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COURT FILE NO: CV-18-591534-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

IN THE MATTER OF THE RECEIVERSHIP OF 2284649 ONTARIO INC.,
2270613 LIMITED PARTNERSHIP and 2270613 ONTARIO INC.

AND IN THE MATTER OF A MOTION PURSUANT TO SECTION 101 OF THE COURTS OF
JUSTICE ACT, R.S.O. 1990, C. C.43, AS AMENDED, AND SECTION 243 OF THE

BANKRUPTCY AND INSOLVENCY ACT, R.S.C. 1985, C. B-3, AS AMENDED

SECOND REPORT OF
KSV KOFMAN INC.

AS RECEIVER AND MANAGER

JULY 25, 2018

1.0 Introduction

1. Pursuant to an Order of the Ontario Superior Court of Justice (Commercial List) (the
“Court”) made on February 6, 2018 (the “Receivership Order”), KSV Kofman Inc.
(“KSV”) was appointed receiver and manager (the “Receiver”) of the assets,
undertakings and properties of 2284649 Ontario Inc. (“228”), including the real
property located at 250, 252 and 256 Phillip Street, Waterloo, Ontario (collectively,
the “Real Property”), and the assets, undertakings and properties of 2270613 Limited
Partnership and 2270613 Ontario Inc. (collectively with 228, the “Company”) acquired
for or used in relation to the Real Property (together with the Real Property, the
“Property”). A copy of the Receivership Order is attached as Appendix “A”.

2. The principal purpose of these proceedings is to carry out a sale process for the
Property (the “Sale Process”). The Sale Process was approved pursuant to a Court
Order made on July 5, 2018, a copy which is attached as Appendix “B”.

1.1 Purposes of this Report

1. The purposes of this report (the “Report”) are to:

a) provide background information about these proceedings;
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b) discuss the Company’s motion (the “Motion”) to lift the stay of proceedings to
redeem the mortgage (the “Mortgage”) on the Company’s Property held by
China Machinery Engineering Corporation (“CMEC”), the Company’s principal
secured creditor; and

c) provide the Receiver’s perspective on the Motion.

1.2 Currency

1. Unless otherwise noted, all currency references in this Report are to Canadian dollars.

2.0 Background

1. The Real Property subject to these receivership proceedings is summarized in the
table below.

Parcel Address Status

Parcel “A” 256 Phillip Street In 2015, the Company completed a 20-storey multi-
residential student housing facility presently operating as
Blair House. The residence has 426 bedrooms in 106 three,
four and five-bedroom units. The facility has commercial
units located on the ground floor which are fully leased to
retail tenants.

The Blair House residence is fully occupied and generating
positive cash flow of approximately $3 million per year. Blair
House is also fully leased for the school year commencing
September 2018. Blair House is the only receivership
property generating cash flow.

Parcel “B” 250 Phillip Street Undeveloped raw land. The intended student housing project
is to be known as Elora House.

Parcel “D” 252 Phillip Street Early stage construction. Construction activity was
suspended upon the Receiver’s appointment on February 6,
2018. The completed student housing project is to be known
as Hespeler House.

2. CMEC is the Company’s principal secured creditor pursuant to the Mortgage and a
loan agreement dated June 9, 2014 between the Company and CMEC, as amended.
The purpose of the CMEC loan was to fund the construction of Blair House, which
was completed in 2015.

3. CMEC claims to be owed approximately US$72.5 million as at July 13, 2018, plus
interest and costs which continue to accrue. The Company disputes the amount of
the CMEC debt and believes CMEC is owed approximately US$54 million. Pursuant
to a Court Order dated May 7, 2018, a timetable was set to have the amount of the
CMEC debt determined by the Court, and that hearing is scheduled to commence on
September 10, 2018.



ksv advisory inc. Page 3 of 8

4. Background information concerning the Company and these proceedings is provided
in the Receiver’s First Report to Court dated June 15, 2018 (the “First Report”) and,
accordingly, is not repeated in this Report. A copy of the First Report is attached as
Appendix “C”, without appendices, with the exception of Confidential Appendix “1” to
the First Report, which is being appended on a confidential basis to this Report in
order to provide the Court with the Property valuation information provided by the five
listing agents that submitted proposals to act as the listing agent for this mandate.
The Receiver is proposing that the confidential appendix remain subject to the Sealing
Order dated June 22, 2018 for the reasons set out in the First Report.

3.0 The Company’s Redemption Proposal

1. The Sale Process contemplates that TD Cornerstone Commercial Realty Inc. (“TD”),
the listing agent, will begin marketing the Property on July 31, 2018. TD is presently
completing its underwriting process and preparing sale process materials, such as a
confidential information memorandum.

2. At the Sale Process approval motion on July 5, 2018, the Company advised the Court
that it was attempting to raise capital in order to redeem the Mortgage and terminate
the receivership. The Company advised the Court that if it was in a position to redeem
the Mortgage, it would bring a motion to lift the stay for this purpose by no later than
July 26, 2018. The endorsement of the Honourable Mr. Justice McEwen dated July
5, 2018 referenced the Company’s potential lift stay motion and the basis on which it
may be brought. A copy of the endorsement is attached as Appendix “D”.

