of goods sold.
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Merchandise Purchases

For the month of March, 2008, inventory purchases were approximately $506,000 which is less than
the $980,000 that was projected. For the month of April 2008, inventory purchases were
approximately $502,000 which is less than the $870,000 that was projected. To preserve cash and in
anticipation of the sale of the Company’s leases, Management has been reducing its purchase of
inventory.

Expenses

The actual inventory purchases and operating costs have been lower than projected due to the
Company preserving cash, the anticipation of the sale to 656, and the commencement of the
inventory liquidation which is being conducted by Maynard’s. Inventory purchases were also lower
due to purchase constraints placed by suppliers which also resulted in lower related operating
expenses like freight and bank transaction fees. Payroll costs were lower as a result of a reduction of
approximately six individuals at the head office location, as well, the Company has not incurred
marketing costs as a resuit of retaining Maynard’s and Richter’s to assist in the sale of the business.
Other expenses, such as utility, telephone and miscellaneous/other costs, are lower than originally
projected. As previously reported, the Monitor is not aware of any post filing obligations that the
Company is not paying within the payment terms.
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8. Winding-up process

As part of its role as Monitor, Deloitte & Touche Inc. has met with management of the Company to
discuss and implement restructuring initiatives. Some of the specific actions of the Monitor since the
First Report include but are not limited to:

¢ providing direction and assistance to the Company in addressing their suppliers;

¢ responding to queries from creditors, suppliers and landlords;

e verifying payments made to suppliers for which the Monitor was holding funds in trust;
* reviewing the Company’s ongoing cash flow and their requests for use of the DIP funds;

e discussions and meetings with the Company on the engaging of a professional advisor for the
sale of the business;

» discussions with the Company’s legal counsel;

e discussions and meetings with the Company and their advisors on the sale process for the
business;

+ discussions and reporting to the DIP lender;

* reviewing correspondence, offers and agreements with respect to offers from liquidators to sell
the Company’s excess inventory;

e reviewing correspondence and agreements with respect to the sale of property leases and
assets to 656;

* reporting to Court on the agreement reached by the Company and Maynard’s on the sale of
the Company’s excess inventory; and

e Preparing the company’s plan of arrangement and compromise to its creditors and
documentation associated with same;

Sale of Inventory

As reported in the Third Report, in order to create positive cash flow and generate a return to its
creditors the Company is proceeding with an immediate liquidation of its inventory. Maynard’s has
been engaged to conduct an orderly liquidation of 20 of the Company’s locations as well as to liquidate
the Company’s Vancouver warehouse by the end of August 2008. The agreement aiso allows

Mariposa to retain the services of Maynard’s to manage the liquidation of up to an additional 20
Mariposa locations during the months of June to August 2008. Mariposa will determine which, if any,
additional locations will be liquidated upon the closing of the sale to 656.

Sale of Business

As previously indicated the Company engaged Richter, on March 4, 2008, to determine if there was a
party interested in investing in the Company or acquiring all or part of the assets of Mariposa or Berg.
Richter has reported to the Monitor that they prepared and sent a total of 74 teaser notices to parties
in Canada and the US. As a result of the teasers, 14 parties are reported to have executed non
disclosure agreements and those parties were granted access to an online data room to complete their
due diligence. The process which had been established by Richter was that all offers needed to be
sent in a sealed envelope and be received by Richter’s by April 15, 2008 (“Offer Deadline”).

© Deloitte & Touche Inc. 13



We are advised that in early April, Richter was contacted by Jaytex, Inc., a large Toronto-based
wholesaler, who was interested in jointly acquiring with YM Inc. (Sales), a significant Canadian retailer
operating in excess of 600 stores under various banners, (jointly "656") Mariposa’s Canadian stores
and intellectual property. Richter has advised that on April 4™ an outline of their proposed offer,
indicating a purchase price of $5 million, was received by Richter with an indication that a deal needed
to be reached by April 14'™", the day prior to the Offer Deadline.

The Company had previously engaged MPA Inc., an independent lease consultant, to obtain an
estimate of value of their Canadian leases. While the proposed offer from 656 was not just for leases,
the value assigned to the leases was greater than the estimate which had been obtained from MPA
Inc.

Upon receipt of 656’s outline, the Company and Richter started working with 656 to prepare an asset
purchase agreement. We are advised that to the extent that both parties were working on a best
efforts basis to complete the agreement, the Company had indicated they would not consider any
other offers received by the Offer Deadline. Richter’s teaser and the sale process documents in the
data room reflected the fact that the sale process could be ceased at any time.

