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Introduction
1.

This report (the “Report”) is filed by Richter Advisory Group Inc. (“Richter”), in its capacity as proposal
trustee (the “Trustee”) in connection with the Notice of Intention to Make a Proposal (“NOI”) filed by Daco
Manufacturing Ltd. (“Daco” or the “Company”).

2.

On May 19, 2015 (the “Filing Date”), Daco filed an NOI under Section 50.4(1) of the Bankruptcy and
Insolvency Act, R.S.C. 1985, c.B.-3, as amended (the “BIA”). A copy of the Certificate of Filing issued by
the Superintendent of Bankruptcy is attached hereto as Appendix “A”.

Purpose of this Report
3.

The purpose of this Report is to provide this Court with information pertaining to:
(i)

background information about the Company;

(ii)

the Company’s creditors;

(iii)

the activities of the Company and the Trustee since the Filing Date;

(iv)

the Company’s proposed post-filing strategy, including the outline of a sales process (the “Bid
Process”) the Company intends to carry out under the supervision of, and with the assistance of,
the Trustee;

-2(v)

the Company’s projected cash flows for the period from May 25, 2015 to August 21, 2015 (the
“Cash Flow Forecast”);

(vi)

the proposed Administration Charge (as defined later in this Report);

(vii)

the Company’s request for an extension of the time required to file its proposal (the “Extension”)
to July 17, 2015; and

(viii)

the Trustee’s conclusions and recommendations.

4.

Unless otherwise stated, all monetary amounts contained herein are expressed in Canadian dollars.

5.

In preparing this Report, the Trustee has relied upon unaudited financial information prepared by the
Company’s representatives, the Company’s books and records, and discussions with the Company’s
representatives and the Company’s legal counsel. The Trustee has not audited, reviewed, or otherwise
attempted to verify the accuracy or completeness of such information. Future oriented financial information
relied upon in this Report is based on the Company’s representative’s assumptions regarding future events;
actual results achieved may vary from this information and these variations may be material. The Trustee
also references its report on the Cash Flow Forecast and underlying assumptions and notes that its review
and commentary thereon was performed in accordance with the requirements set out in the Canadian
Association of Insolvency and Restructuring Professionals’ Standards of Professional Practices No. 99-5
(Trustee’s Report on Cash Flow Statement).

General Background Information on the Company
6.

Located in Vaughan, Ontario, Daco is primarily a wholesaler (with limited manufacturing activities) of both
costume and fashion jewellery. Daco’s products are sold through an extensive retail network in Canada,
including significant national retail chains, such as Shoppers Drug Mart, Wal-Mart Canada, Rexall, The
Bargain Shop, Loblaw Companies Limited and Winners.

7.

Daco’s primary assets are its inventory and accounts receivable. Although Daco holds bare legal title to the
property it operates from located at 401 Vaughan Valley Blvd. (the “Premises”), beneficial ownership of the
Premises is held by Daco Canada Real Estate Holdings Ltd., a related party.
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As described in the affidavit of Matthew Lunetta sworn June 3, 2015 in support of the June 8, 2015 motion
(the “Lunetta Affidavit”), due to a number of factors, including declining sales over the previous several
years, the Company’s financial results have suffered, as shown in the table below:
Daco Manufacturing Ltd.
Historical Financial Results
(in 000's)
Sales
Cost of Sales
Gross Profit

9 Months Ended
Mar-15
4,106
(2,870)
1,236

Year Ended
Jun-14
6,245
(4,175)
2,070

Year Ended
Jun-13
8,687
(6,087)
2,600

(1,499)
(263)

(2,098)
(28)

(2,687)
(87)

General & Admin Expenses
EBITDA

9.

As a result of the Company’s declining financial performance and sustained EBITDA losses over the last
several years, Daco exhausted its liquidity and the Company elected to file a NOI and to restructure.

10.

