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COURT FILE NO: CV-15-11082-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

BETWEEN:

RESOURCE CAPITAL FUND V L.P.

Applicant

and

FIRST NICKEL INC.

Respondent

SECOND REPORT OF
KSV KOFMAN INC.

AS RECEIVER

JANUARY 15, 2016

1.0 Introduction

1. This report (“Report”) is filed by KSV Kofman Inc. (“KSV”) in its capacity as receiver (the
“Receiver”) of the property, assets and undertaking of First Nickel Inc. (the “Company”).

2. On August 20, 2015, Resource Capital Fund V L.P. (“RCF”) brought an application seeking,
inter alia, an order (the “Receivership Order”) of the Ontario Superior Court of Justice
(Commercial List) (“Court”) appointing KSV as the Receiver. Copies of the Receivership
Order and the Endorsement of the Honourable Justice Mew dated August 20, 2015 are
attached as Appendix “A”.

3. The primary purpose of these receivership proceedings has been to facilitate an orderly,
Court-supervised realization process for the Company’s business and assets.
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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 and these receivership

proceedings;

b) Summarize the results of a sale process carried out by the Receiver for the

Company’s rights to exploration properties in Sudbury, Bancroft, Belmont Townships

and Timmins, Ontario (collectively, the “Exploration Properties”);

c) Summarize a transaction with Transition Metals Corp. (the “Purchaser”) for the

Exploration Properties (the “Recommended Transaction”) pursuant to an Asset

Purchase Agreement dated December 18, 2015 between the Receiver and the

Purchaser (the “APA”);

d) Set out the Receiver’s recommendations regarding distributions to RCF and West

Face Long Term Opportunities Global Master L.P. (“WFC”) (the “Distributions”);

e) Provide an overview of the Receiver’s activities since the commencement of the

receivership proceedings;

f) Recommend that the Receiver be discharged of its duties and obligations under the

Receivership Order subject to filing a certificate with the Court confirming that all

outstanding receivership matters have been completed (the “Discharge Certificate”);

and

g) Recommend that this Honourable Court issue orders, inter alia:

i. approving the Recommended Transaction;

ii. authorizing the Receiver to execute the APA and all other ancillary documents
and agreements required to complete the Recommended Transaction;

iii. vesting in the Purchaser the Company’s right, title and interest in and to the
Purchased Assets (as defined in the APA) free and clear of all liens, charges,
security interests and other encumbrances;

iv. sealing the summary of offers and the unredacted version of the APA until
further Court order;

v. authorizing the Receiver to make the Distributions to RCF and WFC and to
make further distributions to RCF and WFC from the Holdback (as defined
below) or additional recoveries (if any) without further Court order;



ksv advisory inc. Page 3 of 12

vi. approving the Report of the Proposed Receiver dated August 19, 2015 (the
“Report of the Proposed Receiver”), the Receiver’s First Report dated
September 3, 2015 (the “First Report”), this Report and the Receiver’s activities
described in each of them; and

vii. discharging the Receiver upon the filing of the Discharge Certificate.

2.0 Background

1. The Company is a Canadian nickel mining and exploration company.

2. The Lockerby Mine is the Company’s sole mine – it is an underground nickel mine located in
the Sudbury Basin in Northern Ontario. The Company also has rights to the Exploration
Properties. The Company leased its head office in Toronto, Ontario.

3. The Company's shares were listed on the Toronto Stock Exchange (“TSX”) under the trading
symbol “FNI”. Effective September 25, 2015, the TSX delisted the Company’s securities.

4. The Company produced nickel and copper bearing mineral ore. Its sole customer was
Glencore Canada Corporation (“Glencore”), which it supplied pursuant to the Lockerby Ore
Sale and Processing Agreement dated May 31, 2005, as amended.

5. As a result of the decline in nickel prices and the Company’s significant production costs, the
Lockerby Mine became uneconomic. The Company discontinued operations at the mine just
prior to the commencement of the receivership.

6. Approximately 32 individuals continued working for the Company during these proceedings
in order to assist with the disposition of the Company’s assets and the orderly wind-down of
the Lockerby Mine. The majority of these employees were terminated or permanently laid off
during the week ended September 11, 2015. The former unionized employees were
members of either the United Steel, Paper and Forestry, Rubber, Manufacturing, Energy,
Allied Industrial and Service Workers International Union (United Steelworkers Local 2020,
Unit 64) or the Sudbury Mine, Mill & Smelter Workers Union (Local 598/Unifor) (jointly, the
“Unions”).

7. In 2012, the Company arranged a C$5.9 million surety bond with ACE INA Insurance
(“ACE”) in respect of the Company's obligations under the closure plan for the Lockerby
Mine. ACE's obligations were partially secured by cash collateral posted by the Company in
the amount of approximately US$2.4 million. The obligee under the bond is the Ministry of
Northern Development and Mines (“MNDM”).

8. The Company’s principal secured lenders are RCF and WFC (jointly, “the Lenders”). As at
the date of the receivership, RCF and WFC were owed, on a pari passu basis, approximately
US$15.7 million and US$12.7 million, respectively, plus interest and costs, which continue to
accrue. All of the Company's properties, assets and undertakings are encumbered in favour
of the Lenders.

9. Further information concerning the Company was provided in the Report of the Proposed
Receiver and the First Report, copies of which, without appendices, are attached as
Appendices “B” and “C”, respectively.
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2.1 Abandonment of Lockerby Mine

1. Certain of the relief sought at the receivership application was deferred to August 31, 2015
(the “Comeback Hearing”), and subsequently adjourned until September 4, 2015, so that
notice could be provided to the Company’s stakeholders. On September 4, 2015, the Court
issued an order (the “September 4th Order”), which, among other things, caused the
Lockerby Mine to be, and to be deemed to be, abandoned. A copy of the September 4th

Order is attached as Appendix “D”.

2. There were extensive discussions among, inter alia, the Receiver, MNDM, ACE and their
respective legal counsel regarding the abandonment of the Lockerby Mine and related
transitional matters. These discussions resulted in the September 4th Order.