The Company and 656 were not able to reach an agreement on the sale terms by April 14, 2008. The
parties continued to address various matters with respect to the agreement for an extended period of
time, and ultimately an agreement was reached on May 2, 2008.

Richter had received two other offers by the Offer Deadline. We are advised by Richter’s that the
offers were not opened until after the completion of the agreement with 656 and that the offers
compared favourably as the agreement reached with 656.

656 Offer
The Company reached an agreement, subject to Court approval, with 656 to sell the following assets

for $5 million, subject to adjustments:
e assign Mariposa’s interest in 23 of its leased locations (“Purchased Locations”);

e should the Company be able to obtain amended lease terms at a further 21 of its locations,
656 has the option of obtaining Mariposa’s interest in those leases (“Option Locations”);

e 656 will assume the employment of the employees and managers at the 23 Purchased
Locations and at any Option Locations purchased;

e fixtures and point of sale equipment, at all of Mariposa’s leased locations;
e supplies; and
e Canadian Trade-Marks for:
e Mariposa Rack;
e Mariposa Design; and
e Mariposa.
Adjustments with respect to the assignment of certain property leases, holdbacks for the transfer of

fixtures at the end of 91 days and a reduction for the value of any outstanding gift cards, will be
required on closing.

Further, the Company will consign inventory of at least $1.5 million, to 656 for a period of 91 days;
proceeds from sales will be split 50% to the Company and 50% to 656. During the consignment
period, 656 will be responsible for all operating costs and the inventory will be regularly marked down
to achieve sales targets. The parties will determine, prior to the end of the 91 days, whether any
unsold inventory is to be returned to the Company or whether the Company will sell the remaining
inventory to 656.

© Deloitte & Touche Inc. 14



9. Plan of Compromise or Arrangement

The Petitioners have filed a motion to permit them to file a Consolidated Plan. The Petitioners believe
that this will be most appropriate for all stakeholders as:

e the business of the Petitioners was operated on a consolidated basis and carried on as a single
entity;

¢ all activity of the Petitioners were operated as Mariposa; and

e the cost of preparing separate Plans would be complex and would involve considerable
increased costs, to the prejudice of the stakeholders of the Petitioners.

As Monitor we agree with the Petitioners assessment that the benefit of filing a consolidated pian will
outweigh any potential prejudice.

The Petitioners’ Plan considers an orderly wind-up of the Company and distribution of the proceeds to
the creditors. Through an orderly wind-up of the Company’s assets, the Petitioners and the Company
expect to achieve a greater recovery to their stakeholders than would result from the bankruptcy of
the Company. The agreements which have been reached with 656 and Maynard'’s require the
Company to continue to provide inventory and office services to August 2008.

The Petitioners’ Plan contemplates one class of creditors all of whom are unsecured. Each unsecured
creditor will receive a pro-rata distribution from all funds received and/or held by the Petitioners to the
maximum amount of their proven claim. Distribution would occur to the unsecured creditors once all
assets have been realized upon.

© Deloitte & Touche Inc. 15



10. Recommendation

Since the granting by this Honourable Court of the Extension Order, the Petitioners have engaged the
services of a professional advisor to assist with the sale of the Company’s assets and they have
entered into an agreement for the liquidation of their excess inventory. The actions which the
Company has taken are for the purpose of completing an orderly windup of the Company’s operations
in order to maximize the value for the Company’s stakeholders.

The Petitioners main assets are its inventory and its property leases. In order to maximize the value
of these assets for the creditors it is essential that the Company complete a wind-up of its operations
as quickly and efficiently as possible. The Company has already engaged Maynard’s to sell its excess
inventory and we recommend that this Honourable Court approve the sale of the leases, equipment
and goodwill to 656. The Company engaged a professional advisor, Richter’s, to assist them with the
sale process which has resulted in an agreement being reached. Based on the advice of Richter’s, it is
our view that it is in the best interest of all stakeholders to have this sale approved.

Through these two sale processes occurring, the Company will be able to repay its DIP lender and
provide a partial payment to the Company’s unsecured creditors. The Company’s Plan of Arrangement
or Compromise will see the Company wind-up its operations with all remaining proceeds being paid to
the creditors.

