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INTRODUCTION
1.

By Order of this Honourable Court dated May 19, 2009 (the “Initial Order”),
W.C. Wood Corporation Ltd., the Canadian operating company (“Wood
Canada”), and W.C. Wood Corporation, Inc., the United States operating
company and parent of Wood Canada, (“Wood US”) ( together the “Companies”),
obtained protection from their creditors under the Companies’ Creditors
Arrangement Act, (“CCAA Proceedings”).

2.

On May 25, 2009, this Honourable Court issued an amendment to the Initial
Order adding W.C. Wood Holdings, Inc., the parent of Wood US, to the CCAA
Proceedings and approving a debtor in possession credit facility (the “DIP
Facility”) to be provided by the Applicants’ current lenders (the “DIP Lenders”)
in order to finance the working capital requirements of the Companies.

3.

On May 29, 2009, the Monitor filed petitions with the United States Bankruptcy
Court (the “US Court”) for each of the Applicants for the entry of an order
recognizing the CCAA Proceedings as "foreign main proceedings," or in the
alternative, "foreign non-main proceedings" pursuant to Chapter 15 of the United
States Bankruptcy Code (the “Chapter 15 Proceedings”).

4.

On June 18, 2009, the US Court entered an Order recognizing the CCAA
Proceedings as foreign main proceedings, giving the Initial Order and the
Amended Initial Order full force and effect in the US, including,
(a)

approving of the DIP Facility; and

(b)

extending the stay of proceedings against the Monitor, the Applicants and
the Applicants’ former, current or future officers and directors in the US.

5.

By Order of this Honourable Court dated June 19, 2009, revisions to the DIP
Facility were approved.

6.

By Order dated July 28, 2009, this Honourable Court approved of a sale of the
interest of Wood US in the Mexican Business (as defined below) and revisions to
the DIP Facility (the “Revised DIP Facility”).

7.

By two Orders of this Honourable Court both dated August 28, 2009 (the “August
28 Orders”):
(a)

8.

the Initial Order was further amended to, among other things;
(i)

halt the Mexican Business sale process;

(ii)

increase the Monitor’s powers to include, without limitation, the
power to control the Companies’ receipts and disbursements and
deal with the sale of the Companies’ assets;

(iii)

create a fifth-ranking charge in favour of the Monitor; and

(iv)

provide broader protection to the Companies’ current and former
officers and directors;

(b)

the stay period was extended until September 30, 2009;

(c)

the First Report of the Monitor dated May 24, 2009, the Second Report of
the Monitor dated June 16, 2009 (the “Second Report”), the Third Report
of the Monitor dated July 22, 2009 (the “Third Report”), the Fourth Report
of the Monitor dated August 25, 2009, and the Monitor’s activities set out
therein, were approved; and

(d)

the fees of the Monitor and its counsel through August 14, 2009 and
August 15, 2009, respectively, were approved.

The purpose of this Report is to provide this Honourable Court with information
in respect of the:
(i)

Companies’ cash flow results relative to forecast;

(ii)

sale of the Companies’ non-core businesses;

(iii)

Going Concern Sales Process (as defined below);

(iv)

Companies’ revised cash flow forecasts; and

(v)

proposed extension to the CCAA Proceedings.
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CASH FLOW RESULTS RELATIVE TO FORECAST
9.

10.

Attached as Schedule “A” to this Report is a detailed schedule of the Companies’
cash receipts and disbursements for the period from May 19, 2009 to September
19, 2009 with a comparison to the cumulative total of cash flow forecasts, which
consist of:
(a)

the cash flow forecasts filed with this Honourable Court in connection
with the commencement of the CCAA Proceedings;

(b)

the first revised cash flow forecasts prepared on July 1, 2009 (the “First
Revised Cash Flow Forecasts”) included in the Third Report; and

(c)

the third revised cash flow forecasts (the “Third Revised Cash Flow
Forecasts”) that were revised versions of the second revised cash flow
forecasts (see below), which were included in the Fifth Report of the
Monitor dated August 27, 2009 (the “Fifth Report”). A copy of the Third
Revised Cash Flow Forecasts is attached as Schedule “B”.

A summary of the cash receipts and disbursements and DIP Facility loan balances
for Wood Canada and Wood US for the period August 16, 2009 to September 19,
2009 is presented below.
Schedule of Actual Cash Flow Compared to Forecast
August 16th to Sept 19th
CANADA
Actual
Forecast
CAD$ '000

11.

US
Actual
Forecast
USD$ '000

Total Receipts
Total Disbursements
Cash Surplus (Deficit)

$
$
$

5,977
3,918
2,059

$
$
$

5,541
5,104
437

$
$
$

4,491
2,926
1,564

$
$
$

4,986
4,226
760

DIP Loan Balance

$

4,424

$

5,222

$

4,571

$

5,754

Overall net cash inflow exceeded forecast by $1.62 million in Canada and
US$804,000 in the US. The material components of these overall variances are
outlined below.