The Company’s business, affairs, financial performance and position, as well as the causes of its
insolvency, are detailed extensively in the Lunetta Affidavit and are, therefore, not repeated herein. The
Trustee has reviewed the Lunetta Affidavit and discussed the business and affairs of the Company and the
causes of insolvency with Daco’s remaining management personnel and is of the view that the Lunetta
Affidavit provides a fair summary thereof.

Objectives of the NOI
11.

The primary objectives of the Company’s NOI filing are to: (i) ensure the ongoing operations of the
Company; (ii) ensure that Daco has the necessary working capital funds to maximize the ongoing business
of the Company for the benefit of its stakeholders; (iii) restructure the Company’s operations; and (iv)
identify one or more parties interested in purchasing Daco’s business or assets.

The Company’s Creditors
12.

A copy of the creditor list included in the NOI filing is attached hereto as Appendix “B”.

13.

The Trustee has been advised by the Company that Meridian Credit Union Limited (“Meridian”), Roynat
Inc. (“Roynat”) and Daco (USA) Inc. (“Daco USA” and together with Meridian and Roynat, the “Secured
Lenders”) are secured creditors of the Company that are owed approximately $1.35 million, $1.5 million
and $2.7 million respectively.
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The Company has advised the Trustee that, pursuant to various inter-creditor agreements between Daco,
Meridian, and Roynat, Meridian has first ranking security and Roynat has second ranking security over all of
the assets of the Company (the “Assets”). Based on the order of registrations under the Personal Property
Security Act (Ontario) (the “PPSA”), Daco USA has third ranking security over the Assets.

15.

The Trustee also understands that Daco has granted charges against title to the Premises in favour of both
Roynat (first ranking) and Meridain (second ranking) as additional security for the Company’s obligations to
each of Roynat and Meridian.

16.

In addition to Meridian, Roynat and Daco USA, the Trustee is aware that CBSC Capital Inc. (“CBSC”) and
Counter Intelligence Merchandising Inc. (“CIMI”) have also registered security interests against Daco under
the PPSA. CBSC has two (2) registrations under the PPSA both related to leased equipment and CIMI
recently (May 13, 2015) filed a registration against the “other” property of Daco purportedly in respect of a
Conditional Sales Agreement. The Trustee understands that counsel to the Company, Bennett Jones LLP,
has been in contact with the solicitor for CIMI to obtain further details regarding the legal basis for its PPSA
registration.

17.

As reflected in Appendix “B”, the Company estimates that it has unsecured obligations totalling
approximately $1.0 million (excluding any amounts owing to the Company’s former/current employees).

The Company’s Activities since the Filing Date
18.

Shortly before the NOI Filing Date, in an effort to minimize costs and address liquidity constraints, the
Company terminated the majority of its staff. Since the Filing Date, the Company has been operating with a
skeleton staff and recalling former employees, as needed, based on operating requirements.

19.

The Company’s activities since the Filing Date have included:
(i)

advising its stakeholders, including employees, customers and key suppliers of the NOI filing;

(ii)

working with the Trustee to prepare the Cash Flow Forecast;

(iii)

completing a physical count of its precious metals (i.e. gold and silver) jewellery inventory;

(iv)

changing the locks to the Premises and increasing on-site security to a 24/7 basis;
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working with the Company’s customers to address current order requirements and negotiate
supply terms;

(vi)

reporting receipts and disbursements to Meridian, the Company’s first ranking secured lender;

(vii)

communicating with the Secured Lenders regarding the Company’s restructuring activities and
other matters in connection with Daco’s NOI proceedings;

(viii)

responding to calls and enquiries from creditors and other stakeholders regarding the Company’s
NOI; and

(ix)

consulting with the Trustee to develop the Bid Process;

The Trustee’s Activities since the Filing Date
20.

