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Court File No.: CV-12-9594-00CL

ONTARIO
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(COMMERCIAL LIST)

DUFF & PHELPS CANADA RESTRUCTURING INC. IN
ITS CAPACITY AS LIQUIDATOR OF COVENTREE INC.

APPLICANT

APPLICATION UNDER SECTION 207 OF THE
BUSINESS CORPORATIONS ACT, R.S.O. 1990, C. B.16,

AS AMENDED

IN THE MATTER OF THE WINDING-UP OF
COVENTREE INC.

THIRD REPORT OF DUFF & PHELPS CANADA RESTRUCTURING INC.
AS LIQUIDATOR OF COVENTREE INC.

DECEMBER 3, 2012

1.0 Introduction

On June 30, 2010, the shareholders of Coventree Inc. (“Coventree” or the
“Company”) passed a special resolution approving, among other things: a) the
voluntary winding-up of Coventree pursuant to Section 193 of the Ontario Business
Corporations Act, R.S.O. 1990, c. B.16, as amended (the “OBCA”) at a time to be
determined by the directors of Coventree; and b) a plan of liquidation and distribution
substantially in the form attached to such special resolution.

On January 23, 2012, the Company’s board of directors adopted a finalized plan of
liquidation and distribution (the “Liquidation Plan”) substantially in the form approved
by the special resolution passed by the shareholders. Duff & Phelps Canada
Restructuring Inc. (“D&P”) is the liquidator named in the Liquidation Plan.

All capitalized terms used in this report (the “Report”) that are not otherwise defined
shall have the meanings ascribed to such terms in the Liquidation Plan.

By resolution of Coventree’s board of directors, February 15, 2012 was determined to
be the Effective Date of the Liquidation Plan.
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Pursuant to Section 4.3(k) of the Liquidation Plan, the Liquidator made an application
to the Ontario Superior Court of Justice – Commercial List (the “Court”) under Section
207 of the OBCA for orders:

 To have the winding-up of Coventree supervised by the Court (the “Winding-Up
Order”); and

 Establishing a process for the identification, resolution and barring of claims
against the Company, its subsidiaries and their respective directors and officers,
both past and present (the “Claims Procedure Order”).

On February 15, 2012, the Court made the Winding-Up Order and the Claims
Procedure Order. Copies of these orders are provided in Appendices “A” and “B”,
respectively, to this Report. The Liquidation Plan is appended to the Winding-Up
Order.

This Report is being filed by D&P in its capacity as the Liquidator.

1.1 Purposes of this Report

The purposes of this Report are to:

a) Provide background information about the Company;

b) Provide an update on the Company’s proceedings; and

c) Recommend that the Court make an order:

 Authorizing and directing the Liquidator to distribute up to $0.58 per
share, being the equivalent of up to $8.8 million, among Coventree’s
registered shareholders (the “Second Interim Distribution”) upon
receiving the Settlement Funds (as defined in Section 5.1) from
Navigators Pro, on behalf of Lloyds Syndicate 1221 (Millenium
Syndicate) (collectively, “Navigators”) pursuant to the terms of a
consent to judgment with Coventree regarding Coventree’s claim for
coverage under its directors and officers liability insurance policy with
Navigators;

 Directing that all distributions pursuant to the Second Interim
Distribution that would otherwise be made directly to Mr. Dean Tai,
Alkyon Corporation or Alkyon Holdings Corporation (the “Tai
Shareholders”) be made to McCarthy Tétrault LLP (“McCarthy”), in
trust;
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 Confirming that neither the Company nor the Liquidator is required to
comply, or otherwise effect compliance, with the provisions of Section
94 of the OBCA regarding shareholders’ meetings;

 Exempting the Company from the requirements of Part XII of the
OBCA regarding the appointment and duties of an auditor;

 Confirming that neither the Company nor the Liquidator is required to
produce or place before Coventree’s shareholders any financial
statements and an auditor’s report thereon as required under Section
154 of the OBCA or otherwise;

 Approving the Liquidator’s fees and disbursements from April 1, 2012
to October 31, 2012, as well as the fees and disbursements of its legal
counsel, Davies Ward Phillips & Vineberg LLP (“Davies”) and Osler,
Hoskin & Harcourt LLP (“Osler”) for the same period, as described in
Section 9;

 Approving this Report and the Liquidator’s activities as described in
this Report.

