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 -and-  

 

 RICHTER ADVISORY GROUP INC.  
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SECOND REPORT OF THE TRUSTEE 
ON THE STATE OF PETITIONER’S BUSINESS AND FINANCIAL AFFAIRS 

March 14, 2017 
 

INTRODUCTION 

1. On February 17, 2017, each of Freemark Apparel Brands Inc. (“FABI”), Freemark Apparel Brands 

TEC Inc. (“FABT”), Freemark Apparel Brands ESP Inc. (“FABE”) and Freemark Apparel Brands 

USA Inc. (“FABU”) filed a Notice of Intention to Make a Proposal (the “NOI”). Richter Advisory 

Group Inc. (“Richter”) was named Trustee. A copy of the NOI’s are annexed hereto as Exhibit “A”. 

2. The Debtors are a premier retailer of branded apparel which, through the various entities at the 

time of the filing, operated 58 retail locations throughout Canada under the brands Bench, Scotch & 

Soda, Esprit and Thread + Copper. In addition, certain entities operate the wholesale business in 

Canada and the United States. The Debtors operate their retail and wholesale businesses pursuant 

to various license agreements. 



- 2 - 

3. The Debtors’ head office and principal distribution center are located in Montreal and at the time of 

filing, the Debtors employed approximately 600 employees at its head office, distribution center and 

retail stores. 

4. Prior to filing the NOI, this Court authorized Richter to act as trustee to the NOI. Such an 

authorization was required as an entity related to Richter acts as the auditor for the Debtors.  

5. On February 23, 2017, this Court ordered the joint administration of FABI’s notice of intention to 

make a proposal with the notices of intention to make a proposal of FABT, FABE and FABU. 

6. On February 24, 2017, documents were sent by regular mail to all creditors of the Debtors, as 

identified by them, which included a copy of the Debtor’s NOI, as annexed hereto as Exhibit “B”. 

7. On February 27, 2017, the Debtors filed with the Official Receiver a Statement of Projected Cash 

Flow (“Projections”) together with the report pursuant to Section 50.4(2)(c) of the Act, covering the 

period from February 18, 2017 to March 26, 2017, which included the major Assumptions used in 

the preparation of the Projections. Concurrently therewith, the Trustee filed its Report on the 

reasonableness of the Projections in accordance with Section 50.4(2)(b) of the Act, all of which is 

annexed hereto as Exhibit “C”. 

8. On March 8, 2017, the Trustee issued its First Report to Court dated March 7, 2017 (“First 

Report”). 

9. On March 8, 2017, this Court issued the Approval and Vesting Order authorizing FABI and FABT to 

sell certain assets (the “Transaction”) as more fully described in the First Report. 

10. On March 13, 2017, the Debtors filed the First Motion for an Extension of Time to File a Proposal 

(the “Motion to Extend”) which will be heard on March 16, 2017.  

11. On March 14, 2017, the Debtors filed a motion seeking the approval of a sales and investment 

solicitation process (the “SISP Motion”). 

PURPOSE OF THIS REPORT 

12. The purpose of this Second Report is to provide this Court with information pertaining to: 

• The Debtors’ results of operations; 

• The Debtors’ restructuring initiatives; 

• The Sale and Investment Solicitation Process (“SISP”);  

• The Motion to Extend. 
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TERMS OF REFERENCE 

13. In order to monitor the affairs and finances of the Debtors, the Trustee has been provided with 

access to the books, records and other important documents of the Debtors. 

14. In preparing this Second Report, the Trustee has relied upon unaudited financial information 

prepared by the Debtors’ representatives, the Debtors’ books and records, and discussions with 

the Debtors’ representatives and legal counsel.  The Trustee has not audited, reviewed, or 

otherwise attempted to verify the accuracy or completeness of such information.  Future oriented 

financial information reported or relied on in preparing this report is based on management’s 

assumptions regarding future events; actual results may vary from forecast and such variations 

may be material. 

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

dollars. 

RESULTS OF OPERATIONS 

16. The Trustee has compared the reported results to those projected since the filing of the NOI, 

namely February 18, 2017 to March 5, 2017 (the “Period”), of which the cumulative summary is 

annexed hereto as Exhibit “D”. We comment as follows: 

• Cash receipts for the Period amounted to approximately $2.1 million, representing a 

$0.2 million favorable variance attributed primarily to higher than forecast wholesale receipts; 

• Operating disbursements were approximately $0.5 million favorable due primarily to the non-

payment of $0.3 million of sales taxes forecasted to be paid in the Period, as the sales taxes 

related to pre-filing amounts; 

• Non-operating receipts and disbursements reflect a negative timing variance of approximately 

$0.7 million as the Transaction was only closed in the week ended March 12, 2017 as more 

fully described below; 

• As a result of offsetting variances, the $6.2 million reported ending bank indebtedness was 

essentially equal to the forecast as at March 5, 2017.  

17. The Debtors have been paying suppliers and employees, on a timely basis, for goods and services 

provided subsequent to the date of the filing of the NOI.  
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RESTRUCTURING INITIATIVES 

18. As noted in the First Report, the Debtors engaged Richter, an operational consultant and a retail 

lease consultant to assist management in the development of a comprehensive restructuring plan 

for the business. Since the filing of the NOIs, the Debtors have taken the following measures in 

connection with their restructuring: 

• Disclaimer of 31 store leases with an effective date of March 31, 2017; 

• Initiation of the wind-down and liquidation process for the Thread + Copper stores; 

• Implementation of a further forbearance agreement with HSBC Bank Canada (“HSBC”) 

effective March 13, 2017 extending the forbearance period to May 14, 2017 providing for the 

partial repayment of the HSBC Leasing Line following completion of the Transaction and 

conditional upon an additional injection of $500,000 by the Debtors’ shareholders.  