3. On July 19, 2018, the Company served its motion materials, including the Affidavit of
Yueqing Zhang, the Company’s Chief Executive Officer, sworn on July 19, 2018 (the
“Affidavit”). The Affidavit sets out that the Company and entities and individuals
related to it (the “Related Parties”) had received commitment letters from Institutional
Mortgage Capital Canada Inc. (the “Lender”) to provide financing sufficient to redeem
the Mortgage and to pay certain other expenses related to this receivership under four
separate facilities (the “Facilities”).

4. Following receipt of the Affidavit, CMEC’s counsel, Davies Ward Phillips & Vineberg
LLP (“Davies”), sent a letter to the Company dated July 20, 2018 setting out CMEC’s
concerns with the transactions outlined in the commitment letters, including closing
risks, the absence of a deposit and the impact upon the Sale Process should the
redemption transactions fail to close. A copy of Davies’ letter is provided as Appendix
“E”. CMEC’s counsel, Miller Thomson LLP (“Miller Thomson”), responded to the
Davies letter on July 23, 2018. The letter was marked confidential and is therefore
not attached to this Report, however, it is attached to the supplementary affidavit
sworn by Ms. Zhang and served on the evening of July 24, 2018 (the “Supplementary
Affidavit”). The Supplementary Affidavit provides a further response to CMEC’s
concerns and provides an update on the commitment letters, including certain
amendments made to each of the commitment letters following service of the Affidavit.

5. Based on its review of the Affidavit, the Supplementary Affidavit and the
correspondence exchanged between Davies and Miller Thomson, the Receiver has
the following observations and concerns.
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a) The Facilities total $101.2 million and contemplate that the loans must be fully
advanced on or before August 31, 2018, with the standby credit facility ($42.23
million) requiring 10 days’ prior written notice of drawdown. The Facilities are
secured by the Real Property, various non-receivership real property held by
the Related Parties and/or guarantees provided by the Related Parties1. The
Facilities are summarized in the table below.

Facility/Property

($000)
Loan
Amount

Term
(months) Interest Rate

First Mortgage (Blair
House)

45,000 21 First 18 months: greater of (a)
prime plus 3.15% and (b) 6.85%

Months 19 to 21: greater of (a)
prime plus 5.35% and (b) 9.05%

Second Mortgage (non-
receivership properties)

9,500 33 First 30 months: greater of (a)
prime plus 7% and (b) 10.7%

Months 31 to 33: greater of (a)
prime plus 9.5% and (b) 13.2%

Second Mortgage (non-
receivership property)

4,500 18 First 15 months: greater of (a)
prime plus 8.05% and (b) 11.75%

Months 16 to 18: greater of (a)
prime plus 10.5% and (b) 14.2%

Standby Credit Facility

(non-receivership
properties)

42,230 12 First 3 months: greater of (a) prime
plus 8.3% and (b) 12%

Months 4 to 12: greater of (a) prime
plus 12.3% and (b) 25%

Total 101,230

b) The Facilities were approved by the Lender’s credit committee on July 24, 2018.

c) The Affidavit did not contemplate payment of a deposit. In its subsequent
correspondence and in the Supplementary Affidavit, the Company advised that
it is prepared to pay a deposit of approximately $450,000, representing the
Company’s calculation of “thrown away” costs that will be incurred in the event
that its transaction with the Lender does not close. This is consistent with the
Company’s “Statement of Issues” dated June 28, 2018 filed in the context of the
Sale Process approval motion, which states:

“Provided an order lifting the stay of proceedings is issued, the Debtor
would immediately deliver a deposit in an amount sufficient to cover any
costs “thrown away” in relation to the nascent sale process in the event
that the financing under the commitment letter fails to close in accordance
with its terms and the sale process has to then be undertaken by the
Receiver. The amount of the deposit would be as agreed to by the parties
or as set by the Court.”

1 The structure of the various Facilities is more fully detailed in the Company’s commitment letters which are provided
in its motion materials.
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d) CMEC takes the position that the deposit is inadequate in the circumstances
and that it does not compensate it for the delay in commencing the Sale Process
and closing risks. Contrary to paragraph 22 of the Supplementary Affidavit,
CMEC never agreed that the deposit should be limited to the “thrown away”
costs, however that term is defined. The Receiver concurs. The Receiver is of
the view that any deposit should be meaningful. The Receiver is concerned that
the continuous delays to the Sale Process are chilling the market. The Receiver
is also concerned that further delays and the overhang of redemption may
further impair the Property’s saleability in the event that the financing does not
close. Several parties have expressed an interest in the Property, but it is not
clear how long they will continue to have an interest, and the Receiver is
concerned that the level of interest may be waning in light of the ongoing delays.
A meaningful deposit will reflect the Company’s confidence that it will be able to
complete its financing with the Lender and will transfer the risk from CMEC, as
secured creditor, to the Company, as debtor.