3. On September 11, 2015, pursuant to and in accordance with the terms of the September 4th

Order, the Lockerby Mine was abandoned. Based on discussions with the MNDM, the
Receiver understands that implementation of the closure plan is in progress.

2.2 Sale of Equipment

1. The mining equipment located at the Lockerby Mine (the “Mining Equipment”) consisted of
the Company’s: (i) redundant equipment (i.e. equipment which was not used in the
Company’s operations); (ii) underground mine fleet; and (iii) other equipment and supplies.

2. As set out in the Report of the Proposed Receiver and the First Report, immediately
following the commencement of the receivership, the Company and the Receiver worked
together to solicit offers for the Mining Equipment on an expedited basis. A summary of the
equipment sale process is as follows:

 The process was intended to attract offers from operating mining companies, mining
equipment resellers and liquidators. In total, approximately 20 parties were contacted
by management and the Receiver, including parties that were contacted by the
Company in June, 2015;

 The deadline for offers was August 27, 2015 (5:00 p.m.), being one week after the
issuance of the Receivership Order. The duration of the process was driven by the
Company’s high cost structure and the lack of funding available for a lengthy
realization process;

 Interested parties were provided with a detailed list of the Mining Equipment, including
pictures, model numbers and other specifications. Parties were advised that offers for
some or all of the Mining Equipment would be considered;

 Interested parties were provided with an opportunity to inspect the Mining Equipment,
including the underground fleet, from August 25 to 27, 2015. Tours were conducted
by the Company’s management and a representative of the Receiver was onsite
during the tours; and

 A form of offer was made available to prospective purchasers. Parties were requested
to submit offers in, or substantially in, the form of offer.
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3. As a result, in accordance with the Receivership Order, the Receiver sold Mining Equipment
and other sundry assets that could be removed expediently from the mine, generating
proceeds of approximately C$499,000. As discussed in the First Report, some equipment
had to be abandoned because the cost of removing it exceeded its realizable value.

2.3 Insurance Claim

1. Prior to the receivership proceedings (on August 2, 2015), there was an explosion
approximately 6,700 feet underground at the Lockerby Mine. As a result, all mining
operations at the Lockerby Mine ceased, causing the Company to suffer business
interruption losses.

2. The Ontario Ministry of Labour (“MOL") was immediately advised of the explosion after it
occurred. On August 3, 2015, MOL inspectors attended at the mine and ordered that all
work at the mine be halted. On August 4, 10, and 11, 2015, the MOL issued a series of
formal stop-work orders.

3. The Company incurred “Standing Charges” (as defined in its insurance policy) while its
mining operations at the Lockerby Mine were suspended as a result of the explosion. These
losses extended until September 11, 2015, on which date the Lockerby Mine was
abandoned.

4. The Receiver worked with its legal counsel to quantify and file an insurance claim in respect
of this incident. The claim was filed on October 29, 2015 in the amount of approximately
$325,000 (the “Insurance Claim”). The Insurance Claim is currently under review - the
Receiver continues to facilitate information requests for the insurance adjuster.

5. The Receiver expects to hear back from the insurance company with its position on
coverage within four to six weeks from the date of this Report.

3.0 Sale Process for the Exploration Properties

1. A sale process for the Exploration Properties (“Sale Process”) was approved pursuant to the
September 4th Order. The Receiver carried out the Sale Process in accordance with the
September 4th Order as follows:

 The Receiver compiled a list of over 100 prospective purchasers and distributed a
brief interest solicitation letter (“Teaser”) detailing this opportunity and a confidentiality
agreement (“CA”) to prospective purchasers;

 Parties that executed a CA were provided access to an online data room maintained
by the Receiver and an opportunity to attend at the Exploration Properties;

 The Receiver’s legal counsel prepared a form of offer, being an asset purchase
agreement. Prospective purchasers were encouraged to submit offers in this format,
or substantially in this format, and to provide a blackline to the template asset
purchase agreement; and

 Prospective Purchasers were required to submit offers by October 5, 2015 at 4:00
p.m. (Toronto time) (the “Offer Deadline”).
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3.1 Sale Process Results

1. The results of the Sale Process are summarized as follows:

 Nine parties executed a CA;

 Three offers were submitted to the Receiver on or prior to the Offer Deadline. Each of
these offers was for one or two of the Exploration Properties. In each case, the value
of the offers was nominal and was not acceptable to the Lenders. Each offer was
rejected by the Receiver; and

 Approximately one week following the Offer Deadline, the Purchaser submitted its
offer, being a transaction for all of the Exploration Properties at a value that was
acceptable to the Receiver, in consultation with the Lenders.

2. A summary of the offers is attached as Confidential Appendix “1”. The Receiver is proposing
to file this analysis on a confidential basis in order to preserve the confidentiality of the value
of the bids and the identity of the bidders.

3. Since mid-October, 2015, the Receiver and its legal counsel worked with the Purchaser and
its legal counsel to facilitate final diligence items and to finalize the terms of the APA. The
APA was finalized and executed by the Purchaser on December 18, 2015.

4. An unredacted version of the APA is attached as Confidential Appendix “2”. A redacted
version is attached as Appendix “E”.

4.0 Recommended Transaction1

1. The Purchaser is a publicly traded company, the shares of which are listed on the TSX
Venture Exchange under the symbol “XTM”.

2. A summary of the Recommended Transaction is provided below:

 Half of the Purchase Price is payable in cash and half in common shares of the
Purchaser. The cash portion of the Purchase Price is to be paid to the Receiver on
Closing (less a 15% deposit which has already been funded) and the Shares are to be
issued on Closing;

 The Shares will be subject to a statutory hold period of not more than four months and
one day from the Closing Date;

 The Purchased Assets include the unpatented mining claims for the four Exploration
Properties, as well as Lockerby2. The Purchased Assets are detailed in Schedule B to
the APA;

1 Capitalized terms in this section of the Report have the meanings ascribed to them in the APA.

2 As detailed in this Report, the September 4th Order caused the Lockerby Mine to be, and to be deemed to be,
abandoned by the Receiver.
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 The Purchased Assets are being sold by the Receiver with standard, limited
representations and warranties and generally on terms consistent with an insolvency
transaction, i.e. on an “as is, where is” basis; and

 The only material conditions precedent to completing the Recommended Transaction
are the Court’s issuance of the proposed Sale Approval and Vesting Order and the
Purchaser having received the necessary regulatory approvals to issue the
Consideration Shares. The Purchaser and its counsel have advised that this is in
process and the requisite approval is expected once the Sale Approval and Vesting
Order is issued and the Closing Date is known.

