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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 WC 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 (the “Amended Initial Order”) adding W.C. Wood Holdings, Inc. (“Wood
Holdings”) 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 Canadian Proceedings as "foreign main proceedings," or in the
alternative, "foreign non-main proceedings" pursuant to Chapter 15 of the United
States Bankruptcy Code.

4.

On June 18, 2009, the US Court entered an Order recognizing the Canadian
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)
5.

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

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

companies’ cash flow results relative to forecast;

(b)

companies’ revised cash flow forecasts;

(c)

sale of the Mexican Business; and

(d)

revisions to the DIP Facility.

CASH FLOW RESULTS RELATIVE TO FORECAST
6.

Attached as Schedule “A” is a detailed schedule of the Companies’ cash receipts
and disbursements for the period from May 19, 2009 to July 11, 2009 with a
comparison to the cash flow forecasts filed with this Honourable Court in
connection with the commencement of the CCAA Proceedings (the “Initial Cash
Flow Forecasts”). A summary of the cash receipts and disbursements and DIP
Facility loan balances for WC Wood Canada and WC Wood US for the period
May 19 to July 11, 2009 is presented below.
Schedule of Cash Flow Compared to Forecast
May 19 to July 11, 2009
CANADA
Actual
Forecast
(CDN$000)
Total Receipts
Total Disbursements
Cash Surplus (Deficit)
DIP Loan Balance

7.

$
$
$
$

5,848
(8,222)
(2,374)
7,776

$
$
$
$

7,688
(9,565)
(1,877)
7,060

US
Actual
Forecast
(US$000)
$ 7,328 $ 9,834
$ (6,226) $ (10,256)
$ 1,102 $
(422)
$ 6,546 $ 8,302

Overall net cash inflow was below forecast by $496,000 in Canada, and exceeded
forecast by US$1,524,000 in the US. The material components of these overall
variances are outlined below.

Accounts Receivable Collections

8.

Collections from customers were below forecast by $1,856,000 in Canada and
US$2,898,000 in the US. The majority of the variance is due to the forecast being
overly optimistic. In addition, actual sales to date in the US have been
significantly lower than forecast. Some customers have deducted pre-filing

rebates owed to them, however the Companies’ management advise that they are
not aware of any significant collection issues.
Payroll
9.

Payroll has exceeded forecast by $657,000 in Canada and was below forecast by
US$293,000 in the US. The negative variance in Canada is due to higher than
anticipated hours as sales have exceeded forecast by $1,570,000 for the period.
The positive variance in the US is due to several plant shutdowns as raw material
purchases have been deferred due to a lack of loan availability.

Material purchases

10.

Payments for materials were below forecast by $1,639,000 in Canada and
US$2,723,000 in the US. The majority of the variances are due to timing
differences or material purchases which have not been required. Lower material
purchases than forecast in the US also reflect the lack of loan availability.

Overhead Costs

11.

Results were below forecast by $268,000 in Canada and $676,000 in the US. The
majority of the variances are due to higher than expected freight costs, which
were more than offset by projected warranty, variable marketing costs and rebates
and royalty payments which were not required to be paid.

REVISED CASH FLOW FORECASTS
12.

The Initial Cash Flow Forecasts covered the 13 week period ending August 15,
2009. The CCAA stay period was extended to August 31, 2009 by order of this
Honourable Court dated June 18, 2009. On July 1, 2009, the Companies’
management prepared revised cash flow forecasts for Wood Canada and Wood
US for the period ending October 3, 2009. On July 15, 2009, the Companies’
management prepared a further revised cash flow forecast for Wood US for the
period ending October 17, 2009, which includes estimated net proceeds from the
sale of the Mexican Business (see below). Copies of the revised cash flow
forecasts for Wood Canada for the 12 week period ending October 3, 2009, and
for Wood US for the 14 week period ending October 17, 2009 (the “Revised Cash
Flow Forecasts”) are attached as Schedule “B”.

13.