1.2 Restrictions

In preparing this Report, the Liquidator has relied upon unaudited financial information
prepared by the Company’s representatives, the Company’s books and records and
discussions with the Company’s representatives and legal counsel. The Liquidator
has not performed an audit or other verification of such information. The Liquidator
expresses no opinion or other form of assurance with respect to the accuracy of any
financial information presented in this Report, or relied upon by the Liquidator.

2.0 Background

The Company was incorporated in 1998 under the OBCA. The Company’s shares
(the “Common Shares”) were publicly traded under the symbol “COF-H” on the NEX,
a board of the TSX Venture Exchange. On February 14, 2012, the Common Shares
ceased trading. There are 15,157,138 outstanding Common Shares.

Coventree was a financial intermediary specializing in structuring and funding
solutions for clients using special purpose trusts established by Coventree and funded
by asset-backed commercial paper (“ABCP”). The Company also provided financial
and administrative services to conduits sponsored by third parties.
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The Company’s business was materially impacted on August 13, 2007 when ABCP
conduits sponsored by Coventree and other conduit sponsors that were not among
the five largest Canadian banks, were unable to place sufficient new ABCP to fund
the repayment of previously issued ABCP that matured that day and were unable to
draw on market disruption liquidity facilities (the “Market Disruption”). A restructuring
plan pursuant to the Companies’ Creditors Arrangement Act for parties impacted by
the Market Disruption was ultimately concluded on January 21, 2009.

The Company has effectively been winding down its business since shortly after the
Market Disruption. Since May, 2009, the Company’s primary source of revenue has
been limited to interest income earned on cash and cash equivalents held by the
Company.

More detailed background information on the Company, including its dealing with the
Ontario Securities Commission (“OSC”), is contained in the Liquidator’s reports to
court previously filed in these proceedings. Copies of the materials filed with the
Court as well as the Company’s press releases are posted on the Liquidator’s website at
www.duffandphelps.com/restructuringcases.

3.0 Inspectors

Pursuant to the Liquidation Plan, the Company’s directors were deemed to have
resigned on the Effective Date and each of Messrs. Brendan Calder, Geoffrey
Cornish and Wesley Voorheis were appointed inspectors of the Company's liquidation
pursuant to Section 194 of the OBCA. Messrs. Calder and Cornish subsequently
resigned their positions and were replaced by Messrs. William Aziz and Joseph Wiley
(together with Mr. Voorheis, the “Inspectors”) as provided for under Section 6.5 of the
Liquidation Plan. None of the Inspectors are shareholders of the Company.

4.0 Claims Process

Pursuant to the Claims Procedure Order, creditors (“Claimants”) wishing to assert a
claim (“Claim”) were required to deliver a written notice (“Claim Notice”) of such on or
before April 13, 2012 (the “Claim Bar Date”).

In accordance with the Claims Procedure Order, the Liquidator reviewed all Claim
Notices filed on or before the Claim Bar Date, to determine, with the approval of the
Inspectors, whether to allow, partially allow, partially disallow or disallow each
particular Claim and to deliver to each Claimant a written notice of such determination
(“Notice of Determination of Claim”) setting out the reasons for the determination as
soon as reasonably practicable.
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The Liquidator responded to all Claim Notices and issued Notices of Determination of
Claim wherever possible. A list of the Claim Notices and a summary of the status of
such Claims, including their estimated balances or applicable reserves established by
the Liquidator (“Claim Listing”), is provided in Appendix “C”. No Claim Notices have
been received subsequent to the Claim Bar Date. Certain Claims, or portions thereof,
have been paid since the Claim Bar Date, with the approval of the Inspectors.