e) The Company’s estimate of the “thrown away” costs excludes the fees and
expenses of the Receiver and its counsel dealing with the redemption issue (the
“Incremental Receiver Costs”). The Incremental Receiver Costs are not
insignificant. They include reviewing motion materials filed by the Company and
CMEC, dealing extensively with counsel to both parties, drafting reports to Court
and multiple Court attendances. The Company takes the view that the
Incremental Receiver Costs should be paid from the cash on hand generated
from Blair House operations. This is reasonable in the event that the Company
is able to complete its financing. However, the cash on deposit is an asset
secured by CMEC’s debt. If the Company is unable to complete its financing,
the Incremental Receiver Costs would be paid from that cash, which will erode
recoveries to CMEC.

f) In the context of chilling the Sale Process, paragraphs 37 and 38 of the Affidavit
suggest that the Sale Process should commence on July 31, 2018 “subject to
disclosing the debtor’s efforts and intentions” to redeem the Mortgage. In the
Receiver’s view, potential bidders are unlikely to spend the time and money to
perform due diligence given the specter of redemption and, accordingly, in order
to maintain the integrity of the Sale Process and to maximize its effectiveness,
the redemption issue must be fully resolved one way or the other prior to the
launch of the marketing phase of the Sale Process. Accordingly, in the event
that the Court grants the relief sought by the Company, the Receiver does not
believe that it is appropriate to commence the marketing phase of the Sale
Process prior to August 31, 2018 unless the Company is unable to complete its
financing prior to that, in which case the Sale Process could commence
immediately thereafter.
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g) The commitment letters provide that the Facilities will be made available to the
Company by the Lender for itself and on behalf of investors in the Facilities. The
commitment letters appear to indicate that the Facilities are syndicated loans
and it is common with such facilities that they are in respect of specific projects
and that the funds needed to fund them must first be raised, unlike a
conventional mortgage lender. The Receiver is concerned that there is a degree
of risk that the Lender may be unable to raise the substantial amount
contemplated in the commitment letters prior to the funding date, particularly in
light of the interest calculation provided in paragraph (i) below and the
information in the Confidential Appendix.

h) The closing mechanics contemplated by the commitment letters will need to be
amended in order to be achievable. For example, the $42.2 million standby
credit facility is subject to the following condition:

“It is a condition of the advance of the Loan that (a) all existing
indebtedness owing to and all claims made by China Machinery
Engineering Corporation be fully and finally repaid, satisfied, released and
discharged, except for the disputed amount of approximately $23,000,000
(the "Disputed Amount"), which shall be paid into Court, and (b) that the
existing receivership and related Court proceedings with respect to the
Borrower or its affiliates and the properties municipally known as 250, 252
and 256 Phillip Street, Waterloo, Ontario be fully withdrawn and
discontinued.”

The Receiver notes that the funding contemplated by the Facilities should be a
condition precedent to CMEC’s release and discharge of its security and the
receivership proceedings can only be brought to completion once CMEC has
been paid in full, subject only to a final determination of the amount of the
disputed portion of the CMEC debt.

i) As reflected in the table above, interest on each of the each of the Facilities is
significant. A calculation of the interest costs for the first year of each facility is
provided in the table below.

Facility
($000)

Year 1 Interest

A - $45 million First Mortgage 3,181

B - $9.5 million Second Mortgage 1,068

C - $4.5 million Second Mortgage 558

D - $42.23 Standby Credit Facility 10,152

Total 14,959

The Receiver notes that the only receivership property generating positive cash
flow is Blair House - its annual free cash flow totals approximately $3 million.
Based on the commitment letters, Facility B appears to satisfy the debt service
coverage ratio. The Facility C and D commitment letters are silent as to a debt
service coverage ratio. Accordingly, assuming that $4.1 million of interest is
generated from a combination of the Blair House property and the property
secured by Facility B, it is unclear to the Receiver how the balance of the interest
on the Facilities will be paid in the first year of the Facilities, being approximately
$10.7 million.
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4.0 Other Observations

1. Paragraph 31 of the Affidavit states that the receivership has been disruptive as it has
left Blair House tenants in “limbo” with respect to their residences and security of
tenancy for the school year commencing September 2018. This is a surprise to the
Receiver. The property manager for Blair House and Fergus House is related to the
Company. Blair House is fully leased for the school year commencing September
2018. Fergus House is not subject to these proceedings. The vast majority of the
leasing for Blair House was completed during the receivership proceedings. The
property manager has not advised the Receiver of any concerns from existing, future
or prospective tenants.

2. Paragraph 39 of the Affidavit, which refers to a “floor price” possibly being created by
CMEC, is an attack on the Sale Process approved by the Court on July 5, 2018, and
in the Receiver’s view, is not relevant to the redemption issue.

5.0 Conclusion

1. To the extent the Company can complete the financing contemplated by the
commitment letters, it would have sufficient funds to redeem the Mortgage.