4.1 Recommendation

1. The Receiver recommends that the Court make an order approving the Recommended
Transaction and vesting clean title in the Purchaser for the following reasons, among others:

 In the Receiver’s view, the Sale Process was commercially reasonable and carried out
in accordance with the process approved by the Court pursuant to the September 4th

Order;

 The Purchaser’s offer was the best offer generated by the Sale Process – it was the
highest in value and the only offer that included all of the Exploration Properties;

 The Lenders, being the only stakeholders with an economic interest in the
Recommended Transaction, support the Recommended Transaction and reject each
of the other offers received; and

 Subject to obtaining the Sale Approval and Vesting Order, the Receiver believes the
Recommended Transaction will close.

2. Based on the foregoing, the Receiver recommends that this Honourable Court issue an
order authorizing and directing the Receiver to complete the Recommended Transaction as
set out in the APA, as well as to execute any documents or agreements necessary to give
effect to the Recommended Transaction.

4.2 Sealing

1. The Receiver recommends that the offer summary and the APA be filed with the Court on a
confidential basis and remain sealed until a further Court order as the availability of this
information to other parties may negatively impact any future offers for the Exploration
Properties if the Recommended Transaction does not close for any reason. The Receiver
does not believe that any stakeholder will be prejudiced if the information is sealed at this
time.

5.0 Distributions to the Lenders

5.1 The Lenders

1. The Lenders are the Company’s principal secured creditors. As at the date of receivership,
RCF and WFC were owed, on a pari passu basis, approximately US$15.7 million and
US$12.7 million, respectively, plus interest and costs, which continue to accrue. All of the
Company's properties, assets and undertakings are encumbered in favour of the Lenders.
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5.2 Security Opinion

1. Bennett Jones LLP (“Bennett Jones”), the Receiver’s counsel, reviewed the security of RCF
and WFC. Bennett Jones rendered a security opinion dated August 19, 20153 , which
provides that, subject to the standard assumptions, qualifications and limitations contained
therein, the Lenders hold a valid and perfected security interest in the Company’s assets as
set out in their respective security documents.

5.3 Proposed Distributions

1. There is presently approximately US$1.065 million and C$429,000 in the US and Canadian
dollar receivership accounts, respectively. A copy of the Receiver’s interim statement of
receipts and disbursements for the period ended January 11, 2016 is attached as Appendix
“F”.

2. The Receiver proposes to distribute to RCF and WFC the proceeds of the Recommended
Transaction plus further Distributions of US$1.065 million and C$200,000. Following these
Distributions, approximately C$229,000 would remain on deposit in the receivership
accounts, representing the proposed Holdback (as defined and discussed in section 5.4
below).

3. The distributions will be made to RCF and WFC in such amounts as RCF and WFC may
agree, or pursuant to further order of the Court.

4. The Receiver is not aware of any other secured creditors or any claim that ranks or may rank
in priority to the Lenders other than the claims for which the Receiver intends to continue to
hold funds. In this regard:

 The Holdback is sufficient to cover the Receiver’s fees and disbursements (including
fees and disbursements of its legal counsel) required to complete the administration of
the receivership until the discharge of the Receiver, which amount is secured by the
Receiver’s Charge (as defined in the Receivership Order);

 Based on the Company’s books and records, the Receiver is not aware of any
deemed trust or priority claims for vacation pay and/or employee source deductions
owing to the Federal or Provincial tax authorities relating to the pre-filing and/or post-
filing periods. CRA has completed its payroll trust exam and has advised the Receiver
that there are no outstanding deemed trust claims; and

 The Company funded its HST obligation prior to the commencement of these
proceedings and the Company’s HST obligations for the post-filing period have been
remitted by the Receiver.

3 A copy of the security opinion will be made available to the Court or other party upon request.
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5.4 Holdback

1. The Receiver believes that it is appropriate to reserve approximately C$229,000
(“Holdback”), which is expected to be sufficient to cover costs to completion, including post-
filing expenses and professional fees.

2. The Receiver is proposing to distribute to the Lenders the surplus in the Holdback, if any,
and any further recoveries in these proceedings without further Court order.

5.5 Recommendation

1. Based on the foregoing, the Receiver recommends that this Honourable Court issue an
order authorizing the Receiver to make the Distributions to RCF and WFC and to make
further distributions from the Holdback or otherwise up to the full amount of the Company’s
secured indebtedness owing to each of RCF and WFC without further Court order.

6.0 Overview of Receiver’s Activities

1. The Receiver’s activities since the commencement of these proceedings have included, inter
alia, the following:

 Reviewing and commenting on Court materials prepared by RCF’s legal counsel in
connection with the receivership application;

 Drafting the Report of the Proposed Receiver, a supplemental report filed with the
Court on a confidential basis and the First Report;

 Dealing with management regarding various issues, including cash management
issues and a communication strategy regarding these proceedings;

 Attending at Court on August 20, 2015 for the receivership application hearing;

 Corresponding extensively with Bennett Jones, the Lenders and their respective legal
counsel throughout the proceedings regarding all receivership matters;

 Corresponding extensively with management and prospective purchasers regarding
the Company’s equipment salvage plan;

 Preparing the Notice and Statement of Receiver pursuant to Sections 245(1) and
246(2) of the Bankruptcy and Insolvency Act (“BIA”);

 Dealing with matters pertaining to the Unions and responding to various information
requests from Union representatives and/or legal counsel to the Unions;

 Corresponding extensively with the MNDM regarding the abandonment of the
Lockerby Mine and coordinating transitional matters with MNDM;

 Attending at the Lockerby Mine prior to its abandonment on September 11, 2015 in
accordance with the September 4th Order;