Accounts Receivable Collections

12.

Collections from customers were below forecast by $75,000 in Canada, and by
US$63,000 in the US due to timing differences. Due to the lack of loan
availability to purchase material inputs, actual sales to date in both Canada and
the US have been significantly lower than forecast, which will impact the amount
of future collections.
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Material purchases
13.

Due to the lack of loan availability, purchases of materials were below forecast by
$884,000 in Canada and US$1,055,000 in the US.

Production Risk Payments

14.

Production risk payments represent non-refundable deposits paid to key suppliers
to order materials requiring long term lead times. Payments are applied towards
the total purchase price as suppliers manufacture materials specifically for the
Companies. Production risk payments were below forecast by $114,000 in
Canada and US$67,000 in the US. The positive variances in production risk
payments are the result of arrangements made with suppliers to defer such
payments until the Companies have sufficient loan availability.

Overhead Costs

15.

Overhead costs were below forecast by $263,000 in Canada and exceeded
forecast by US$88,000 in the US. The positive variance in Canada was due to
timing differences in payments for utilities and warranty, net of higher than
expected freight costs. The negative variance in the US was due to timing
differences on royalty payments.

MARKETING OF THE APPLICANTS’ BUSINESSES OR ASSETS
Sale of Ohio Real Property
16.

As reported in the Second Report, on June 8, 2009, with the approval of the
Monitor and the DIP Lenders, Wood US entered into a realty listing agreement
with a commercial realty broker to sell the Companies’ Ohio real property in a
sale/leaseback transaction. The property is listed for US$8.8 million.

17.

As reported in the Fifth Report, the Monitor has been advised that a term sheet
was received from one party, which was conditional on Wood US successfully
exciting from the CCAA Proceedings and a guaranteed lease term of at least two
years. The Companies have decided not to deal further with this offer pending the
outcome of the Going Concern Sales Process.
Sale of Guelph Property

18.

As reported in the Fifth Report, the Companies’ management (“Management”)
signed a listing agreement with a commercial realty broker on July 14, 2009 to list
the Companies’ Guelph real property. The property was listed at a price of
CAD$4 million. The realtor has prepared marketing materials and advertised the
property. Two offers were received during the week of September 14, 2009.
With the Monitor’s approval, the Companies have decided not to pursue these
offers until the intentions of bidders in the Going Concern Sale Process are better
known.
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Sale of Non-core Businesses
19.

As reported in the Fifth Report, the Companies have retained an investment
advisor to manage a sales process to sell two of Wood Canada’s non-core
businesses. These businesses consist of a self contained manufacturing and sales
operation for its dehumidifier products (the “Dehumidifier Business”) and a
manufacturing and sales operation of a commercial freezer product line (the
“Coldtech Business”), which is complementary to the Companies’ current freezer
manufacturing operation. These businesses represented approximately 10% of the
Companies’ sales revenues in 2008. The results of the sales processes are
described below.
Dehumidifier Business

20.

Two parties submitted offers to purchase the Dehumidifier Business and an Asset
Purchase Agreement is currently being negotiated with one of these parties, with
an anticipated closing date of no later than September 30, 2009, subject to Court
approval.
Coldtech Business

21.

A decision was made by Management, in consultation with the Monitor, to cease
pursuing the sale of the Coldtech Business as a separate entity. It will continue to
be included in the Going Concern Sales Process.
Going Concern Sales Process

22.

As reported in the Fifth Report, on July 19, 2009 the Companies retained an
investment advisor to manage a going concern sales process (the “Going Concern
Sale Process”) for the core business operations. Originally, the process had been
anticipated to take place over eight to twelve weeks. However, as a result of the
failure to complete the sale of the Mexican Business and the resulting constraints
on the Companies’ cash flow, all efforts have been made to condense the process
over a four to six week period. The investment advisor advises that a sales teaser
was sent out to approximately 100 identified parties. A confidential information
memorandum was completed and sent out to approximately 40 parties who had
signed a confidentiality agreement. An electronic data room was prepared on CD
and sent to interested parties and Management prepared an 18 month business
plan which was sent out to interested parties on August 21, 2009. Seven parties
submitted inquiries and engaged in discussions with Management. Two letters of
intent were received during the week of September 21, 2009: one from a party
solicited by the investment advisor and one from a party contacted by the DIP
Lenders and referred to the investment advisor. Both letters of intent contemplate
a closing by or shortly after October 31, 2009.
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Liquidation Proposals
23.