The Petitioners have continued to operate while fulfilling the restructuring that was contemplated in
the Petition. The Monitor believes the Petitioners’ Plan is in the best interest of all of the Petitioners’
stakeholders and recommends this Honourable Court grant the order which the Petitioners are seeking
to present its Plan to its creditors and to hold a meeting of its creditors to vote on its Plan.

All of which is respectfully submitted this 29*" day of May, 2008.

Deloitte & Touche Inc.

In its capacity as court-appointed Monitor of
Mariposa Stores Limited Partnership
and not in its personai capacity.

Jervis Rodrigues, CA-CIRP
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Appendix A —
Monitor’s statement of receipts and disbursements,
as at May 25, 2008
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Mariposa Stores Limited Partnership
Statement of Receipts and Disbursements
As of May 25, 2008
(Canadian Funds)

Receipts
Debtor In Possession Financing (DIP) $ 2,499,990.00
Interest earned 7,610.89

$ 2,507,600.89

Disbursements
Debtor in Possession Loan - Advances

Charles F. Berg, Inc $ 364,254.00
Mariposa Stores Limited Partnership 1,355,253.96
$1,719,507.96
Retainer
Monitor - Deloitte & Touche Inc $ 50,000.00
Monitor's Legal Counsel - Fasken Martineau DuMoulin 20,000.00
Petitioner's Legal Counsel - Borden Ladner Gervais 50,000.00
120,000.00
Legal Fees for Charles F.Berg, Inc. - Miller Nash LLP 35,295.50
Legal Fees for Mariposa - Borden Ladner Gervais 75,944.62
Legal Fees for Monitor - Fasken Martineau DuMoulin 17,255.71
Monitors Fees for Mariposa - Deloitte & Touche Inc. 139,019.52
GST Paid 10,492.47
Bank Charges 427.94
2,117,943.72
Cash on Hand $ 389,657.17
Funds Held to Secure Inventory (91,746.04)

Available Funds $ 297,911.13




Appendix B —
Cash flow statement, as at May 25, 2008

© Deloitte & Touche Inc.

19



*JUBWIBILIS SIY) JO SS3UBIRIALIOI 10 Adedndde a3 AJLaa

Supueuly d1qg 21qe|leAy
sabaeyd yueg
pauJe3 3sasajug

61ag "4 sajleyd

esoduepy

suorafoad jo Juaswisnipy
umeuq Bupueuy d1a
Bupueuld 41g buluado

3ouejeg yses Buisod
suoipa{oid jo Juaunsnipy
umeusq Bupueuly d1q

suoneladQ wol4 aduejeg yse) buisod
ysed ul abuey) 38N
SUBWIBSINGSIA 12101

1SN4L Ut JOJUOW
S934 |eUOISS340Id
Bunaxtew
1S9 pue saxe} sa|es
13430 / SNodUE|IRISIK
sabiey) yueg
rindwo)n
auoydajal
Annn
aoueansug
Wby
359433u]
sjyauag
Jl04Aed
S3J1AI3S pue spoogy Bulpg 3504
SaIAIBS pue spoor) buijl4 3504
spJojpuel
sjuBWasINgsiq

s3d1aoay 1ej0)
(T 9j0N) s1di192@Y 12YI0
s1d1903y sotes

$1d1929y

2duejeg ysed buuado

7 4o 1 abeg
0} paydwaine 35MI3YJ0 10 PamalAal ‘PaIpNe Jou Sey dul aycno)| aNto3q "esoduey
30 jJuawabeuew Ag papiaoid uopewIoUI 3Y) Wols PaIdWod udag SeY UOITRWIOU! SIY ]

- $ L67 $ L6T $ L6T $ L62 $ - $ L6T $ L6T $ - $ L6T $ £L6T $ e $ L9E'T $ L9E'T $
- - - - - - - - - - - [€3) - ()

- - - - - - - - € - € 2 - v

00z - 002 - 002 (929) 925 (o01) (0s) (002) (0s2) 152 (o8t) (622)
(002) - (002) - (002) oSt (0s¢) oot (€22) (0ss) (¢28) €91 (os0'1) (£88)

LTA¢ (9¢1) - 0ze (oze) (L1%) sy

B L6T $ L6Z $ L6T $ L6T $ - $ L6T $ L6T $ - $ L9€'t $ £9¢'t $ - $ 08v’'z $ ost'z $
€ $ SE8 $ 8¢8  $ 8E8  $ €Sy $ - $ ozs  $ 0zs  $ - $ 61L $ 6TL  $ - $ S6T  $ S61  $
(234 (v} N (43 (zs) (€£9) €49 - [X23)] 323 :