4.1 Unresolved Claims

As referenced in the Claim Listing, there are three categories of Claims to be
resolved, as summarized below:

1. The claims of the OSC against Messrs. Cornish and Tai, both former Chief
Executive Officers and directors of the Company, and the corresponding
indemnity claims of Messrs. Cornish and Tai against the Company. The
claims arise out of the OSC’s decision released on September 28, 2011 and
the OSC’s sanction order released on November 8, 2011, requiring, among
other things, that each of Messrs. Cornish and Tai pay an administrative
penalty of $500,000 to the OSC (“OSC Penalty”). Messrs. Cornish and Tai
appealed the OSC decision (“Appeal”). Pursuant to certain agreements,
Messrs. Cornish and Tai are being indemnified by Coventree for their costs
associated with the appeal, subject to certain conditions, and, to the extent the
appeals are unsuccessful, for the penalties payable by them arising from the
OSC’s decision.

The Appeal was heard by the Ontario Divisional Court on October 23 and 24,
2012; a decision is pending. More information with respect to these claims
was provided in Section 2.3 of the Liquidator’s First Report to Court dated
February 7, 2012 (“First Report”).

2. A claim by Mr. Tai and certain corporations affiliated with him related to Court
proceedings against Coventree and Coventree’s transfer agent, Equity
Financial Trust Company, commenced on October 14, 2011. The claim
relates to the Company’s decision in April, 2009, to cancel 736,522 Common
Shares of Coventree (“SAP Shares”) that were issued to Mr. Tai under
Coventree’s 2005 Share Allocation Plan. More information with respect to this
claim was provided in Section 6.1 of the First Report and Section 6.1 of the
Liquidator’s Second Report to Court dated April 20, 2012 (“Second Report”).

Pursuant to Section 4.3(a) of the Liquidation Plan, the Inspectors resolved to
oversee and manage the administration of Mr. Tai’s claim in connection with
the SAP Shares and all related litigation. On February 27, 2012, the
Inspectors also resolved to have Mr. Tai's claim in connection with the SAP
Shares determined in the context of the proceedings already commenced by
Mr. Tai against the Company, as permitted by the Claims Procedure Order.
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The Company is awaiting Mr. Tai’s reply to the Company’s statement of
defence, which would close the pleadings stage of the litigation. The
Company and Mr. Tai would then attend to discoveries.

3. Claims of Canada Revenue Agency (“CRA”) against the Company and two of
its subsidiaries, being Coventree Capital Inc. (“CCI”) and Coventree Holdings
Inc. (“CHI”), related to sales, payroll and income taxes. CRA filed six
provisional claims of $1 each, subject to amendment upon completion of one
or more audits. CRA also filed a claim of approximately $1.1 million against
CCI (“CCI Claim”) for income tax deductions taken by CCI in fiscal 2007 and
disallowed by CRA.

With respect to the CCI Claim, the Company paid $1.1 million to CRA in order
to avoid further interest accruing on it. Coventree reviewed the nature of the
deductions and, reflecting what it believes to be the appropriate period to take
the deductions, subsequently amended and re-filed CCI’s income tax return
for fiscal 2009 with such deductions (“CCI Return”).

On September 27, 2012, the Company also received a reassessment from
CRA regarding its GST and HST accounts for the period March 1, 2010 to
December 31, 2011 in the amount of $1.6 million. The basis for the
reassessment was that Coventree did not conduct commercial activities and
therefore was not entitled to claim input tax credits in that period. Following a
review with its legal and tax advisors, the Company paid the reassessment.

5.0 Interim Distribution

Pursuant to a Court order made on April 30, 2012, the Liquidator was authorized to make
an interim distribution to Coventree’s shareholders comprised of a return of capital and a
taxable dividend. On May 4, 2012, the Liquidator distributed $44.5 million in cash and
2,661,449 shares of Xceed Mortgage Corporation in-kind on a pro rata basis to the
Company’s shareholders (“First Interim Distribution”), resulting in a total distribution of
approximately $3.20 per share. A copy of the Liquidator’s notice dated May 4, 2012 to
the Company’s shareholders related to the First Interim Distribution is provided as
Appendix “D”.

5.1 Second Interim Distribution

Pursuant to Section 4.3(m) of the Liquidation Plan, the Liquidator is authorized to make
any interim distributions “as considered appropriate and approved by the Inspectors, and
while maintaining such reserves as are reasonably necessary to provide for all Claims”.