The Monitor has reviewed the Revised Cash Flow Forecasts. The Companies’
assumptions supporting projected cash receipts and disbursements are consistent
with post filing results to date. However, projected cash receipts and
disbursements related to operations are based on the Companies’ projection of
sales. Since the commencement of the CCAA Proceedings, sales in Wood Canada
have exceeded forecast, however sales of Wood US have been significantly less
than projected. Projected sales in the Revised Cash Forecasts for Wood US have
been reduced from the Initial Cash Flow Forecasts but are forecast to be
significantly higher than recent results. The higher sales reflect the Companies’

anticipated peak sales season over the next 12 weeks. The Companies’ sales
order book, which represents anticipated sales for the next 30 days, has increased
over the past few weeks, however it is difficult to project that it will be sufficient
for Wood US to meet its projected sales over the forecast period. In addition, the
Companies’ ability to meet its planned production will depend on maintaining
sufficient loan availability pursuant with its DIP Facility to allow for the purchase
of required raw materials.

SALE OF THE MEXICAN BUSINESS
14.

Wood US is the majority shareholder of W.C. Wood S.A. de C.V. (the
Applicants’ Mexican operating company, “Wood Mexico”) and W.C. Wood
Servicios S.A. de C.V. (the service company, which provides contract employees
to the Mexican operating company), (collectively the “Mexican Business”). The
minority ownership interest of the Mexican Business is held by Wood Mexico
Holdings, LLC (“Wood Mexico Holdings”), which is a wholly owned subsidiary
of Wood US.

15.

The Mexican Business manufactures a complete line of compact chest and upright
freezer and refrigerator products, and purchases larger units from Wood Canada
and Wood US for sale to customers throughout Latin America. Nearly two-thirds
of the sales of the Mexican Business are to Wood US and Wood Canada.

16.

Paragraph 14 of the Initial Order ordered that “the sale process described in the
Hadjinian Affidavit in relation to the sale of the Mexican Business is hereby
approved and the Applicants are hereby permitted to take any and all steps that
are necessary and appropriate to negotiate an Agreement of Purchase and Sale in
relation to the Mexican Business in a manner that is generally in accordance with
the terms described in the Hadjinian Affidavit subject to approval by this Court of
any Agreement of Purchase and Sale.”

17.

As reported in the Second Report of the Monitor dated June 16, 2009 (the
“Monitor’s Second Report”), Wood US had negotiated an agreement of purchase
and sale of the shares of the Mexican Business with a prospective purchaser. On
June 24, 2009, Wood US and Wood Mexico Holdings (the “Sellers”) executed an
agreement (the “Share Purchase Agreement”) with the Purchasers (as defined
below) to sell their interests in the shares of the Mexican Business. In addition,
Wood US and the Purchasers entered into a commercial supply agreement (the
“Commercial Supply Agreement”).

18.

The Monitor has been advised by the Applicants that they have been attempting to
sell the Mexican Business since early in 2009, and the Companies’ management
provided the Monitor with an analysis regarding the Mexican Business (the
“Applicants’ Mexican Business Report”), which included: a summary of
operations, a valuation analysis, and a summary of the efforts to divest the
Mexican Business. The Monitor believes that the details of the valuation analysis

included in the Applicants’ Mexican Business Report should remain confidential
at this time in case the Purchasers do not complete the proposed transaction and
the sale process needs to be continued. The remainder of the Applicants’
Mexican Business Report is summarized in the following paragraphs.
19.

The Mexican Business has a history of operating losses since it was founded in
2004. The smaller sized products are highly susceptible to increases in raw
material costs and there has been increasing competitive pressure from low cost
overseas imports. The cash constraints of the Applicants prior to the CCAA
Proceedings made it extremely difficult to fund the operations of the Mexican
Business, and as a result, the amount of trade credit has significantly increased.
Since the commencement of the CCAA Proceedings, the ability of the Mexican
Business to fund its operations has not improved.

20.

During February 2009, the Applicants identified known parties who they believed
would have an interest in acquiring the Mexican Business, including its largest
customer in Mexico. In March 2009, the Applicants engaged Lincoln Partners, a
mid market transaction advisory firm, on an informal basis to solicit interest from
larger strategic parties located overseas. No significant interest was received from
any of the local or overseas parties who were contacted.

21.

