Court File No. 07-CL-7106

ONTARIO SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

AND IN THE MATTER OF A PROPOSED PLAN OF COMPROMISE OR
ARRANGEMENT WITH RESPECT TO
BRAKE PRO, LTD.

MONITOR’S SUPPLEMENT TO THE THIRD REPORT TO THE COURT

A. SUBSEQUENT EVENT

Subsequent to the filing of its Third Report, the Monitor has been informed that the Company
has negotiated a sale of a substantial quantity of inventory to a significant customer, BRF
Precision Inc., a division of United Auto Parts Inc. (‘BRF’). BRF has offered to purchase
finished goods inventory with a list price of $595,082 and an estimated book value of
approximately $430,000 for $528,433, before any applicable taxes. BRF will pay in advance of
shipment and will simultaneously pay its outstanding payable to Brake Pro of $324,944.

This Report is filed in order to recommend in favour of Brake Pro’s request for an order

approving the sale of inventory to BRF.

B. DISCUSSION

As part of its winding-up plan, the Company has been circulating lists of its inventory tfo
customers to solicit offers. BRF has responded and is eager to close the transaction as early as
possible. Attached as Appendix [ is a copy of BR¥’s Purchase Order and as Appendix II 1s the

Company’s listing of the inventory being purchased.



The purchase price is based on list price, not on inventory carrying value, and, even with the
discounts described below, has a positive contribution margin of approximately 20%. The
purchase price has been adjusted from list price by:
e 10% discount for possible defective goods, wrong product shipped;
o 1.2% sales volume discount that BRF has earned as a volume customer;
e A $3,600 shipping discount. While operating, Brake Pro paid for shipping costs. Since
BRF will be paying for shipping, it has negotiated this discount.

The Monitor recommends that this Honourable Court approve this sale of inventory. This sale is
very close to list price and is approximately 20% greater than book value, it represents a sale of
about 15% of the Company’s total finished goods, it is for cash, it ensures and accelerates the
collection of a receivable representing nearly 10% of total outstanding receivables. Further, the
Company has advised the Monitor that the marketability of inventory will decrease over time as

customers source product from competitors of Brake Pro.

The Monitor is aware that Wachovia sought three liquidation proposals. The BRF offer is

greater than the independent liquidation values obtained.

Under the provisions of the paragraph 18(e) (i1) of the Initial Order, the Company requires the
specific approval of the Court, the Monitor and Wachovia to any sale out of the ordinary course
of business exceeding $250,000 in the aggregate. The Company has advised the Monitor that on
the return of the motion that will be heard on or about October 25, 2007 that it will be seeking to

raise this limit to $500,000, with the concurrence of Wachovia.



C. RECOMMENDATION
The Monitor is of the view that Brake Pro is acting in good faith and with due diligence.

The Monitor therefore makes this Report in support of an Order:
(a) Approving the sale of inventory to BRF.

All of which is respectfully submitted this 11" day of October, 2007.

BDO DUNWOODY LIMITED
Meonitor
Per:

— )

Christopher J. Porter, MBA, CA-CIRP
Vice President
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Brake Pro, Ltd
Monitor’s Supplement to the Third Report
to the Court

Appendix I
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Monitor’s Supplement to the Third Report
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TOTAL PRICE

aTy

| 9449.44

146938

| MSUB.TOTAL 595082.10
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LESS DISCOUNT 0.00
GST - 35704.93

630787.03