2. The Company’s proposed deposit is significantly inadequate. The deposit does not
address the risk and foregone expenses to CMEC if the financing fails to close. It
does not consider the fees and costs of the Receiver and its counsel. The Company
is effectively asking the Court to require CMEC to bear the closing risk. In the
Receiver’s view, the Company should pay a meaningful non-refundable deposit to
CMEC as part of the approval of the Company’s motion. Such a deposit would
illustrate confidence that its financing will close and would reduce the risk of the
proposed transaction for CMEC.

3. There are several questions surrounding the likelihood of the financing closing,
including the manner in which the Company will service the interest on the Facilities.

4. The Receiver continues to be concerned that marketing the Property under the
specter of redemption will chill the Sale Process, which has been its concern from the
outset of the discussions concerning the Sale Process.

6.0 Recommendation

1. Based on the foregoing, the Receiver recommends that this Honourable Court:

a) grant the Motion only if the Company significantly increases the amount of the
deposit;

b) reject the Company’s suggestion that the Receiver engage in a dual-track
process whereby the Sale Process would commence on July 31, 2018 “subject
to disclosing the debtor’s efforts and intentions” to redeem the Mortgage; and
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c) direct that the Sale Process only commence once the redemption issue is
resolved, with an outside date of August 31, 2018 or a default by the Company
obtaining its financing, and that the Sale Process shall commence on
September 1, 2018 in the event that the Company has not redeemed the
Mortgage by August 31, 2018.

* * *

All of which is respectfully submitted,

KSV KOFMAN INC.
SOLELY IN ITS CAPACITY AS COURT-APPOINTED RECEIVER AND MANAGER OF
2284649 ONTARIO INC., 2270613 LIMITED PARTNERSHIP AND 2270613 ONTARIO INC.
AND NOT IN ITS PERSONAL CAPACITY
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THE HONOURABLE MR.

JUSTICE McEWEN

Court File No.: CV-18-591534-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

THURSDAY, THE 5th DAY

JULY, 2018

CHINA MACHINERY ENGINEERING CORPORATION
Applicant

-and-

284649 ONTARIO INC., 2270613 LIMITED PARTNERSHIP and
2270613 ONTARIO INC.

Respondents

ORDER
(Sale Process Approval Order)

THIS MOTION made by KSV Kofman Inc., in its capacity as receiver and manager (in

such capacities, the "Receiver"), of certain property of 2284649 Ontario Inc., 2270613 Limited

Partnership and 2270613 Ontario Inc. (the "Debtors"), for an order approving the Sale Process

(as defined in the First Report of the Receiver dated June 15, 2018 (the "First Report"),

originally returnable June 22, 2018, was heard this day at 330 University Avenue, Toronto,

Ontario.

ON READING the First Report and the appendices thereto, the written submissions filed

on behalf of the Receiver, the Applicant and the Debtors and on hearing the submissions of

counsel for the Receiver, the Applicant and the Debtors, no one else appearing although duly

served as appears from the affidavit of service of Danny M. Nunes sworn June 20, 2018, filed:

APPROVAL OF SALES PROCESS

1. THIS COURT ORDERS that the Sale Process, as described in Section 4 of the First

Report, be and is hereby approved and the Receiver and TD be and are hereby authorized and



-2

directed to perfoirn their obligations under and in accordance with the Sale Process, including

under the terms of the TD Listing Agreement (as defined in the First Report), and to take such

further steps as they consider necessary or desirable in carrying out the Sale Process.

2. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,

regulatory or administrative body having jurisdiction in Canada or in the United States to give

effect to this Order and to assist the Receiver and its agents in carrying out the terms of this

Order. All courts, tribunals, regulatory and administrative bodies are hereby specifically

requested to make such orders and to provide such assistance to the Receiver, as an officer of this

Court, as may be necessary or desirable to give effect to this Order or to assist the Receiver and

its agents in carrying out the terms of this Order.
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COURT FILE NO: CV-18-591534-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

IN THE MATTER OF THE RECEIVERSHIP OF 2284649 ONTARIO INC.,
2270613 LIMITED PARTNERSHIP and 2270613 ONTARIO INC.

AND IN THE MATTER OF A MOTION PURSUANT TO SECTION 101 OF THE COURTS OF
JUSTICE ACT, R.S.O. 1990, C. C.43, AS AMENDED, AND SECTION 243 OF THE

BANKRUPTCY AND INSOLVENCY ACT, R.S.C. 1985, C. B-3, AS AMENDED

FIRST REPORT OF
KSV KOFMAN INC.

AS RECEIVER AND MANAGER

JUNE 15, 2018

1.0 Introduction

1. This report (“Report”) is filed by KSV Kofman Inc. (“KSV”) as receiver and manager
(the “Receiver”) of the assets, undertakings and properties of 2284649 Ontario Inc.
(“228”), including the real property located at 250, 252 and 256 Phillip Street,
Waterloo, Ontario (collectively, the “Real Property”), and the assets, undertakings and
properties of 2270613 Limited Partnership and 2270613 Ontario Inc. (collectively with
228, the “Company”) acquired for or used in relation to the Real Property (together
with the Real Property, the “Property”). For greater certainty, the Property also
includes, but is not limited to, all residential and commercial leases in respect of 256
Phillip Street, the rental income derived therefrom, as well as all agreements and
approvals in respect of the Real Property.