Since the Filing Date, the Trustee’s activities have included, inter alia, the following:
(i)

assisting the Company with the preparation of the Cash Flow Forecast, including the review of the
underlying assumptions;

(ii)

reviewing the Company’s financial position;

(iii)

attending at the Company’s premises periodically to meet with its management and employees
with respect to the NOI proceedings;

(iv)

implementing procedures for the monitoring the Company’s receipts and disbursements and for the
ongoing reporting of variances to the Cash Flow Forecast;

(v)

issuing the prescribed notice to Daco’s creditors advising of the filing of the Company’s NOI, as
required under the BIA;

(vi)

establishing a website at www.richter.ca/en/insolvency-cases/d/daco-manufacturing-ltd, where all
materials filed with the Official Receiver and the Court in connection with the Company’s NOI
proceedings are available in electronic format;

(vii)

considering processes to market the Company’s business and/or assets for sale and assisting the
Company in developing the Bid Process;
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responding to calls and enquiries from the Company’s creditors, including former/current
employees, suppliers, and other stakeholders regarding the Company’s NOI;

(ix)

assisting with and providing oversight of the Company’s physical inventory count;

(x)

corresponding and communicating extensively with the Company and its legal counsel;

(xi)

corresponding and participating in discussions between Daco and each of Meridian, Roynat and
Daco USA (and their respective counsel) regarding the Company’s NOI proceedings; and

(xii)

preparing this Report.

The Bid Solicitation Process
21.

The Trustee notes that, to date, no active marketing of the Company’s assets or operations has been
undertaken. The Trustee also notes that, to date, it has not received any serious expressions of interest to
invest in or acquire the Company and, to the knowledge of the Trustee, neither has the Company.

22.

Given the Company’s limited liquidity, the Company, in consultation with the Trustee, developed the Bid
Process as a means of testing the market, gauging interest in the Company and/or its assets, and
determining whether a transaction that would result in greater than liquidation value is available.

23.

The purpose of the Bid Process is to identify one or more purchasers for the Company’s business and/or
assets. In order to provide third parties with an opportunity to bid on the Company’s assets, the Trustee
proposes to aggressively market the Company’s assets to third parties for a period of approximately 30
days.

24.

The key aspects of the Bid Process are as follows:
(i)

as soon as practical, a teaser document will be sent to a list of potential interested parties (the
“Interested Parties”) by the Trustee, which list has been developed by the Trustee and the
Company;

(ii)

Interested Parties will be required to sign a Confidentiality Agreement prior to obtaining information
to assist with their evaluation of the Company and its assets;

(iii)

Interested Parties that wish to view and inspect the Company’s jewellery inventory and other
assets will be required to schedule an appointment with the Trustee and/or Company;
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Interested Parties will be required to submit binding offers (the “Offers”) to the Trustee by 12pm
EST on July 9, 2015 (the “Bid Deadline”). The Trustee will provide Interested Parties with a
template asset purchase agreement (the “APA”), which will form the basis of all offers to be
submitted to the Trustee;

(v)

the acceptability of any Offers received is to be determined by the Trustee, in consultation with the
Company and, subject to any confidentiality restrictions considered appropriate by the Trustee, the
Secured Lenders;

(vi)

if no Offers have been received by the Bid Deadline, the Trustee, in consultation with the Company
and the Secured Lenders, will reconsider the sales process and determine whether it should be
terminated, and the Court will be advised accordingly;

(vii)

if an Offer is acceptable to both the Trustee and Company (the “Recommended Offer”), the
Recommended Offer will then be submitted for approval by the Secured Lenders and, ultimately,
this Court for final approval, with the closing of the sale to occur as soon as possible after all
approvals are received; and

(viii)

the Bid Process contemplates that the Trustee is not required to accept the highest, best or any
Offer.

25.

The Trustee notes that the proposed Bid Process time-frame is condensed. However, with full cooperation
of the Company during the proposed process period, particularly in respect of the provision of information to
prospective purchasers, the Trustee believes that the deadlines proposed in the Bid Process are reasonable
in the circumstances. The Trustee will report back to this Court if facts or circumstances require the
Company or the Trustee to re-evaluate the time periods or the Bid Process based on facts or circumstances
at that time.

The Company’s Cash Flows for the Period from May 25, 2015 to August 21, 2015
26.