00z - 002 - 002 (osy) 0S¢ (001) (24 0SS €28 (g91) 050’1 £88
(1ev) % 690'T  $ 8€9 $ 8€8 $ 214 $ 86€ $ [444 $ 029 $ 00b $  (pos) ¢ (vo1) $ 90€ $  (866) $ (269) %
(1e9) 6vS 811 S8€ (£92) 86¢ (£6¥) (66) 00t (669) (662) 90¢ (e61'1) (¢88)
Teev) § 101¢ o 8959'T $  0f § 891 5| [ty § Teig’'z $§ /v0c s | [loerT) & 180°€ % 156'T 5 | [(8Tz) $ ~¥9v'c $ svZc %
- - - - - - - - (002) - (002) 002 - 00z
(s8) 0zt ve - vE (€8) 0zt LE €5 0zt £L1 0z 091 0£Z
(0s1) 0S1 - B = (os1) 0s1 - {002) 002 - (06) 06 -

z 8L 08 S S¢ 1 8L (74 (2) LL S¢ i8¢ 0¢ 18

(gL) L1 124 11 €€ (88) L1t 62 (5¢) 801 €€ (8) S8 /23
(s1) 13 0z - oz (s1) [13 0z (ov) SS ST B 14 74
(s) S - - - (1) S b [€4)] S £ (s) S -
(61) sz 9 1 S (s1) [14 ot (s2) o€ S (o1) 01 -
(€) St t44 s [43 (€3] St 34 (ev) v74 &4 (s¢) (13 -

z o1 4! - 4 z 01 41 4 ot b1 z 01 4
(s) ov S€ € [43 St oy SS (€0) S6 [44 (s1) St -
(1€) 1€ - - - (19) 1€ - (82) 82 - (92) 9z -
(11) ST v - 14 (s) ST ot (z1) [[4 8 (s) ot S
(02) 06t 0Ly - oLY (%) 01§ L9t (e€) S1S [4:14 (p1) SES 125

L 0s (S - LS (%) 0ST L0t (zL) 0vZ 891 (9v) 0S1 $01

(88) 0s7t 29 - 79 (sz¢e) 0z S6€ (zov) ove 8€€ (2¢2) oLy 86T

29 $ ovL $ 208 $ . $ z08 $ 11 $ 89, $ 6LL $ 0z $ 89/ $ 884 $ ’z $ 89¢ $ S6L $
(¥98) 5 059C $ 98’1 $ STy $ et 5] [{vig) k3 e $ 8v6’t  $ 0el) ] 7887 % 59T $ 06 $ /T1T % 19¢'t $
S - S S o€ - o€ 1 - 1 of - ot

(698) 059° 1821 STy 99¢'1 (v0v) [44 344 8161 (1€2) 78€'C 159'1T 0s 12t 428!

- $ 0zs $ 028 $  €5b $  02S $ - $ 612 $  6l¢ $ - $ S61 $  S61 $1- $ S61 $ S61 $

Kew Kew Kew 0€ - 92 Aew GZ -1 AeW ady j1ady nady Yoiew ysiew ysiew JDUBLIEA Xienigad Kienigag
@dUeHIRA paidafoid {en3dy 3Sed59404 (en3oy Jduelep peydsfoag |1en3ay |dUelIBA payeafoad fenjy paypaload jeny
pasiAdy paydafold pasiaay pasiAay pasiaay