2. Pursuant to an Order of the Ontario Superior Court of Justice (Commercial List) (the
“Court”) made on February 6, 2018 (the “Receivership Order”), KSV was appointed
Receiver of the Property. A copy of the Receivership Order is attached as
Appendix “A”.

3. The principal purposes of these proceedings are to preserve and protect the Property,
to deal with claims, including construction lien claims, in a single proceeding and to
carry out a Court-supervised sale process for the Property that maximizes value for
the Company’s stakeholders.
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1.1 Purposes of this Report

1. The purposes of this Report are to:

a) provide background information about the Company, the Property and these
proceedings;

b) summarize the recommended marketing process to solicit offers for the
development and/or sale of the Property (the “Sale Process”), including the
retention of TD Cornerstone Commercial Realty Inc. (“TD”) to act as listing agent
for the Property;

c) provide an overview of the Receiver’s activities since the date of its
appointment;

d) detail the fees and disbursements of the Receiver and its counsel, DLA Piper
(Canada) LLP (“DLA”), from the commencement of these proceedings to
May 31, 2018, and seek approval of same; and

e) recommend that the Court issue an order, inter alia:

 approving the Sale Process, including the retention of TD as the listing
agent;

 approving this Report and the Receiver’s activities described herein;

 sealing the Confidential Appendices to this Report until further order of
this Court; and

 approving the fees and disbursements of the Receiver and DLA as
detailed in the affidavits filed by representatives of KSV and DLA in the
accompanying motion materials.

1.2 Restrictions

1. In preparing this Report, the Receiver has relied upon the Company’s unaudited
financial information, discussions with representatives of the property manager, Rez-
One Management Corp. (“Rez-One”), representatives of the Company’s shareholder
and the Company’s accounting firm, Grant Thornton Limited (“Grant Thornton”). The
Receiver has not performed an audit or other verification of such information. The
financial information discussed herein is preliminary and remains subject to further
review. The Receiver expresses no opinion or other assurance with respect to the
financial information presented in this Report.

2.0 Background

1. The Company acquired the Real Property in 2012. At the time of its acquisition by
the Company, the Real Property was known municipally as 256 Phillip Street. The
Company’s plan for the development of the Real Property contemplated the
construction of four separate registered condominiums which would be rented to
university students.
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2. China Machinery Engineering Corporation (“CMEC”) is the Company’s principal
secured creditor pursuant to a mortgage registered against title on June 9, 2014 and
a loan agreement dated June 9, 2014 between the Company and CMEC, as
amended. The purpose of the CMEC loan was to fund the Company’s construction
of the first student residence on the Real Property, which construction was completed
in 2015, as more particularly described below.

3. The Real Property is adjacent to the University of Waterloo to the north, on the east
side of Phillip Street. In June 2016, the Real Property was legally severed into four
parcels – 250, 252, 254 and 256 Phillip Street – and each of the four parcels of the
Real Property comprises 1.115 acres and has been zoned and approved for its
intended use.

4. Following the legal severance of the Real Property into four parcels, CMEC’s
mortgage and related land registrations were amended on June 6, 2016 to partially
discharge its security against 254 Phillip Street (Parcel “C”) in order to allow the
Company to transfer title to Parcel “C” into a separate entity, JD Development 254
Phillip Street Limited (“JD 254”), in order for JD 254 to source new financing to develop
and construct a student residence, Fergus House, on Parcel C. This development
project was completed and tenanted in September 2017. None of Parcel C, Fergus
House nor JD 254 are subject to these receivership proceedings.

5. The three parcels which are subject to these receivership proceedings are
summarized in the table below.

Parcel Address Status

Parcel “A” 256 Phillip Street In 2015, the Company completed a 20-storey multi-
residential student housing facility operating as Blair
House. The residence has 426 bedrooms in 106 three,
four or five-bedroom units. The facility has commercial
units located on the ground floor, which are presently
leased to retail tenants (Balzac’s Coffee, Share Tea,
Ken Sushi, The UPS Store and Bob’s Bakery and
Noodle House).

The Blair House residence is presently fully occupied
and generating cash flow. Blair House is expected to
be fully leased prior to the school year commencing
September 2018.

Parcel “B” 250 Phillip Street Undeveloped raw land. Intended student housing
project to be known as Elora House.

Parcel “D” 252 Phillip Street Early stage construction. Construction activity was
suspended upon the Receiver’s appointment on
February 6, 2018. The completed student housing
project is to be known as Hespeler House.
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3.0 Creditors

3.1 CMEC

1. CMEC claims to be owed approximately US$72 million as at May 2018, plus interest
and costs which continue to accrue. The Company disputes the amount of the CMEC
debt. The Company believes CMEC is owed approximately US$54 million. Pursuant
to a Court order dated May 7, 2018 (the “May 7th Order”), a timetable was set for a
hearing to determine the amount of CMEC’s debt (the “CMEC Debt Litigation”). A
copy of the May 7th Order is attached as Appendix “B”.