 Corresponding with Vale Canada Limited regarding its power consumption and
payment of same;
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 Reviewing materials prepared by RCF’s legal counsel in connection with the
September 4th Hearing and attending at Court on September 4, 2015 in connection
with same;

 Carrying out the realization process for the Mining Equipment detailed in this Report;

 Reviewing offers received in connection with the sale of the Mining Equipment and
corresponding with the Lenders regarding same;

 Arranging for the removal of the Mining Equipment sold pursuant to the equipment
sale process;

 Dealing with matters pertaining to the use and payment of electricity at the Lockerby
Mine, including dealing with the Independent Electricity System Operator (“IESO”) on
the release of security posted by the Company in favour of the IESO;

 Arranging to return equipment to various lessors;

 Carrying out the Sale Process in accordance with the September 4th Order, including
preparing the Teaser, CA and buyer’s list;

 Reviewing the offers generated by the Sale Process;

 Negotiating the Recommended Transaction with the Purchaser;

 Reviewing and commenting on multiple versions of a draft asset purchase agreement
and sale approval and vesting order in connection with the Recommended
Transaction;

 Dealing with matters pertaining to Glencore, including delivery of ore and collection of
accounts receivable;

 Disclaiming the Company’s head office lease effective September 30, 2015;

 Corresponding with Bennett Jones concerning the Insurance Claim;

 Filing a Proof of Loss in connection with the Insurance Claim;

 Responding to information requests submitted by the insurance adjuster regarding the
Insurance Claim;

 Arranging for the preparation of ROEs and T4s for the former employees;

 Administering the Wage Earner Protection Program Act (“WEPP”) claims process,
including providing the required information to Service Canada and to the Company’s
former employees and Union representatives;
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 Responding to WEPP enquiries from former employees, as well as corresponding with
Service Canada;

 Corresponding with CRA regarding its trust exam;

 Arranging for the packing and storage of the Company’s books and records;

 Drafting this Report; and

 Dealing generally with all receivership matters not specifically detailed herein.

7.0 Receiver’s Discharge

1. Prior to completing its administration, the Receiver intends to:

 Complete the Recommended Transaction, subject to Court approval;

 Collect the final receivable owing from Glencore (approximately US$65,000) which is
due to be paid on or around January 15, 2016;

 Pay the Distributions to RCF and WFC, from time to time, from the funds in the
receivership accounts;

 Pay any outstanding post-filing expenses;

 Deal with any outstanding matters in connection with the Insurance Claim, including
facilitating any further information requests submitted by the adjuster;

 File the Receiver’s interim and final reports as required under Section 246 of the BIA;
and

 Attend to any other matters not set out above in order to complete the Receiver’s
administration.

2. The Receiver is recommending that it be discharged upon the filing of the Discharge
Certificate as, subject to completion of the Recommended Transaction, making the
Distributions to RCF and WFC, paying any additional expenses from the Holdback and
dealing with the sundry matters detailed above (including the Insurance Claim), its duties
and responsibilities under the Receivership Order and other orders granted in these
proceedings will have been completed. Dealing with the discharge in this manner will avoid
the costs of a subsequent motion in these proceedings solely for the purpose of seeking the
Receiver’s discharge. The Receiver believes this is appropriate in these circumstances,
particularly given the amount of the loss that RCF and WFC will incur. The Receiver intends
to file the Discharge Certificate once all post-closing and sundry matters are dealt with.
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8.0 Conclusion and Recommendation

1. Based on the foregoing, the Receiver respectfully recommends that this Honourable Court
make orders granting the relief detailed in section 1.1(g) of this Report.

* * *
All of which is respectfully submitted,

KSV KOFMAN INC.

IN ITS CAPACITY AS RECEIVER OF
FIRST NICKEL INC.

AND NOT IN ITS PERSONAL CAPACITY
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COURT FILE NO:  C.v 5 - 110 00a..

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

BETWEEN:

RESOURCE CAPITAL FUND V L.P.

and

FIRST NICKEL INC.

REPORT OF
KSV KOFMAN INC.

AS PROPOSED RECEIVER

AUGUST 19, 2015

1.0 Introduction

Applicant

Respondent

1. Resource Capital Fund V L.P. ("RCF") and West Face Long Term Opportunities Global
Master L.P. ("WFC") (jointly, the "Lenders") are secured creditors and shareholders of First
Nickel Inc. (the "Company).

2. On the return date of this application, RCF is seeking an order ("Receivership Order),
among other things, appointing KSV Kofman Inc. ("KSV") as receiver of the Company's
property, assets and undertaking pursuant to Subsection 243(1) of the Bankruptcy and
Insolvency Act R.S.C. 1985, c. B-3, as amended ("BIA"), and Section 101 of the Courts of
Justice Act R.S.O. 1990, c. C.43, as amended (if so appointed, KSV in such capacity is
referred to herein as the "Receiver). RCF is also requesting to come back to Court for a
hearing (the "Comeback Hearing") prior to the end of August to request an order (the
"Comeback Order) granting certain additional relief.

3. This report ("Report") is filed by KSV as proposed receiver (the "Proposed Receiver).

4. The primary purpose of these receivership proceedings is to facilitate a realization process
for the Company's business and assets in an orderly Court-supervised process.
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1.1 Purposes of this Report

1. The purposes of this Report are to:

a) Provide certain background information about the Company;

b) Summarize the Company's pre-filing efforts to identify prospective purchasers for its

sole mine, the Lockerby Mine, which is located in the Sudbury Basin in Northern

Ontario ("Lockerby Mine"), as well as its mining equipment;

c) Detail the intended sale process for the Company's assets;

d) Set out the intended course of action for the Lockerby Mine, including the remaining

activity required to be performed by the Company in accordance with workplan

approvals to be obtained from the Ministry of Labour;

e) Summarize the opinion prepared by Bennett Jones LLP ("Bennett Jones"), the

Proposed Receivers legal counsel, on the security granted by the Company in favour
of RCF and WFC;

f) Summarize the status of the Company's defined contribution pension plan registered
with the Financial Services Commission of Ontario ("FSCO") (the "Pension Plan"); and

g) Recommend that this Honourable Court issue the Receivership Order.