19. In addition to the above measures, following the issuance of the Approval and Vesting Order on 

March 8, 2017, FABI and FABT concluded the Transaction, the details of which are described in 

detail in the First Report. Pursuant to the terms of the Transaction, the Trustee advises that the 

following has occurred: 

• Scotch & Soda Retail Canada Inc. and Scotch &Soda Export B.V. (collectively the 

“Purchasers”) have remitted the net proceeds of $2 million (following adjustment of the 

Purchase Price as provided in the APAs (as defined in the First Report)) of which $1.3 million 

was applied to the HSBC Leasing Line and $0.7 million was retained by the Debtors to provide 

additional liquidity.  

20. The Transaction set out in the APAs contemplated the assignment of two of the five Scotch & Soda 

retail leases to the Purchasers.  Accordingly the Debtors, with the consent of the Trustee, 

disclaimed the three remaining Scotch & Soda leases and ceased operations at the premises on or 

about March 5, 2017.  Further to discussions between the Purchasers and the relevant landlords, 

the Purchasers agreed to resume operations at the 3 locations.  In order to accommodate the 

Purchasers and facilitate their immediate access to the locations, the landlords agreed to the 

withdrawal of the disclaimers for the purposes of assigning the relevant leases to the Purchasers 

and releasing the Debtor from all of its obligations thereunder.  As a result of these assignments, 

the Purchasers are to remit to FABT additional proceeds of $44,000 in reimbursement of rental 

payments made by FABT for the period ending March 31, 2017. It is expected that many of the 

employees at these locations will be rehired. 
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SALE AND INVESTMENT SOLICITATION PROCESS 
 
21. The purpose of the SISP Motion is to identify parties interested in acquiring or investing in all or a 

portion of the Debtors’ business as well as to seek offers from liquidators in the event that a going 

concern restructuring is not feasible, the whole to maximize realization for all stakeholders. 

22. The SISP will be overseen by the Trustee with the assistance of the Debtors and HSBC. A copy of 

the Request for Offers which sets out the terms and conditions of the sale and solicitation process 

is annexed to the SISP Motion. 

23. The key milestone dates in connection with the SISP are as follows: 

• By March 21, 2017: issuance of a teaser letter to potential interested parties and opening of a 

virtual data room by the Trustee; 

• By April 21, 2017: communications with interested parties and deadline for submission of offers 

to the Trustee; 

• By April 26, 2017: analysis and clarification of offers received, potential auction and selection of 

offer(s); 

• By May 5, 2017: court approval of the transaction(s); 

• By May 12, 2017: closing of the transaction(s). 

24. The Debtors’ secured creditors, HSBC and Freemark Apparel Holdings Inc. (“FAHI”) are supportive 

of the SISP Motion. 

 
MOTION TO EXTEND 
 
25. The Debtors are filing a Motion to Extend the Delay for the Filing of a Proposal, in order to allow 

them to proceed with the SISP Motion as well as pursue other restructuring initiatives, the whole to 

maximize realization for all stakeholders and permit them to file a Proposal to their creditors.  

26. The Debtor’s secured creditors, HSBC and FAHI have been notified of the requested extension 

and support the Debtors in their reorganization efforts. 

27. Annexed hereto as Exhibit “E” is the Statement of Projected Cash Flow covering the period from 

March 6, 2017 to May 14, 2017, the Trustee's Report on the reasonableness of the Projections in 

accordance with Section 50.4(2)(b) of the Act and the Debtors’ Report pursuant to Section 

50.4(2)(c) of the Act. 
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Exhibit B 
  



















































































































































































































































































































































































 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Exhibit C 
  













 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Exhibit D 
  



Freemark Apparel Brands Inc.
Freemark Apparel Brands TEC Inc.
Freemark Apparel Brands ESP Inc.
Freemark Apparel Brands USA Inc.

Cash Flow Statement Cumulative

($000's)                         
For the 2 Week Period Ending 

March 5, 2017
Reported Projections Variance

Collections
Retail 1,777$          1,718$             59$          
Wholesale 296               130                  166          

2,073            1,848               225          
Operating Disbursements
Purchases (33)                (51)                   17            
Operational expenses (160)              (247)                 87            
Duty (85)                (79)                   (6)             
Payroll (784)              (768)                 (16)           
Rent (1,150)           (1,205)              55            
Royalties -                    -                       -               
Commissions (61)                (61)                   -               
Insurance (113)              (113)                 -               
Sales Taxes -                    (323)                 323          

(2,387)           (2,848)              461          
Net Operating Cash Flow (315)              (1,000)              685          
Non-Operating (Disbursments) / Receipts
Capex -                    -                       -               
Professional Fees (212)              (260)                 48            
Interest (23)                (29)                   6              
Capital Leases (121)              (1,417)              1,297       
Scotch & Soda Sale Proceeds -                    2,000               (2,000)      
Foreign Exchange (Loss) gain (18)                -                       (18)           

(374)              294                  (668)         
Net Cash Flow (689)              (706)                 18            
Opening Bank Indebtedness
Opening Line of Credit (5,111)           (5,111)              0              
Standby LC (388)              (388)                 -               
Total Opening Bank Indebtedness (5,499)           (5,499)              0              

Shareholder Loan -                    -                       -               
Ending Bank Indebtedness
Ending Line of Credit (5,799)           (5,817)              18            
Standby LC (388)              (388)                 -               
Total Ending Bank Indebtedness (6,187)$         (6,205)$            18            
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	INTRODUCTION
	PURPOSE OF THIS REPORT
	TERMS OF REFERENCE
	RESULTS OF OPERATIONS
	RESTRUCTURING INITIATIVES
	Exhibit A.pdf
	Exhibit B
	Exhibit C
	Exhibit D
	Exhbit E