3.2 Lien Claimants

1. Since the commencement of these proceedings, fifteen construction lien claims
totalling approximately $12.26 million arising in respect of the construction of
Hespeler House on Parcel “D” have been registered on title against the Real Property
pursuant to the Construction Lien Act, R.S.O. 1990, c. C.30, as amended. Some lien
claimants also registered their liens against Parcels A, B and C. A table summarizing
the lien claims is provided in Appendix “C”.

2. DLA, on behalf of the Receiver, has communicated with each of the lien claimants’
counsel. The Receiver has consented to the commencement of lien actions against,
among others, the Company, by each of the lien claimants subject to: (a) written
confirmation that the actions will be commenced solely for the purpose of allowing the
lien claimants to perfect their liens; (b) no further steps will be taken by the lien
claimants in the lien actions; and (c) the lien actions are subject to the stay of
proceedings in the Receivership Order.

3.3 Unsecured Creditors

1. According to the Company’s books and records, as at the date of the Receivership
Order, the Company’s unsecured obligations totalled approximately $23.7 million, of
which approximately $13 million was owing to related parties, with the balance largely
comprised of amounts owing to trades for construction and other work performed on
Parcel “D” prior to the commencement of these proceedings.

4.0 Sale Process

4.1 Request for Proposals from Realtors

1. The Receiver solicited proposals from six realtors to act as listing agent for the
Property. The Receiver requested that each realtor provide background information
regarding each firm’s experience in student housing, knowledge of the Kitchener-
Waterloo market, a marketing plan for the Real Property (which considered
development options and an outright sale of the Property), an estimate of the value of
the Property and the realtor’s proposed commission structure. A copy of the request
for proposals sent to realtors is attached as Appendix “D”.

2. The deadline for proposals was February 23, 2018. Five were received. One realtor
declined to submit a proposal as it represents a party which may have an interest in
submitting an offer for the Property.
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3. The Receiver prepared a summary of the proposals (the “Proposal Summary”), a copy
of which is attached as Confidential Appendix “1”. The rationale for seeking a sealing
order for the Proposal Summary is provided in Section 4.2 below.

4. The Receiver selected three firms to present proposals to the Receiver.
Presentations were conducted at the Receiver’s offices in early March 2018.

5. The Receiver selected TD to act as the realtor on this assignment. The Receiver
considered, among other things, its experience working with TD on other matters,
TD’s experience selling similar properties, its depth of knowledge of the project, its
ability to identify opportunities to enhance value on the project and its commission
rate. CMEC has consented to the retention of TD.

6. A copy of TD’s listing agreement is provided in Confidential Appendix “2”. The
Receiver proposes to file the TD listing agreement under seal for the reasons provided
below.

4.2 Confidentiality

1. The Receiver is of the view that the Proposal Summary and the TD listing agreement
be filed with the Court on a confidential basis and be sealed (the “Sealing Order”) as
the documents contain information regarding the estimated value of the Real Property
which, if made public, may influence the value of the offers submitted in the Sale
Process. The Receiver is not aware of any party that will be prejudiced if the
information is sealed. Accordingly, the Receiver believes the proposed Sealing Order
is appropriate in the circumstances.

4.3 Sale Process

1. The Receiver recommends that the Court issue an order approving the Sale Process
summarized in the table below.

Summary of Sale Process

Milestone Description of Activities Timeline1

Phase 1 – Underwriting

Finalize marketing materials  TD and the Receiver to:

o prepare an offering summary;

o populate an online data room;

o prepare a form of confidentiality agreement (“CA”); and

o prepare a Confidential Information Memorandum
(“CIM”). by July 15,

2018
Prospect Identification  TD to develop a master prospect list and qualify and prioritize

prospects.

 TD will also have pre-marketing discussions with targeted

developers and other targeted interested parties.

1 The timelines related to the preparation of materials for the Sale Process are subject to change based on, among
other things, the availability of information required for TD’s underwriting process.
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Summary of Sale Process

Milestone Description of Activities Timeline1

Floor price  Confirm whether there will be floor price (this issue is

discussed in Section 4.4 below).

By July 27,

2018

Phase 2 – Marketing

Stage 1  Mass market introduction, including:

o offering summary and marketing materials printed;

o publication of the acquisition opportunity in The Globe

and Mail (National Edition);

o telephone and email canvassing of leading prospects; and

o meet with and interview prospective bidders.

 Assist the Receiver and its legal counsel in the preparation of

a standard form of Purchase and Sale Agreement (the “PSA”).

by July 31,

2018

Stage 2  TD to provide detailed information to qualified prospects

which execute the CA, including the CIM, access to the data

room and the PSA.

 TD to facilitate diligence by interested parties.