Daco, with the assistance of the Trustee, prepared a cash flow forecast of its receipts and disbursements for
the period May 25, 2015 to August 21, 2015. The Cash Flow Forecast was filed with the Office of the
Superintendent of Bankruptcy on May 18, 2015. A copy of the Cash Flow Forecast and related
assumptions is attached hereto as Appendix “C”. The Trustee has reviewed the assumptions supporting
the Cash Flow Forecast and believes the assumptions to be reasonable.
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As shown in the Cash Flow Forecast, it is estimated that for the period ending August 21, 2015, the
Company will require additional financial support in the amount of approximately $470,000.

28.

The Trustee understands that, as at the date of this Report, Daco is in discussions with the Secured
Lenders regarding the Company’s intention to utilize the proposed melt down value of certain of its “nonprogram” precious metals inventory (i.e. gold and silver jewellery not currently part of an ongoing supply
program with key customers) to provide the stability and cash flow necessary to continue the Company’s
operations during these proceedings.

29.

The Trustee is of the view that the Company is operating in a manner consistent with the Cash Flow
Forecast and there have been no material adverse changes to the Company’s operations since the Filing
Date.

The Administration Charge
30.

The proposed Order provides for a charge in the maximum amount of $150,000 charging the assets of the
Company to secure the fees and disbursements incurred in connection with services rendered to Daco both
before and after the NOI Filing Date by the following entities: the Trustee, the Trustee’s legal counsel and
legal counsel to the Company (the “Administration Charge”).

31.

The quantum of the Administration Charge sought by the Company was determined in consultation with the
Trustee. The creation of the Administration Charge is typical in similar proceedings as is the proposed
priority of the Administration Charge as set out in the form of Order filed with the Court.

The Company’s Request for an Extension
32.

The Company is seeking an Extension to July 17, 2015.

33.

The Trustee supports the Company’s request for an Extension for the following reasons:
(i)

the Company and its management are acting in good faith and with due diligence in taking steps to
facilitate a sale or refinancing of its operations;

(ii)

the Company has advised that it intends to melt down certain of its “non program” precious metals
inventory to generate sufficient cash flow to fund its restructuring activities, including these NOI
proceedings;
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taking into consideration the expected proceeds from the melt down of certain of the Company’s
non-program precious metals inventory, the Cash Flow Forecast indicates that Daco will have
sufficient liquidity to continue to funds operations during the period to July 17, 2015;

(iv)

it is the Trustee’s view that the Extension will not prejudice or adversely affect any group of
creditors;

(v)

it will afford the Company further time to assess its options going forward as part of presenting a
potentially viable proposal to creditors;

(vi)

the Company requires additional time to restructure its affairs or establish whether there is any
interest in acquiring the Company and/or its assets;

(vii)

the Extension will preserve the going concern value of Daco, whereas a wind-down of the
operations and an immediate liquidation of the assets would likely result in (a) substantial
diminution in realizable value for all creditors, and (b) an interruption of supply for the Company’s
customers; and

(viii)

a wind-down and liquidation of the Company would eliminate a number of high-quality, skilled jobs
which may be preserved if a successful sale or restructuring is completed.

34.

While it is too early to say whether a viable proposal will be presented by the Company to its creditors, in the
Trustee’s view, the Company’s request for the Extension is appropriate in the circumstances, as the current
extension request more properly reflects the timeframe by which the Trustee will be able to provide this
Court with a meaningful update on the Company’s restructuring efforts.

35.

The Trustee will continue to monitor the developments of any potential sale transaction(s) in respect of the
assets of the Company and will advise the Court accordingly in accordance with its mandate.

- 10 Conclusion and Recommendation
36. The Trustee is of the view that the relief requested by the Company, including the Extension, is necessary,
commercially reasonable and justified. The Trustee is also of the view that granting the relief requested will
provide the Company with the best opportunity to undertake a going concern sale or other restructuring thereby
preserving value for the benefit of the Daco’s stakeholders.

All of which is respectfully submitted this 3rd day of June, 2015.
Richter Advisory Group Inc.
in its capacity as Proposal Trustee of
Daco Manufacturing Ltd.
Per:

Adam Sherman, MBA, CIRP
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