1.2 Restrictions

1. In preparing this Report, KSV has relied upon unaudited financial information prepared by
the Company's management, the Company's books and records, discussions with the
Company's management and its advisors, and discussions with the Lenders and their
advisors. KSV has not performed an audit or other verification of such information. An
examination of the Company's financial forecasts as outlined in the Canadian Institute of
Chartered Accountants Handbook has not been performed. Future-oriented financial
information relied upon in this Report is based on management's assumptions regarding
future events; actual results achieved may vary from this information and these variations
may be material.

2.0 Background

1. The Company is a Canadian nickel mining and exploration company.

2. The Company is publicly traded; its shares are listed on the Toronto Stock Exchange under
the trading symbol "FNI". The Company leases its head office, which is located in Toronto,
Ontario.

3. The Lockerby Mine is an underground mine. The majority of the Company's mining
equipment is located at depths ranging from 4,800 feet to 6,000 feet.
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4. The Company produces nickel and copper bearing mineral ore. Its principal customer is
Glencore Canada Corporation ("Glencore"); the Company supplies Glencore pursuant to the
Lockerby Ore Sale and Processing Agreement dated May 31, 2005, as amended.

5. The Company also has rights to exploration properties in Sudbury, Bancroft, Belmont
Townships and Timmins (collectively, the "Exploration Properties").

6. As a result of the decline in nickel prices and the Company's significant production costs, the
Lockerby Mine is no longer economic. The Company is discontinuing its mining operations
following its night shift on August 19, 2015. A chart of Nickel prices (obtained from S&P
Capital IQ) for the last five years is provided below.
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7. The Company had approximately 93 active employees as at August 19, 2015, the date that
operations are being discontinued. The Company's hourly workforce is unionized. Hourly
employees are members of either the United Steel, Paper and Forestry, Rubber,
Manufacturing, Energy, Allied Industrial and Service Workers International Union (United
Steelworkers Local 2020, Unit 64) or the Sudbury Mine, Mill & Smelter Workers Union (Local
598/Unifor) (jointly, the "Unions").

8. Following the lay-offs that are expected to occur after the discontinuation of mining
operations, the Company will employ 32 individuals, including 21 unionized employees.
These employees are being retained by the Company to assist with the disposition of some
or all of the Company's business and assets, and the orderly wind-down of any portion of the
business and assets which are not saleable, including potentially the Lockerby Mine.
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9. The Lockerby Mine is subject to a closure plan (the "Closure Plan"). In 2012, the Company
arranged a CAD$5.9 million surety bond with ACE INA Insurance ("ACE") in respect of the
Company's obligations under the Closure Plan (the "Rehabilitation Process"). ACE's
obligations are partially secured by cash collateral posted by the Company in the amount of
approximately US$2.4 million. The obligee under the bond is the Minister of Northern
Development and Mines ("MNDM").

10. Further information concerning the Company is provided in the affidavit of Catherine Boggs,
the Vice President and General Counsel of RCF Management L.L.C., the ultimate general
partner that provides management services to RCF (the "Affidavit"). In order to avoid
duplication, it has not been repeated herein. This Report is intended to be read in
conjunction with the Affidavit.

3.0 The Lenders

1. Each of RCF and WFC is a lender pursuant to the loan agreements and other loan and
security documents detailed in the Affidavit. As at the date of this Report, RCF and WFC
were owed approximately US$15.7 million and US$12.67 million, respectively, plus interest
and costs which continue to accrue.

2. The Lenders are expected to incur a substantial shortfall on their advances to the Company.

3. On August 19, 2015, RCF demanded repayment of its loan and issued a Notice of Intention
to Enforce Security pursuant to the BIA. On August 19, 2015, the Company waived the
statutory 10 day notice period and consented to the appointment of KSV as Receiver.

4. KSV has retained Bennett Jones to act as its independent counsel should the Court issue
the Receivership Order and appoint KSV as Receiver. In advance of these proceedings,
Bennett Jones provided KSV with a security opinion that the Lenders have validly perfected
security interests in the Company's assets as set out in the security documents, subject to
standard assumptions and qualifications. A copy of the opinion will be provided to the Court
upon request and any interested party requesting a copy of same who confirms certain
matters to the Receiver, including matters relating to privilege, reliance, liability to such party
and disclosure.

4.0 Proposed Realization Process

1. KSV understands that the Company's pre-filing efforts to realize on certain of its mining
equipment can be summarized as follows:

• In June, 2015, the Company prepared and sent bid packages for its redundant
equipment (i.e. those items that were not in use at that time) to five parties in the
region which engage in the reselling of mining equipment;

• Two bids were received for certain pieces of equipment;

• The Company did not complete a transaction for the equipment at that time. It
remains in communication with the bidders; and

• The Lenders were supportive of the Company's sale process and were kept apprised
of the Company's bid solicitation process, including the results thereof.
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2. The Company's higher value mining equipment is its underground mobile fleet. Given that
the Company was still operational at the time it solicited initial bids, it did not solicit bids for
its mobile fleet.

3. The realization process needs to be completed very expediently. Urgency is driven by the
Company's high cost structure and the lack of funding available for a lengthy realization
process. In its present, non-operating state, the Company is projected to incur costs of
approximately CAD$800,000 per month, including professional fees.

4. Based on the foregoing, the Proposed Receiver, with the assistance of the Company's
management team, intends to immediately solicit equipment bids from the parties that were
approached by the Company and from additional prospective purchasers that the Company
and the Proposed Receiver consider appropriate.

5. Potential bidders will be provided with a form of bidding document and requested to submit
bids to the Proposed Receiver on or before August 27, 2015.

6. The value of the bids received on the equipment will determine the next steps in these
proceedings. In consultation with the Lenders, the Proposed Receiver will be routinely
considering the economics of continuing the realization process based on the expected
recoveries versus the costs of the realization process, including maintenance costs. If and
when the Proposed Receiver, in consultation with the Lenders, determines that the expected
recoveries do not justify the related costs, the realization process will be discontinued.