As at the date of this Report, the Company’s material assets consist of:

a) Cash and cash equivalents totalling $17.5 million; and
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b) A consent to judgment of $5 million against Navigators, the Company’s former
directors’ and officers’ insurer. The Company’s claim under its directors and
officers insurance policy with Navigators was subject to litigation (“D&O Insurance
Claim”). Pursuant to a decision dated September 13, 2011, the Court ruled that
the Navigators policy is operative and Navigators must respond to the claim made
by Coventree for coverage under that policy for the matters that were the subject
of the notice of hearing and related statement of allegations issued by OSC staff
dated December 7, 2009. On May 24, 2012, the Court of Appeal for Ontario
(“OCA”) upheld the Court’s decision. On November 15, 2012, the Supreme Court
of Canada (“SCC”) dismissed Navigators’ application for leave to appeal the
OCA’s decision.

Pursuant to a settlement agreement with Coventree, Navigators consented to
judgment for the $5 million in coverage available under the policy, plus pre and
post judgment interest and the costs that have been awarded to Coventree to
date as well as any costs that may be awarded in the Company’s favour in
connection with Navigators’ appeal to the SCC (“Settlement Funds”).

In addition to the above, there is a possibility of additional recoveries of up to $2.7 million
in the aggregate from the Company’s re-filing of the CCI Return and deductions CHI is
pursuing related to fiscal 2007 and 2008.

Accordingly, the Liquidator is seeking Court approval to make a Second Interim
Distribution of up to $0.58 per share, being approximately $8.8 million, to the Company’s
shareholders, upon receiving the Settlement Funds, calculated as follows

$ million

Cash on hand 17.5
Settlement Funds, including costs and interest (estimate) 5.3

22.8
Less:
Total Claims 7.9
Provision for professional fees, expenses and cost awards 1.6
Provision for operating and other costs .7
Contingency 3.8

14.0
Net amount available for distribution 8.8

The Inspectors have approved the making of the Second Interim Distribution.

5.2 Taxable Dividend

The Second Interim Distribution will be made as a taxable dividend. The Company
will issue tax forms to its shareholders on that basis.
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5.3 Non-Resident Withholding Taxes

Consistent with the First Interim Distribution, withholding taxes will apply to the
taxable dividend to non-residents pursuant to the provisions of the Income Tax Act.
Such distributions, including withholding tax deductions, are to be made in the normal
course by the Company or its distribution agents.

5.4 Timing of Interim Distribution

Provided it is approved by the Court, the Liquidator anticipates making the Second
Interim Distribution as soon as practicable after the Company’s receipt of the
Settlement Funds.

5.5 Tai Distribution

As a result of divorce proceedings in the United States between Mr. Tai and Ms. Dora
Vell, the Liquidator understands that the settlement between them requires that any
distributions to be made to the Tai Shareholders be paid to McCarthy, in
trust. McCarthy is Canadian counsel to Ms. Vell.

6.0 Reporting Exemption

The Liquidator previously advised the Court of Coventree’s application to the OSC, as
principal regulator on behalf of the securities regulatory authorities in each of the
provinces in Canada, to cease being a reporting issuer (“Application”). Specifically, in
Section 4 of the Second Report, the Liquidator advised that: “on February 23, 2012,
the Company submitted a coordinated review application pursuant to National Policy
11-203 - Process for Exemptive Relief Applications in Multiple Jurisdictions for a
decision that Coventree is no longer required to be a reporting issuer. The purpose of
seeking an exemption from reporting requirements of a public company was to,
among other things, reduce costs as the Company winds up its affairs.” On October
10, 2012, Coventree also made an application to the OSC to cease being an “offering
corporation” under the OBCA.

Coventree and the OSC continued to correspond with respect to this matter since the
Application was made. As part of the Application process, on October 4, 2012, the
Company issued a press release regarding the Application. A copy of the press
release is provided in Appendix “E”.

On November 13, 2012, the Application was granted pursuant to an order made by
the OSC on its own behalf and on behalf of other provincial securities regulators. In
addition, also on November 13, 2012, the OSC issued an order deeming Coventree to
have ceased being an “offering corporation” under the OBCA (together, the
“Exemptions”). Copies of the Exemptions are provided in Appendix “F”.
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As a result of the Exemptions, Coventree will discontinue its website; however, the
Liquidator will post all reports, press releases and notices on its website. One of the
consequences of the Exemptions is that, for the purpose of Canadian securities
legislation, the Company no longer has any continuous disclosure obligations to its
shareholders, which includes the requirement to provide quarterly and annual
financial statements.