On March 26, 2009 the Applicants received an expression of interest from the
current Director of Sales for the Mexican Business, and Automatizaciones Garco,
S.A. de C.V. (collectively the “Purchasers”). During April and the first two
weeks of May 2009, the Purchasers completed their due diligence review of the
Mexican Business. On May 21, 2009, the Purchasers submitted a term sheet to
acquire 100% of the shares of the two companies making up the Mexican
Business.

22.

On June 24, 2009, the Sellers executed the Share Purchase Agreement and
Commercial Supply Agreement with the Purchasers.

23.

The significant terms of the Share Purchase Agreement are summarized as
follows:
·

Purchase price of US$2.5 million

·

Conditions prior to closing:

·

i.

obtaining approval of the sale from the DIP Lenders pursuant
with the terms of the DIP Facility; and

ii.

obtaining approval of the sale from both the Ontario Superior
Court of Justice and the United States Bankruptcy Court for the
District of Delaware.

Closing is to take place no later than two business days following the
satisfaction or waiver of the above conditions (the “Closing Date”).

·

Net proceeds of the sale are to be paid to the Sellers by wire transfer on
the Closing Date.

·

The Purchasers acknowledge that the Sellers have made no representations
or warranties regarding the shares or the status of the Mexican Business.

·

All taxes related to the sale (except for income tax obligations of the
Sellers) are to be paid by the Purchasers.

·

The Purchasers agree to assume all of the Mexican Business’s outstanding
accounts payable obligations, and to pay down such balances by at least
US$2.5 million within 90 days. The Monitor understands that this
represents a significant portion of the Mexican Business’s trade debt.

·

Intercompany balances are to be eliminated at the Closing Date. As at
May 30, 2009, there was a net balance due from Wood Mexico totaling
US$712,000 made up as follows:
US$000
Due to Wood Holdings
Due to Wood US

$ 988
265
$1,253

Less: Due from Wood Canada
Net Due from Wood Mexico

24.

(541)
$ 712

·

Since May 30, 2009 the Companies’ management advises that transactions
between Wood Canada and Wood US with Wood Mexico have not been
significant and therefore the intercompany balances have not changed
significantly.

·

The Purchasers will assume all severance payments relating to employees
of the Mexican Business.

The Commercial Supply Agreement will be effective following the completion of
the Share Purchase Agreement. Certain sections of the Commercial Supply
Agreement contain sensitive financial information including pricing and product
costs, and in order to protect competitive advantages for the ongoing operation of
their businesses, the Companies requested that this information remain
confidential pending further order of this Honourable Court. Except for these
confidential sections, the significant terms of the Commercial Supply Agreement
are summarized as follows:
·

Wood Mexico will have exclusive rights to manufacture and sell their
products and any products purchased from Wood US in the existing Latin
American territory of Wood Mexico.

·

Wood Mexico will be licensed to use Wood US’s trademarks with no
royalty fee for a ten year term subject to meeting certain minimum quality
standards during the term of the license.

·

Wood Mexico agrees to maintain a service network for sale of Wood US’s
licensed products.

·

The Companies retain the rights to continue existing arrangements for
direct sales and service to certain customers located in the territory of the
Mexican Business.

·

Wood US and Wood Mexico agree to specific terms for the setting of
pricing for the sale and purchase of products and parts from each other.

·

For a six month period, Wood Mexico will have the use of Wood US’s
existing website, current accounting system software, and telephone
systems, which are currently in place with the Mexican Business.

·

Wood US and Wood Mexico agree to indemnify each other from and
against any and all third party claims relating to the use of each other’s
products as well as the covenants and obligations of the Commercial
Supply Agreement.

ANALYSIS OF THE SALE
25.

Upon review of the information included in the Applicants’ Mexican Business
Report, and the terms of both the Share Purchase Agreement and the Commercial
Supply Agreement, the benefits of the sale of the Mexican Business to the
Purchasers are summarized as follows:
·

Based on the valuation provided in the Applicants’ Mexican Business
Report, the purchase price is reasonable.

·

It is unlikely that Wood Mexico would be in position to pay the net
obligation of US$712,000 in the foreseeable future. By proceeding with
the sale and eliminating the intercompany balances with Wood Mexico,
the net result will be that the there will be intercompany balances due to
Wood Holdings of US$1 from Wood Canada and US$988,000 from Wood
US. This will allow the net proceeds from the sale to be paid to Wood US
and available for operating purposes pursuant to revisions to the DIP
Facility (see below).