800T ‘ST Aely papua poliad ay3 104

MO14 YseD ISed3104 ‘SA [eNIdY J0 I|NPIYds

(,VSOdNIVIN.) dTHSYANLY VI GALINIT STHOLS VSOdIIVIA



Z Jo Z abeg “JUBWIIRIS S1Y) JO $SDUIBIdWOD Jo ADBINIIR 3] AJlUSA
03 pajdwalje a51MIaYI0 JO Pamainal ‘palipne Jou Sey ‘Ul ayIno] aNIoRG -esoduep
Jo juswabeuew Aq papiaozd uoiIeWIOU] D3 WOy P3JIdWod U33Qq SBY UOIBWLIoUN SIY]
L6 $ L6T _$ L6 $ L6Z _$ L6T _$ L6T $ L6T  $ L9E'T S Guueuls d1q 1qepeay
[§3) = - B - - - (6] sabseyd yueg
7 - - - - - [ v pau.se] 1sa19juf
(62€) - - - 002 (001) (0s2) (622) biag *4 sapeyd
(o18'1) - - - (002) 001 (£28) (¢£88) esoduey
suopa{old jo juaunsnlpy
umeuq Bunueuid d1a
08v'z $ L6z $ 6T $ 6T $ L6 $ L6T $ L9E'T $ 08t'z $ 6uueuly d1g buiuado
6T’V $ Z6T'v $ 6ZS'E $ 9ZE'T $ 8€8  $ [ K] 6TL $ S61 $ a>uejeg ysed buiso|d
- - - - - - - - suo3rafoud jo Juswnsnlpy
018't = B - 00z (001) €78 (88 umelq Bupueuls 410
8¢’z ¢ 61y % 625'c $  9ze'T $ 89 $ 029 $ (v01) $ (269) $ | suonesadp woiy sduejeg ysed Buisod
(81°C €99 £02'1 88p'1 811 (66) (662) (¢88) yseD ut abueyd 3an
GZ0'TT % [ b6 S (Ov'T $ 899'T % $0°C $ 156’1 $ 8vZ'C $ SIUBWIBSINGSIQ [eI0L
- - - - - - (002) 002 ISNIL W) JOUUOW
YLy - - - pE 143 €L1 0€Z 5393 |BUOISSBJ0Ld
58S oet S61 098¢ - - - - Buizaien
(143 SL S01 0fT 08 6L S¢ 18 1S9 pue saxe) sajes
£12 o1 01 o) 147 62 €€ LL 12430 / SNo3Ue|(RSIN
ot (014 214 oz 0z 0z ST Y4 sabieyn yueg
(44 S S S - 14 € - J1aindwo)
9€ s S S 9 [s)¢ S - auoydala L
[4As 0z 0z 0z [44 [37 V&4 - Anan
1L L 1A JA z1 4 4 4 adueInsul
(ST St ST ¢ SE SS [44 - 61214
- - - - - - - - }Sa43jul
Ly S ot [ 14 ot 8 S syyauag
506'C 134 01€ [s144 oLy L9% 4:14 128 [101Aeg
134 - - - LS £01 891 y01 S32IA13S pue spoo9 b
£66 - - - z9 S6¢ 8g€ 861 S321A135 pue spoo9 B
61’y $ (¥4 [1}24 01§ 208 $ 6L $ 88L $ S6L  $ splojpue
SJUBWISINGSIQ
ZITET § SZP'T §-  SpTC § S68°C $ 98/1 § 8v6’1 $ 75971 192’1 sidieday |e1o]
123 - - 0Lz S o] 1 oy (T 910N) 5301839y 13UI0
998°C1 STY't SHT'Z [14:N4 1821 816'T 1591 12€'T s3diaday safes
sydiaoay
S61 $ 625t $ 9z€'z ¢ 88§ 0zs $ 61L % S61T % g6T  § aduejeg ysed buwado
18301 Isnbny King aung — Rew  ~ mwdy T goaewW “Kienaqog |
papalold peydefoid padafosd jenjy |eny |enyy |en3dy
paiafoag

800Z ‘ST Ae papua poliad ay3 104
ysen 3Sed3104 SA {ENIOY JO 3|NPIYDS

LIATT STHOLS VSOdNIVIA



www.deloitte.ca

© Deloitte & Touche LLP and affiliated entities.

Deloitte, one of Canada's leading professional services firms,
provides audit, tax, consulting, and financial advisory services
through more than 7,600 people in 56 offices. Deloitte operates in
Québec as Samson Bélair/Deloitte & Touche s.e.n.c.r.l. The firm is
dedicated to helping its clients and its people excel. Deloitte is the
Canadian member firm of Deloitte Touche Tohmatsu.

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a
Swiss Verein, its member firms, and their respective subsidiaries
and affiliates. As a Swiss Verein (association), neither Deloitte
Touche Tohmatsu nor any of its member firms have any liability for
each other's acts or omissions. Each of the member firms is a
separate and independent legal entity operating under the names
"Deloitte," "Deloitte & Touche,” "Deloitte Touche Tohmatsu," or
other related names. Services are provided by the member firms or
their subsidiaries or affiliates and not by the Deloitte Touche
Tohmatsu Verein.

BEST

EMPLOYERS
IN CANADA
;o 2008
Busés} call}ber e
Member of

Deloitte Touche Tohmatsu