Section 4.2(k) of the Liquidation Plan requires the Liquidator to maintain the
continuous disclosure requirements applicable to Coventree under all applicable
securities laws. In this regard, financial statements and management discussions &
analyses for the quarters ended December 31, 2011, March 31, 2012 and June 30,
2012 were filed, with the Liquidator approving and signing same given that Coventree
had no directors as of February 15, 2012. Such filings will now be discontinued.

7.0 OBCA Requirements

Absent exemptions, the OBCA requires the directors of a corporation subject to the
OBCA to, among other things, call meetings of its shareholders and provide copies of
its financial statements, including an auditor’s report thereon, at such meetings. Part
XII of the OBCA requires the shareholders of a corporation to, among other things,
appoint an auditor to report on a corporation’s financial statements. Certain of the
applicable sections of the OBCA are provided below.

Shareholders’ meetings

94. (1) Subject to subsection 104 (1), the directors of a corporation,

(a) shall call an annual meeting of shareholders not later than eighteen
months after the corporation comes into existence and subsequently not later
than fifteen months after holding the last preceding annual meeting; and

(b) may at any time call a special meeting of shareholders.

Auditors

149. (1) The shareholders of a corporation at their first annual or special
meeting shall appoint one or more auditors to hold office until the close of the
first or next annual meeting, as the case may be, and, if the shareholders fail
to do so, the directors shall forthwith make such appointment or appointments

Information to be laid before annual meeting

154. (1) The directors shall place before each annual meeting of shareholders,

(a) in the case of a corporation that is not an offering corporation, financial
statements for the period that began on the date the corporation came into
existence and ended not more than six months before the annual meeting or,
if the corporation has completed a financial year, the period that began
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immediately after the end of the last completed financial year and ended not
more than six months before the annual meeting;

(b) in the case of a corporation that is an offering corporation, the financial
statements required to be filed under the Securities Act and the regulations
thereunder relating separately to,

(i) the period that began on the date the corporation came into existence and
ended not more than six months before the annual meeting or, if the
corporation has completed a financial year, the period that began immediately
after the end of the last completed financial year and ended not more than six
months before the annual meeting, and

(ii) the immediately preceding financial year, if any;

(c) the report of the auditor, if any, to the shareholders; and

(d) any further information respecting the financial position of the corporation
and the results of its operations required by the articles, the by-laws or any
unanimous shareholder agreement.

Auditor’s report

(2) Except as provided in subsection 104 (1), the report of the auditor to the
shareholders shall be open to inspection at the annual meeting by any
shareholder.

Coventree’s last shareholders’ meeting was held on September 28, 2011.

7.1 Rationale for Exemptions

The Liquidator is seeking a Court order confirming that neither the Company nor the
Liquidator is required to comply, or otherwise effect compliance, with Sections 94 and
154 of the OBCA and Part XII of the OBCA for the following reasons:

a) The Company’s only material assets, consisting of cash and equivalents and the
D&O Insurance Claim, can be readily valued;

b) The Company’s liabilities, consisting of the Claims and liquidation costs to
complete the proceedings, can be readily estimated by the Company and the
Liquidator;

c) The Liquidator has reported and will continue to report to the Company’s
shareholders with respect to these proceedings and any material developments
with respect to the Company’s assets, material claims and distributions. The
Liquidator has posted and will continue to post press releases and other
information relevant to the Company on the Liquidator’s website;
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d) The Liquidator is required, pursuant to Section 201(2) of the OBCA, to call a
meeting of the Company’s shareholders at the end of the first year, being on or
before February 15, 2013, and of each succeeding year from the commencement
of the winding up in order to “lay before the meeting an account showing the
liquidator’s acts and dealings and the manner in which the winding up has been
conducted during the immediately preceding year”. Accordingly, a separate
meeting of shareholders pursuant to Section 94 of the OBCA is duplicative;