In order to establish a liquidation value of the Companies, six liquidators were
asked to inspect the Companies’ inventory and equipment in Canada and the US
and submit proposals. Four proposals were received and have been shared with
the DIP Lenders.

REVISED CASH FLOW FORECASTS
24.

The cash flow forecasts filed with this Honourable Court in connection with the
commencement of the CCAA Proceedings, the First Revised Cash Flow
Forecasts, and the Second Revised Cash Flow Forecasts covered periods ending
October 3, 2009.

25.

As reported in the Fifth Report, the Second Revised Cash Flow Forecasts were
prepared by the Monitor based on revised cash flow forecasts prepared by
Management included the settlement of certain accounts between the Companies,
which settlements were not acceptable to the DIP Lenders. As a result, the
Second Revised Cash Flow Forecasts had, at the time of the Fifth Report, not yet
been agreed to by the DIP Lenders, leading to the preparation of the Third
Revised Cash Flow Forecasts.

26.

On September 23, 2009, Management, with the Monitor’s input, prepared further
revised cash flow forecasts for the Companies the period September 20 to October
31, 2009 (the “Fourth Revised Cash Flow Forecasts”) copies which are attached
to this Report as Schedule “C”.

27.

A summary of the forecast changes in cash use, loan balance, loan availability,
accounts receivable and inventory over the cash flow period are summarized as
follows:
Canada (CAD$)
Actual
Forecast
Sept 19
Oct 31

28.

US (US$)
Actual
Forecast
Sept 19
Oct 31

Loan Balance

$

4,424,132

$

3,818,233

$

4,571,314

$ 4,582,654

Net Accounts Receivable

$

3,245,828

$

1,665,610

$

2,822,695

$ 2,341,047

Net Inventory

$

6,885,623

$

7,041,125

$

5,234,681

$ 5,289,090

Ending Availability

$

1,175,606

$

$

918,944

(127,758)

$

444,540

In Canada, the loan balance is forecast to decrease by approximately $0.6 million,
with a decrease in accounts receivable of approximately $1.6 million, and an
6

increase in inventory of approximately $150,000. In the US, the loan balance is
forecast to remain approximately the same, with a decrease of approximately
$480,000 in accounts receivable, and no significant change in inventory. The
reduction in accounts receivable and inventory total approximately $1.9 million,
which may result in a significant working capital adjustment to a final offer in the
Going Concern Sales Process. At the same time, by the week ending October 31,
2009, Wood Canada will have no loan availability and will require an
overadvance from the DIP Lenders to pay its obligations.
29.

Management did prepare an alternative scenario of the Fourth Revised Cash Flow
Forecasts assuming that the net proceeds are realized from the sale of the
Dehumidifier business. Due to the uncertainty of the timing of the sale, this
alternative scenario has not been presented. The changes to accounts receivable
and inventory not related to the Dehumidifier Business will be the same. The net
proceeds from the sale will be used to pay down the DIP Loan owing by Wood
Canada, with a corresponding decrease in the raw material and finished goods
related to the Dehumidifier business. Management estimates that net proceeds
will exceed the reduction in the borrowing base for the inventory sold, and
therefore this will produce positive loan availability in Wood Canada throughout
the forecast period.

EXTENSION TO CCAA PROCEEDINGS
30.

The stay provided by the August 28 Orders expires on September 30, 2009.

31.

There have been two letters of intent received in the Consolidated Sales Process,
both contemplating a closing by or shortly after October 31, 2009.

32.

The Revised DIP Facility expires on September 30, 2009. The DIP Lenders are
supportive of the Companies continuing the Going Concern Sales Process as long
as the risk to their collateral is minimized by continuing operations on a limited
basis.

33.

The best outcome for the DIP Lenders and the Companies’ employees and
unsecured creditors would be to complete a going concern sale of the Companies.

34.

A continuation of the CCAA Proceedings and the Chapter 15 Proceedings for a
30 day period would allow the Companies to continue to operate while it attempts
to complete a going concern sale.

35.

The current cash flows indicate that the Companies will run out of loan
availability by the proposed extension of October 30th. Accordingly, the Monitor
views it as being important that the Going Concern Sales Process be concluded by
that date. It has been proposed by the DIP Lenders that the Going Concern Sales
Process be brought to a conclusion on a timetable whereby an Agreement of
Purchase and Sale was signed and deposit received by October 9th, conditions are
required to be waived by October 23rd, and the closing is scheduled for no later
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than October 30th. In the circumstances the Monitor supports and recommends
this compressed time table as opposed to any lengthier sales process.
RECOMMENDATION
36.

The Monitor respectfully recommends that this Honourable Court grant an Order
extending the stay period until October 30, 2009, subject to Management and the
DIP Lenders agreeing to a funding arrangement.
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