·

The majority of the larger trade creditors of the Mexican Business are also
trade creditors of both Wood Canada and Wood US. The Purchasers’
obligation to make a significant payment towards the outstanding trade
debt of Wood Mexico will therefore be of benefit to the Companies’ trade
creditors in Canada and the United States.

·

The Sellers’ have been advised by their auditors that the income tax
obligations resulting from the sale of the Mexican Business will not be
significant.

·

The Purchasers have provided a letter from their bank showing that they
have the funds necessary to pay the sales proceeds on closing.

·

Pursuant to the Commercial Supply Agreement, the sale of the Mexican
Business will allow the Companies to continue to sell their larger freezer
products in Latin America, and maintain a supplier for sale of compact
freezer products to their customers in North America.

·

As reported in the Monitor’s Second Report, a legal opinion on the
validity of the security granted by the Companies to the DIP Lenders
pursuant to state or federal laws in the United States, was requested by the
Monitor from Richards, Layton & Finger, P.A. (“RLF”), the Monitor’s US
counsel. RLF has advised the Monitor that the general security interest
granted by Wood US, Wood Holdings and Wood Mexico Holdings (the
“Delaware Companies”) in favor of CIT Business Credit Canada Inc., as
Agent (the "Agent"), pursuant to the Guaranty and Collateral Agreement,
dated as January 14, 2008 (the “US Security Agreement”) between the
Delaware Companies, as grantors, and the Agent, as secured party has
been properly perfected by registration made in the State of Delaware, and
that searches reveal no competing security interests other than that in
respect of security granted to Bank of Montreal over certain accounts
receivable. RLF has also advised that, under Delaware law, the deposit
account agreement between the Agent, the US Borrower and Harris Bank,
N.A. is sufficient to perfect security in the bank account described in the
schedules to the US Security Agreement. Because the US Security
Agreement is governed by New York law, RLF assumed the
enforceability of the security interest created thereby, but stated that
perfection is governed by Delaware law.

REVISIONS TO THE DIP FACILITY
26.

The DIP Lenders have approved the sale of the Mexican Business, subject to the
Applicants and the DIP Lenders agreement to revise the DIP Facility. Key
revisions to the DIP Facility include the following:
(a)

net proceeds from the sale will be paid to Wood US and will be used to
reduce its loan balance with the DIP Lenders.

(b)

net proceeds will be made available to Wood US provided there is
sufficient loan availability.

(c)

total DIP Facility available to Wood US has been reduced from US$12
million to US$7.2 million.

(d)

27.

the date to file a plan of reorganization was changed from July 1, 2009 to
August 1, 2009 or such later date as the DIP Lenders may approve in
writing.

These revisions are reasonable and will allow the Companies an opportunity to
continue operations and at the same time undertake a process to attract investment
capital and/or a sale of the business (the “Sales Process”), which is necessary to
proceed with a reorganization of the Companies.

RECOMMENDATION

(THE

28.

This Honourable Court approved, in principle, the sale of the Mexican Business in
the Initial Order.

29.

The Companies were facing significant cash flow constraints at the date of
commencement of the CCAA Proceedings. The Companies continue to face
significant cash flow constraints and are unable to provide any funding required
for the operations of the Mexican Business.

30.

The DIP Lenders are supportive of the sale of the Mexican Business. Since the
DIP Lenders have a valid and enforceable priority charge over the assets, property
and undertaking of Wood US, the proceeds from the sale of the Mexican Business
(net of closing costs and professional fees) will be paid to Wood US and will be
made available for its use subject to the revised terms of the DIP Facility.

31.

The proceeds from the sale of the Mexican Business will enhance the Companies’
ability to fund the operations of their businesses while they undergo the Sales
Process.

32.

Based on the benefits to the Companies’ ongoing operations and its unsecured
creditors, as well as the potential availability of the proceeds, which will enhance
the resources available to Wood US while the Sales Process is undertaken, and
with the approval of the DIP Lenders, the Monitor recommends that the Share
Purchase Agreement and the Commercial Supply Agreement for the sale of the
Mexican Business, as well as the revisions to the DIP Facility be approved by this
Honourable Court.
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