August 1 to

September 19,

2018

Stage 3  Prospective purchasers to submit PSAs or other proposals,

including development proposals.

September 19,

2018

Phase 3 – Offer Review and Negotiations

Short-listing of Offers  Short-listing bidders.

 Further bidding - Interested bidders may be asked to improve

or clarify their offers.

One week

following bid

deadline

Selection of Successful Bids  Select successful bidder and finalize definitive documents. One week

Sale Approval Motion and

Closing

 Motion for transaction approval and close transaction.
Three weeks

2. Additional aspects of the Sale Process include the following:

a) the Property will be marketed on an “as is, where is” basis;

b) parties may bid on some or all of the three parcels comprising the Real Property;

c) the Receiver will be entitled to extend the deadline to submit offers if it considers
it to be appropriate or necessary in the circumstances;

d) the Receiver will have the right to reject any and all offers, including the highest
dollar value offer(s); and

e) any transaction or transactions will be subject to Court approval.
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4.4 Floor Price

1. CMEC is considering if it wishes to participate as a bidder in the Sale Process. CMEC,
as the Company’s most significant secured creditor, may not be prepared to consent
to a sale of the Property unless a certain threshold price is achieved. At the date of
this Report, CMEC had not finalized its position in this regard, though the Receiver is
advised that internal discussions are ongoing.

2. Approximately one month will be required for TD to complete its underwriting process
and to prepare its marketing materials for the sale of the Real Property. The marketing
of the Real Property is therefore not expected to start prior to late July 2018, should
the proposed sale process order be granted. CMEC will advise the Receiver whether
it will require a Floor Price prior to the commencement of the marketing process, (i.e.
it will not be obligated to consent to a transaction that is for less than the Floor Price,
which, if elected by CMEC, will be an aggregate value not exceeding its confirmed
indebtedness plus unpaid property taxes and any unpaid receivership costs to the
date of the closing of a transaction). If CMEC elects to require a Floor Price, in the
event that none of the offers received are greater than the Floor Price, CMEC will
have the right to credit bid its confirmed debt and acquire the Real Property and/or to
develop the Real Property within the existing proceedings.

3. In the event that the Sale Process includes a Floor Price, TD will be entitled to a
minimum fee provided it performs its mandate as set out in the listing agreement, or
as otherwise agreed in writing by the Receiver. The minimum fee will not be payable
if: a) there is no Floor Price; or b) TD is determined by the Court to have been grossly
negligent or acted with wilful misconduct in the performance of this mandate.

4.5 Sale Process Recommendation

1. The Receiver recommends that the Court issue an order approving the Sale Process,
including the retention of TD as the listing agent, for the following reasons:

a) the Sale Process is a fair, open and transparent process intended to canvass
the market broadly in order to obtain the highest and best offer for the Property;

b) the Sale Process provides flexibility for the Receiver to consider various options
for the Property, including sale and development proposals;

c) the Receiver has worked with CMEC to settle the terms of the Sale Process. It
has taken time for CMEC to obtain required regulatory and internal approvals in
China;

d) inclusion (or not) of a Floor Price will be communicated to the market at the
launch of the Sale Process and, accordingly, should not prejudice any
prospective purchaser;

e) the duration of the Sale Process is sufficient to allow interested parties to
perform diligence and to submit an offer. The marketing process is to last
approximately seven weeks given the complexity of the development and that it
will be listed for sale over the summer. The proposed timeline contemplates
that a transaction is likely to be completed following the conclusion of the CMEC
Debt Litigation, which will be helpful for the ultimate resolution of these
proceedings. In addition, the Receiver will have the right to extend or amend
timelines, as appropriate;
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f) TD’s team will be led by individuals who have real estate experience in student
housing and the Kitchener-Waterloo area. TD has relationships with certain
likely bidders for the Property; and

g) TD’s fee structure is consistent with market. In the event there is a Floor Price,
TD will be entitled to a guaranteed fee equivalent to the product of its
commission rate multiplied by the Floor Price if there is no buyer for the Real
Property. The Receiver believes this is reasonable because it is possible that
the Floor Price could have a chilling effect on the Sale Process. It is unlikely
that a qualified realtor would spend the time and energy marketing the Real
Property given this risk without a similar fee structure.

5.0 Funding of these Proceedings

1. On the date of the Receivership Order, there were limited funds on deposit in the
Company’s bank accounts. On February 13, 2018, CMEC advanced $100,000 in
order to fund operating and other costs in these proceedings. In accordance with the
Receivership Order, the Receiver issued a Receiver’s Certificate to CMEC for its
advance.

2. Since March 1, 2018, these proceedings have been funded from the cash flow
generated from Blair House’s operations. As at the date of this Report, there is
approximately $1.48 million in the Receiver’s bank account. This amount includes
approximately $870,000 of student deposits, which largely represents prepaid rent for
the upcoming school year.

3. Property taxes have not been paid since the commencement of these proceedings.
The Receiver understands that the Company’s property tax obligation totals
approximately $1.3 million, plus interest which continues to accrue at a rate of 1.25%
per month. The property tax obligation will be satisfied from the proceeds of a
transaction for the Property, unless otherwise satisfied prior to that date.