7. Contemporaneous with the equipment sale process, the Proposed Receiver will consider
any offers received for the Lockerby Mine. The timeframe to sell the Lockerby Mine will be
driven by the economics of the equipment sale process. If no buyer emerges for the
Lockerby Mine, the Proposed Receiver will turn the Lockerby Mine over to MNDM so MNDM
can commence the Rehabilitation Process. The Proposed Receiver intends to contact ACE
and MNDM at the outset of the proceedings to discuss timing, logistics and other matters
related to the Rehabilitation Process.

8. As set out in the Affidavit, over the past year, the Company had been in discussions with
prospective purchasers for the Lockerby Mine and maintained a data room to facilitate
diligence. The Company's management has advised the Proposed Receiver that it is of the
view that it is highly remote that a buyer will be identified for the Lockerby Mine. The Lenders
concur with this view.

4.1 Exploration Properties Sale Process

1. Subject to Court approval to be requested at the Comeback Hearing, the Proposed Receiver
intends to carry out the following sale process for the Exploration Properties:

a) It will compile a listing of prospective purchasers, which will include additional parties,
if any, identified by the Company's management and the Lenders.

b) It will distribute to prospective purchasers a brief interest solicitation letter detailing this
opportunity and relevant provisions of this sale process, including key milestones.
Attached to the interest solicitation letter will be a confidentiality agreement ("CX).
Should a party be interested in performing due diligence, it would first be required to
execute a CA.

ksv advisory inc. Page 5 of 9



c) Prospective purchasers will have the opportunity to perform diligence, including the
opportunity to review information in an online data room to be set up and maintained
by the Receiver, with the assistance of the Company.

d) The Proposed Receiver is of the view that the information necessary to submit a bid
for the Exploration Properties will either be in the data room or available in the
Company's publicly available information. A confidential information memorandum will
not be prepared. The Proposed Receiver does not consider it necessary to incur the
time and cost associated with preparing a confidential information memorandum.

e) The Receiver will work with legal counsel to prepare a draft form of asset purchase
agreement ("APA"). Prospective purchasers will be encouraged to submit offers in this
format or substantially in this format, with any changes redlined against the original
APA. The APA will also be made available in the data room.

f) All offers will be subject to Court approval, and must not be contingent on financing or
uncompleted due diligence.

g) The bidding deadline shall be 30 days from the commencement of the sale process
(unless the 30th day falls on a day that is not a business day, in which case it shall be
the next business day). The Receiver will have the discretion to extend this deadline
for an additional 30 days if it believes it is warranted in light of the level of interest and
activity expressed by potential purchasers.

h) The Receiver will not be required to accept the highest offer, or any offer, and will
advise prospective purchasers that any transaction is subject to Court approval.

i) The Receiver shall be entitled to have clarifying discussions with bidders regarding
their bids after the bid deadline, and review and consider revised clarifying bids,
provided the initial bid was submitted prior to the bid deadline.

j) The Receiver shall be entitled to accept a single offer for all Exploration Properties, or
multiple non-overlapping offers.

k) Once an offer is accepted, the Receiver will, as soon as practical, seek Court approval
of such offers.

In assessing whether to accept an offer, the Receiver may consider such factors as it
considers necessary and appropriate, including purchase price, cash payable on
closing, conditions to closing, time to closing and the financial wherewithal of the
purchaser to consummate the transaction within a reasonable time.

m) If the proceeds of the offers received are not, in the aggregate, sufficient to pay the
Lenders' claims against the Company in full, on closing, acceptance of the offers by
the Receiver will be conditional on consent by both Lenders. Should no acceptable
offers be received by the bid deadline (as may be extended), the Lenders reserve the
right to seek to exercise remedies available to them as secured creditors.

n) Further extensions beyond 30 days of the bid deadline and other reasonable
modifications and amendments may be made by the Receiver with the consent of the
Lenders, other than the requirement to obtain approval for any contemplated
transaction.
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5.0 Pension Plan

1. The Pension Plan is registered in Ontario and had 231 active members as at December 31,
2014.

2. Contributions to the Pension Plan are paid monthly in arrears based on wages paid in the
prior month. The Company has made its August pension contribution. According to the
Company's books and records, the Company's next scheduled payment is to be made in the
last week of September, calculated based on wages paid in August, 2015. The Company
estimates that the September contribution to the Pension Plan will be approximately
CAD$13,000.

3. KSV, Bennett Jones and the Lenders' legal counsel are in the process of reviewing issues
related to the Pension Plan. If the Receiver is appointed, at the Comeback Hearing, RCF
intends to seek an Order on notice to FSCO which will, inter alia, authorize the basis on
which ongoing contributions to the Pension Plan will be funded during the Receivership
Proceedings.

6.0 Comeback Hearing

1. At the initial hearing of this application, RCF is seeking only the granting of the Receivership
Order, including the appointment of the Proposed Receiver (including the protections against
liability for closure of the Lockerby Mine, described below), the corresponding stay of
proceedings and other customary relief provided for in the model Ontario receivership order.

2. Should the Receivership Order be granted, RCF intends to re-attend at the Comeback
Hearing on notice to the parties listed below, to seek the following relief:

• Approval of the sale process described above for the Exploration Properties and,
potentially, an equipment sale transaction(s) resulting from the bids to be received on
August 27, 2015;

• Authority for the Receiver to cause the Company to make the pension contributions in
the normal course to the Pension Plan and related relief;

• Authority for the Receiver to turnover the Lockerby Mine to MNDM so that MNDM can
conduct the Rehabilitation Process;

• Authority for the Receiver to establish a reserve for anticipated harmonized sales tax
payments, and to cause the Company to pay harmonized sales tax from such reserve
as and when such amounts are due and owing; and

• Such other relief as RCF may consider necessary or appropriate to seek at such time.

