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INTRODUCTION
1.

BDO Canada Limited (“BDO” or the “Proposed Monitor”) is aware that Korite
International Inc. (“Korite” or the “Company”) will be making an application (the
“Initial Application”) to the Court of Queen’s Bench of Alberta (the “Court”) for
an order (“Initial Order”) granting an initial stay of proceedings in favour of the
Company through to July 10, 2020 pursuant to the Companies’ Creditors
Arrangement Act, R.S.C. 1985 c. C-36, as amended (the “CCAA”) in order to
initiate a restructuring of the Company’s business and affairs. The Company
proposes that BDO be appointed as Monitor in the CCAA proceedings (the
“Proceedings”).

PURPOSE
2.

The purpose of this limited scope report (the “Pre-Filing Report”) is to provide
information to this Honourable Court with respect to:
a. BDO’s qualification to act as Monitor;
b. Background information in respect of Korite’s business and operations and
the Proposed Monitor’s understanding of the facts underlying the basis for
the CCAA application;
c. An overview of the Company’s cash flow forecast prepared in accordance
with section 10(2) of the CCAA and the Proposed Monitor’s comments
thereon; and
d. The amount and priority of the proposed Court-Ordered Charges and the
Monitor’s comments thereon.
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TERMS OF REFERENCE AND DISCLAIMER
3.

In preparing this Pre-Filing Report, the Proposed Monitor has been provided with,
and has relied upon certain audited and unaudited financial information, certain
books and records of the Company, including the Affidavit of Mr. Tim A. Bowman
made in support of the Initial Application (the “Bowman Affidavit”), and
discussions with the Company’s management (“Management”) and Korite’s legal
counsel (collectively the “Information”).

4.

The Proposed Monitor has not audited, reviewed or otherwise attempted to verify
the accuracy or completeness of the Information in such a manner that would
wholly or partially comply with standards as set out in the Chartered Professional
Accountants Canada Handbook (the “CPA Handbook”) and, accordingly, the
Proposed Monitor expresses no opinion or other form of assurance in respect of
such Information.

5.

Some of the Information referred to in this Pre-Filing Report consists of a cash
flow forecast and related assumptions (the “Initial Forecast”). An examination or
review of the Initial Forecast as outlined in the CPA Handbook has not been
performed.

6.

The Initial Forecast, representing future oriented financial information, is based on
Management’s assumptions regarding future events. Actual results will vary from
the Initial Forecast and such variations may be material.

7.

All monetary amounts contained herein are expressed in Canadian dollars.

BDO’S QUALIFICATIONS TO ACT AS MONITOR
8.

BDO is a trustee within the meaning of section 2(1) of the Bankruptcy and
Insolvency Act and is not subject to any of the restrictions on who may be
appointed as Monitor set out in Section 11.7(2) of the CCAA.
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9.

The BDO professionals include experienced insolvency restructuring practitioners
who are also Chartered Professional Accountants, Chartered Insolvency and
Restructuring Professionals and Licensed Insolvency Trustees who have
previously served in the role of Monitor in numerous CCAA matters.

10.

BDO has provided its consent to act as Monitor in the Proceedings, a copy of
which is attached as Exhibit “18” to the Bowman Affidavit.

BACKGROUND INFORMATION
11.

Korite is a wholly-owned and privately controlled operating entity. The Proposed
Monitor understands that all of the issued and outstanding shares in the capital of
Korite are directly held by Korite Holdings Inc.

12.

The Company’s operations are headquartered in Calgary, Alberta. Korite currently
employs eleven full-time employees and one part-time independent contractor.
The Company has an additional 31 employees who have been temporarily laid-off
due to the negative impact of the COVID-19 pandemic (the “Pandemic”).

13.

Korite is engaged in the mining and refining of ammolite gemstones and ammonite
fossils, the finishing of ammolite gemstones into jewelry and ammonite fossils into
finished specimens, and the sale of these products to both wholesale distributors
and end users.

14.

The Company’s operations are vertically integrated. Korite mines ammolite near
Lethbridge, Alberta. It is sorted by grade and shipped to Korite's manufacturing
facilities in Calgary and to processors in China where the rough ammolite is
processed into finished ammolite gemstones.