6.0 Overview of the Receiver’s Activities

1. The Receiver’s activities over the course of these proceedings have included:

a) corresponding with representatives of CMEC, Davies Ward Phillips & Vineberg
LLP, CMEC’s legal counsel, and/or DLA in connection with all matters in these
receivership proceedings, including the Sale Process, dealing with construction
lien issues and operational matters;

b) corresponding on a near daily basis with representatives of Rez-One regarding
cash management and operational matters;

c) monitoring the status of the leasing program for Blair House for the school year
commencing September 2018;

d) corresponding with representatives of Grant Thornton, including in connection
with background information, operational issues and tax matters, including HST
and corporate tax filings;
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e) corresponding with utility and other service providers to, inter alia, arrange for
new accounts to be opened and to deal with billing procedures;

f) reviewing correspondence from legal counsel to lien claimants in connection
with their respective claims;

g) corresponding with legal counsel and reviewing materials filed in the context of
the CMEC Debt Litigation;

h) corresponding with the Company’s insurance providers and arranging for the
continuation of the Company’s insurance policies;

i) filing the Company’s GST/HST returns on a monthly basis;

j) conducting the realtor solicitation process;

k) negotiating the listing agreement with TD;

l) reviewing vendor invoices and processing payments for post-filing goods and
services after discussion with Rez-One;

m) reviewing and commenting on all Court materials filed in the accompanying
motion record; and

n) drafting this Report.

7.0 Professional Fees

1. The fees and disbursements (excluding HST) of the Receiver from the
commencement of these proceedings until May 31, 2018 and those of its legal
counsel, DLA, for the same period, total $205,382 and $107,316, respectively. The
fees of the Receiver and DLA include activities undertaken prior to the date of the
Receivership Order in connection with preparing for these receivership proceedings.
Due to the uncertain recoveries in these proceedings, the Receiver and DLA are
deferring a portion of their fees on this mandate subject to the results of the Sale
Process.

2. Detailed invoices in respect of the fees and disbursements of the Receiver and DLA
for the referenced billing periods are provided in appendices to the affidavits filed by
KSV and DLA in the accompanying motion materials.

3. The average hourly rates for KSV and DLA for the referenced billing periods were
$438.38 and $478.21, respectively.

4. The Receiver is of the view that the hourly rates charged by DLA are consistent with
the rates charged by corporate law firms practicing in the area of insolvency in the
Toronto market and that the fees incurred are reasonable and appropriate in the
circumstances.
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8.0 Conclusion and Recommendation

1. Based on the foregoing, the Receiver respectfully recommends that the Court make
an order granting the relief detailed in Section 1.1 (1)(e) of this Report.

* * *

All of which is respectfully submitted,

KSV KOFMAN INC.
SOLELY IN ITS CAPACITY AS COURT-APPOINTED RECEIVER AND MANAGER OF
2284649 ONTARIO INC., 2270613 LIMITED PARTNERSHIP AND 2270613 ONTARIO INC.
AND NOT IN ITS PERSONAL CAPACITY
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BETWEEN:

Court File No. CV-18-591534-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

CHINA MACHINERY ENGINEERING CORPORATION

Applicant

- and -

2284649 ONTARIO INC., 2270613 LIMITED PARTNERSHIP, and
2270613 ONTARIO INC.

Respondents

Application Under Section 101 of the Courts of Justice Act, R.S.O. 1990,
c. C.43, as amended, and Section 243 of the Bankruptcy and Insolvency Act,

R.S.C. 1985, c. B-3, as amended

ENDORSEMENT OF MR. JUSTICE MCEWEN
Heard July 5, 2018

Appearing:

Edmond Lamek — for KSV Kofman Inc., the Receiver
Jesse Mighton — for the Applicant
Gregory Azeff — for the Respondents

1. The Sale Process Approval Order shall go as per the draft filed and

signed.

2. The Applicant also seeks a declaration that the Respondents be denied

the right to bring a motion to lift the stay to allow the Respondents to repay the

indebtedness.

3. I am not prepared to grant such a declaration.

Tor#: 3851912.1



-2-

4. No motion is before me and the Respondents have yet to bring the

motion. In my view, I do not have the jurisdiction to deny the Respondents the right to

bring a motion to lift the stay and prevent them from having their day in Court. Counsel

did not have any jurisprudence to support this in any event.

5. I have scheduled the motion for July 26, 2018 for two hours. The return

date is prior to the date when marketing efforts will begin. Further, counsel for the

Respondents (including 22706113 Limited Partnership and 2270613 Ontario Inc.)

concedes that if the motion fails (if brought) the Respondents will thereafter have to

participate like any other bidder with no further attempts of redemption.

6. Motion materials of the Respondents are to be delivered by July 19, 2018.

7. A sealing order shall also go with respect to the bidding process as the

Sierra Club criteria have been met.

Tor#: 3851912.1
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