3. The Proposed Receiver understands that the relief sought by RCF at the Comeback Hearing
will be on notice to WFC, the Unions, MNDM, ACE, the Ministry of Labour, the Ministry of
Environment, FSCO, Glencore, Canada Revenue Agency, the chief and council of the
Atikameksheng Anishnawbek First Nation, and the other secured creditors registered against
the Company's property.
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7.0 Planned Activity at the Lockerby Mine

1. Based on the Proposed Receiver's discussions with the Company's mine management
team, there is certain activity, including underground blasting, that will need to be undertaken
at the Lockerby Mine for a short period of time after the anticipated receivership date. The
Proposed Receiver understands this is a common procedure and this blasting is necessary
in order to preserve the safety of the Lockerby Mine.

2. Unless the Lockerby Mine has already been turned over to MNDM, the scope of work to be
performed by the Company is in an area of the Lockerby Mine known as "67-3E". The
activities include inspecting, cleaning and clearing hazardous materials from that area. The
process will also include the detonation of certain explosive materials.

3. The Company has retained the employees that are most familiar with and qualified to
perform this scope of work. There are certain Ministry of Labour approvals that are required
at various stages of this planned activity. The Company's initial workplan has been
submitted to the Ministry of Labour. The planned activity will not commence until the
requisite approvals are obtained from the Ministry of Labour.

4. Based on the foregoing, the Receivership Order includes a provision authorizing the
Receiver to cause the Company to perform this work at the Lockerby Mine.

8.0 Protection for Receiver for certain Environmental Liabilities

1. The Proposed Receiver is requesting that the Receivership Order include the following
provision:

THIS COURT ORDERS that the Receiver shall not be liable for any mine closure or

environmental and land rehabilitation-related liabilities or obligations in respect of
the Property, including as provided for in Part VII of the Mining Act, R.S.O. 1990, c.
M. 14 or pursuant to any order or direction issued under the Environmental

Legislation.

2. As discussed above and in the Affidavit, the Company has various obligations under the
Closure Plan. The Proposed Receiver understands that the Company and certain other
parties may have additional obligations under the Mining Act, R.S.O. 1990, c. M. 14.

3. It is the Proposed Receiver's expectation that the Rehabilitation Process will commence by
MNDM shortly following the commencement of these proceedings, unless a buyer emerges
for the Lockerby Mine. The Proposed Receiver, if appointed, intends to assist in facilitating
the Rehabilitation Process with the Company, ACE and the MNDM; however, the Proposed
Receiver does not intend to execute any aspect of the Rehabilitation Process itself. RCF is
seeking express authority for the Receiver to turn over the Lockerby Mine to MNDM for this
purpose. The Proposed Receiver supports this relief.

4. Accordingly, the Proposed Receiver is seeking confirmation from the Court that it will not be
liable for any environmental rehabilitation-related liabilities in respect of the Company's
assets. If the Receivership Order is granted, the MNDM will forthwith receive a copy of it, as
described above.
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9.0 Conclusion and Recommendation

1. Based on the foregoing, the Proposed Receiver respectfully recommends that this
Honourable Court make an Order granting the Receivership Order.

All of which is respectfully submitted,

KSV KOFMAN INC.

IN ITS CAPACITY AS PROPOSED RECEIVER OF
FIRST NICKEL INC.
AND NOT IN ITS PERSONAL CAPACITY
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COURT FILE NO: CV-15-11082-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

BETWEEN:

RESOURCE CAPITAL FUND V L.P.

Applicant

and

FIRST NICKEL INC.

Respondent

FIRST REPORT OF
KSV KOFMAN INC.

AS RECEIVER

SEPTEMBER 3, 2015

1.0 Introduction

1. This report (“Report”) is filed by KSV Kofman Inc. (“KSV”) in its capacity as receiver (the
“Receiver”) of the property, assets and undertaking of First Nickel Inc. (the “Company”).

2. On August 20, 2015, Resource Capital Fund V L.P. (“RCF”) brought an application seeking
an order (the “Receivership Order”) of the Ontario Superior Court of Justice (Commercial
List) (“Court”) appointing KSV as the Receiver. Copies of the Receivership Order and the
Endorsement of the Honourable Justice Mew dated August 20, 2015 are attached as
Appendix “A”.

3. Certain of the relief sought at the receivership application was deferred to August 31, 2015
(the “Comeback Hearing”) so that notice could be provided to the Company’s stakeholders
that might be affected by the relief sought. As discussed below, on August 31, 2015, the
Comeback Hearing was adjourned until September 4, 2015.

4. The primary purpose of these receivership proceedings is to facilitate a realization process
for the Company’s business and assets in an orderly, Court-supervised process.
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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 and its receivership proceedings;

b) summarize a sale process (“Equipment Sale Process”) carried out for the Company’s

mining equipment located at the Lockerby Mine (the “Mining Equipment”);

c) summarize the Receiver’s communications with the Ministry of Northern Development

and Mines (“MNDM”) since the commencement of these proceedings;

d) summarize the Receiver’s intended next steps in these proceedings;

e) summarize the activities carried out by the Company at the Lockerby Mine since the

commencement of the receivership proceedings;

f) provide information with respect to the Company’s defined contribution pension plan

(the “Pension Plan”) registered with the Financial Services Commission of Ontario

(“FSCO”); and

g) recommend that this Honourable Court issue an order:

i. authorizing the Receiver to abandon the Lockerby Mine;

ii. approving the sale process for the Exploration Properties (as defined below), as
outlined in the Proposed Receiver’s Report to Court dated August 19, 2015 (the
“Proposed Receiver’s Report”);

iii. authorizing the Receiver to cause the Company to continue to: (a) make
ordinary course payments to the Pension Plan; and (b) perform its duties as
administrator of the Pension Plan; and

iv. authorizing the Receiver to pay any unremitted Harmonized Sales Tax ("HST")
owing as at the date of the Receivership Order to Canada Revenue Agency
(“CRA”).

2.0 Background

1. The Company is a Canadian nickel mining and exploration company.

2. The Company's shares are listed on the Toronto Stock Exchange (“TSX”) under the trading
symbol “FNI”. On August 26, 2015, the TSX determined to delist the Company’s securities
effective September 25, 2015. Trading in the Company’s securities will remain suspended
until that date.
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3. The Company leases its head office in Toronto, Ontario.