Finished gemstones are then

mounted into various jewelry settings such as earrings, rings and pendants.
Finished products are either sold or consigned to Korite's customers.
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15.

Ammolite and ammonite products are sold by Korite through several distribution
networks. Significant channels include the cruise industry on board ships and in
port locations, the Shopping Channel in Canada, Feng Shui markets in China,
online in China and North America, and North American retail. Ammonite fossils
are sold through auction houses, at tradeshows and directly to collectors and
museums.

16.

Two significant events over the last year have led to the Company’s current
financial struggles; being unrest in Hong Kong and more recently the Pandemic. A
significant amount of sales are generated through tradeshows in Hong Kong;
however, these have been cancelled since last August due to violent protests and
airport closures.

17.

The Pandemic has resulted in the shut down of retail stores, the cruise industry,
tourism and travel markets. In addition, due to their own financial constraints
arising from the Pandemic, major cruise lines and retailers have stopped paying
their suppliers, which are Korite's wholesale customers.

18.

In light of the economic impact of the aforementioned factors and the uncertainty
as to when circumstances may improve, Management has determined that Korite
cannot sustain itself and must pursue restructuring alternatives.

19.

Consequently, the Company is seeking a stay of proceedings under the CCAA to
allow for the opportunity to work with its stakeholders to formulate a restructuring
plan with a view to maximizing asset value, for the benefit of all stakeholders.

20.

Korite has two foreign subsidiaries: Korite USA Inc. and Korite Japan G.K.
Management has advised the Proposed Monitor that neither entity has any material
assets, liabilities, or business operations such that that neither is contemplated to be
part of any ancillary restructuring proceedings.
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CASH FLOW FORECAST
21.

In accordance with section 10(2) of the CCAA, Management has prepared the
Initial Forecast for the period through to September 19, 2020 (the “Initial
Forecast Period”), a copy of which is attached as Appendix “A” to this PreFiling Report.

22.

The Initial Forecast has been prepared by Management using the probable and
hypothetical assumptions set out in the accompanying notes to the Initial Forecast
and is intended to demonstrate the Company’s plan to fund its operations through
the Initial Forecast Period.

23.

A summary of the Initial Forecast is set out below:

Receipts
Accounts receivable
Interim financing
Miscellaneous

$

Disbursements
Employees
Contracts/Leases
Production
Purchases
General and administrative
Professional fees
Secured lender
Restructuring
Net cash flow for period
Operating line - beginning
Operating line - closing

24.

949,125
530,000
171,889
1,651,014
523,757
111,048
66,670
391,685
196,839
81,500
178,614
220,500
1,770,613
(119,599)
(2,874,267)
($2,993,865)

The Proposed Monitor has reviewed the reasonableness of the Initial Forecast in
accordance with section 23(1)(b) of the CCAA and wishes to highlight the
following significant points:
a. The Initial Forecast contemplates a net cash outflow of approximately
$120,000 over the Initial Forecast Period;
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b. $530,000 of interim financing (the “Interim Financing”) is contemplated
as being necessary and received during the Initial Forecast Period;
c. The Initial Forecast contemplates the suspension of payments to secured
creditors other than interest continuing to be paid to the Company’s
principal secured lender;
d. The “Operating line – beginning” contemplates outstanding cheques
eventually clearing the respective accounts; and
e. The Initial Forecast assumes the Company will be permitted to operate
within its existing $3 Million operating facility during the Initial Forecast
Period.
25.

Our review consisted of inquiries, analytical procedures and discussions related to
the information and assumptions provided to us by Management.

Since

hypothetical assumptions need not be supported, our analysis thereof was limited
to evaluating whether they were consistent with the purpose of the Initial Forecast.
We have also reviewed the supporting documents provided by Management for the
probable assumptions and the preparation and presentation of the Initial Forecast.
26.

Based on our review, nothing has come to our attention that causes us to believe
that, in all material respects:
a. The hypothetical assumptions are not consistent with the purpose of the
Initial Forecast;
b. As of the date of this Pre-Filing Report, the probable assumptions
developed by Management are not suitably supported and consistent with
the current plans of Korite or do not provide a reasonable basis for the
Initial Forecast, given the hypothetical assumptions; or
c. The Initial Forecast does not reflect the probable and hypothetical
assumptions.
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27.