e) Sections 94 and 154 of the OBCA, among other sections, deal with the required
actions of a company’s directors. As the Company’s directors were deemed to
have resigned on February 15, 2012, it is unclear whether those sections apply to
the Company;

f) Section 148 of the OBCA contemplates an exemption from the requirement to
appoint an auditor, outside of a winding-up, if: “(a) the corporation is not an
offering corporation; and (b) all of the shareholders consent in writing to the
exemption in respect of that year”. In the Company’s case, it is no longer an
offering corporation and it is simply not practical to obtain the unanimous written
consent of all of Coventree’s shareholders. Specifically, over 55% of the Common
Shares are widely held, including shares held in various brokerage accounts, and
the Company does not have a listing of the beneficial owners of the Common
Shares in order to enable it to contact shareholders;

g) The cost to engage the Company’s auditor to review Coventree’s financial
statements and issue a report thereon is estimated to be $150,000 per annum.
Such costs would reduce funds available for distribution to the Company’s
shareholders – the Company sought the Exemptions for this same reason. In the
Liquidator’s view, an auditor’s report and the associated costs are not justified in
this case, particularly since an analysis or valuation of the Company’s assets and
liabilities would not be needed. Additionally, the Liquidator will be providing
shareholders, pursuant to Section 201(2) of the OBCA, with information related to
the Company’s assets and liabilities and changes in the Company’s financial
position in the preceding year; and

h) The Inspectors support the relief being sought by the Liquidator.
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8.0 Liquidator’s Activities

Since the date of the Second Report, the Liquidator’s activities, other than those
described in this Report, have included:

 Attending meetings with the Inspectors;

 Reviewing the Company’s disbursements;

 Reviewing correspondence between the Company and the OSC related to the
Application;

 Responding to inquiries from the Company’s shareholders related to the
interim distribution and other matters related to these proceedings;

 Considering the Company’s tax matters and reviewing correspondence
between the Company and CRA in that regard;

 Requesting clearance certificates from CRA regarding the Company’s payroll
and sales tax accounts;

 Reviewing the Company’s unaudited quarterly financial statements;

 Reviewing correspondence regarding the Company’s settlement with
Navigators;

 Corresponding with certain creditors of the Company regarding the Claims
Procedure Order;

 Corresponding with Davies and Osler regarding certain of the Claims and
responses related thereto;

 Reviewing the Company’s bank balances;

 Reviewing the Company’s press releases; and

 Drafting this Report.

9.0 Fees of the Liquidator and its Counsel

Attached as Appendix “G” is an affidavit of fees sworn by Robert Harlang, a
representative of the Liquidator. The Liquidator’s fee affidavit includes copies of the
Liquidator’s statements of account from April 1, 2012 to October 31, 2012 (the
“Period”). The Liquidator’s fees in the Period totalled $255,310 inclusive of
disbursements and taxes.
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Attached as Appendix “H” is an affidavit of fees sworn by Robin Schwill, a
representative of Davies. Davies’ fee affidavit includes copies of Davies’ statements
of account for the Period. Davies’ fees in the Period totalled $159,393 inclusive of
disbursements and taxes.

Attached as Appendix “I” is an affidavit of fees sworn by Marc Wasserman, a
representative of Osler. Osler’s fee affidavit includes copies of Osler’s statements of
account for the Period. Osler’s fees in the Period totalled $4,736 inclusive of
disbursements and taxes.

Pursuant to paragraph 14 of the Winding-Up Order, the accounts of the Liquidator,
Davies and Osler have been approved by the Inspectors. The Liquidator and
Inspectors consider the fees and disbursements to be fair and reasonable under the
circumstances and reflective of appropriate actions and tasks related to the
liquidation. Accordingly, the Liquidator respectfully requests that this Court approve
its fees and the fees and disbursements of Davies and Osler, as detailed in
Appendices “G”, “H” and “I”.

10.0 Recommendation

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

* * *

All of which is respectfully submitted,

DUFF & PHELPS CANADA RESTRUCTURING INC.
IN ITS CAPACITY AS LIQUIDATOR OF COVENTREE INC.
AND NOT IN ITS PERSONAL CAPACITY
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