The Initial Forecast is based on assumptions regarding future events and actual
results will vary from the information presented, even if the hypothetical
assumptions occur, and such variations may be material.

Accordingly, the

Proposed Monitor expresses no assurance or representations as to whether the
Initial Forecast will be met and expresses no opinion or other form of assurance
with respect to the accuracy of any financial information presented in this PreFiling Report. The Initial Forecast has been prepared solely for the purpose of
reflecting the Company’s plan to fund its operations in the short term and readers
are cautioned that it might not be appropriate for other uses.
28.

A letter containing the prescribed representations of the Company regarding the
preparation of the Initial Forecasts is attached to this Pre-Filing Report as
Appendix “B”.

COURT-ORDERED CHARGES
29.

The Proposed Monitor understands that Korite will be seeking the Court’s
authorization of the following proposed priority charges (collectively the “CourtOrdered Charges”) for which the Proposed Monitor can offer the following
comments:

Administration Charge
30.

The Company will be seeking a charge on the assets, property and undertaking
(collectively referred to as the “Assets”) of the Company up to an aggregate
maximum of $100,000 (the “Administration Charge”) in respect of the fees of its
legal counsel, the Proposed Monitor and the Proposed Monitor’s legal counsel
(collectively referred to as the “Restructuring Professionals”). Korite proposes
that the Administration Charge be granted a first priority on the Assets in priority
to all secured creditors who have been given notice of the Initial Application, but
subordinate to all other security interests, trusts, liens, charges and encumbrances,
and

claims

of

secured

creditors,

statutory

or

otherwise

(collectively,

"Encumbrances") of any person that has not been served with notice of the Initial
Application.
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31.

The Proposed Monitor believes that it is appropriate that the Restructuring
Professionals be afforded the benefit of the proposed Administration Charge as
they will be undertaking key roles in the Company’s efforts towards the
completion of a successful restructuring. The Proposed Monitor has considered
the Restructuring Professionals contemplated in the Proceedings, the potential
complexities thereof and the anticipated services required to be performed and is
of the view that proposed quantum of the Administration Charge is reasonable and
appropriate.

Directors’ Charge
32.

Korite will be seeking a second priority charge on the Assets in favour of the sole
director and officers in priority to all secured creditors who have been given notice
of the Initial Application, but subordinate to the proposed Administration Charge
and to all other Encumbrances of any person that has not been served with notice
of the Initial Application, up to the maximum amount of $50,000 in respect of any
liabilities incurred by the director and officers of Korite that are not covered by
directors' and officers' insurance held by Korite (the "Directors' Charge").

33.

The Proposed Monitor understands that the Company’s sole director and officers
require the comfort of the Directors’ charge while they manage the Company
through the Proceedings. The quantum of the revised proposed Directors’ Charge,
established in consultation with the Proposed Monitor, is approximately equivalent
to one gross payroll based on the current number of employees.

34.

In light of the foregoing, the Proposed Monitor is of the view that the proposed
Directors’ Charge is reasonable and appropriate.
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Interim Lender’s Charge
35.

As mentioned earlier in this Pre-Filing Report, the Company anticipates the need
for Interim Financing during the Initial Forecast Period. Korite initially intended
to seek the Court’s approval of an interim financing agreement and an Interim
Lender’s Charge at the Initial Application as it was initially contemplated that
Interim Funding would be necessary immediately; however, as set out in the Initial
Forecast, it is now not contemplated to be necessary until the end of July 2020.
Consequently, the Proposed Monitor understands that the Company will be
deferring any requests in this regard until the Comeback Application scheduled for
July 9, 2020.

CONCLUSIONS
36.

The Proposed Monitor has reviewed the Company’s Initial Application materials
and has consented to act as the Monitor should the Court see fit to grant the relief
sought by the Company.

37.

Should the Court see fit to grant an Initial Order, the Proposed Monitor is of the
view that the Court-Ordered Charges being sought by the Company are reasonable
and appropriate for the reasons set out in this Pre-Filing Report.

All of which is respectfully submitted this 26th day of June 2020.
BDO Canada Limited.,
in its capacity as the Proposed Monitor of Korite International Inc.
and not in its personal or corporate capacity

Per:
Marc Kelly
Senior Vice President

APPENDIX “A”
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