4. Lockbery is the Company’s sole mine. The Lockerby Mine is an underground mine located
in the Sudbury Basin in Northern Ontario. The Company also has rights to exploration
properties in Sudbury, Bancroft, Belmont Townships and Timmins (collectively, the
“Exploration Properties”).

5. The Company produces nickel and copper bearing mineral ore. Its principal customer is
Glencore Canada Corporation (“Glencore”), which it supplies pursuant to the Lockerby Ore
Sale and Processing Agreement dated May 31, 2005, as amended (the "Glencore
Agreement"). As at the date hereof, amounts remain owing to the Company by Glencore
under the Glencore Agreement.

6. As a result of the decline in nickel prices and the Company’s significant production costs, the
Lockerby Mine is no longer economic. The Company discontinued operations at the mine
just prior to the receivership.

7. The weekly costs to operate the Lockerby Mine during the receivership proceedings are
approximately $200,000, excluding professional fees.

8. All of the Company’s properties, assets and undertakings are encumbered in favour of the
Lenders (as defined below), and there is no lending facility in place to fund these
proceedings. The Company currently has a cash balance of less than $900,000, before
accrued operating and professional costs, which substantially eliminate the cash on hand;
future asset recoveries are uncertain.

9. Since the commencement of the receivership, 32 individuals, including 19 unionized
employees and 13 salaried employees, have continued to work for the Company to assist
with the disposition of the Company’s business and assets, and the orderly wind-down of the
Lockerby Mine. Unionized employees are members of either the United Steel, Paper and
Forestry, Rubber, Manufacturing, Energy, Allied Industrial and Service Workers International
Union (United Steelworkers Local 2020, Unit 64) or the Sudbury Mine, Mill & Smelter
Workers Union (Local 598/Unifor) (jointly, the “Unions”).

10. There is a closure plan for the Lockerby Mine (the "Closure Plan"). In connection with a
contemplated amendment to the Closure Plan, consultation was required with a nearby First
Nation. The Receiver understands that a Company representative met with the First Nation
on August 20, 2015. In 2012, the Company arranged a CAD$5.9 million surety bond with
ACE INA Insurance (“ACE”) in respect of the Company's obligations under the Closure Plan
(the “Rehabilitation Process”). ACE's obligations are partially secured by cash collateral
posted by the Company in the amount of approximately US$2.4 million. The obligee under
the bond is the MNDM.

11. The Company’s principal secured lenders are RCF and West Face Long Term Opportunities
Global Master L.P. (“WFC”) (jointly, “the Lenders”). As at the date of the receivership, RCF
and WFC were owed approximately US$15.7 million and US$12.67 million, respectively,
plus interest and costs, which continue to accrue.

12. Further information concerning the Company was provided in the Proposed Receiver’s
Report, a copy of which is attached as Appendix “B”, and in RCF’s application materials (the
"Application Materials"), which are available on the Receiver’s website at:
http://www.ksvadvisory.com/insolvency-cases-2/first-nickel-inc/.
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3.0 Equipment Sale Process

1. The Mining Equipment consists of the Company's: (i) redundant equipment (i.e. equipment
which was not used in the Company’s operations); (ii) underground mine fleet; and (iii) other
equipment and supplies.

2. In June, 2015, the Company commenced a sale process for its redundant equipment. The
Company solicited bids from five parties which engage in the reselling of mining equipment.
Two offers were received; however, a transaction was not completed.

3. Prior to these proceedings, the Company’s management believed that its underground mine
fleet had more value than its other equipment. There are, however, significant costs and
complexities related to the sale of this equipment, as it needs to be brought from its present
underground location to the surface on a timely basis in order to be saleable, or a purchaser
needs to disassemble it underground and bring it to surface. Under this latter approach,
costs borne by a buyer would be factored into the value of the offers for this equipment.

4. As was set out in the Proposed Receiver's Report and the Application Materials, immediately
following the commencement of the receivership, the Company and the Receiver worked
together to solicit offers for the Mining Equipment on an expedited basis. A summary of the
Equipment Sale Process is as follows:

 Offers were solicited from mining companies, mining equipment resellers and
liquidators, generally within close proximity to the Lockerby Mine. In total, 20 parties
were contacted by management and the Receiver, including the five parties that were
contacted by the Company in June, 2015.

 The deadline for offers was August 27, 2015. The expedited realization process was
driven by the Company’s high cost structure and its illiquidity.

 Interested parties were provided with a detailed list of the Mining Equipment, including
pictures, model numbers and other specifications. Parties were advised that offers for
some or all of the Mining Equipment would be considered.

 Interested parties were provided with an opportunity to inspect the Mining Equipment
from August 25 to 27, 2015, and nine parties did so. Tours were conducted by the
Company’s management and a representative of the Receiver who was onsite during
the tours.

 A form of offer was made available to prospective purchasers. Prospective
purchasers were encouraged to submit offers in, or substantially in, the form of offer
provided.

3.1 Sale Process Results

1. Six offers were received for the Mining Equipment. The sum of the highest offers total
approximately $600,000. The Company’s management estimates that it would take at least
eight weeks to complete all of the transactions. As operating costs at the Lockerby Mine
total approximately $200,000 per week (i.e. $1.6 million over 8 weeks), it is clearly
uneconomic to complete all of the transactions.
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2. Rather, the Receiver intends to sell certain pieces of the Mining Equipment which can be
removed expediently from the mine. The transactions are expected to generate proceeds of
approximately $150,000 in the aggregate; however all transactions are to close no later than
September 4, 2015. If they do not, recoveries will be lower. The value of the transactions
(both individually and in the aggregate) will not exceed the thresholds which would require
the Receiver to seek the Court’s approval of these transactions, and accordingly the
Receiver is not seeking Court approval of the transactions. The Receiver has obtained the
consent of the Lenders to the transactions. The Lenders are the only parties with an
economic interest in the transactions.

3. The Receiver also provided the MNDM with a list of the Mining Equipment that it intends to
sell, and the Receiver has not received any objections with respect thereto.

4.0 The MNDM and the Lockerby Mine

1. The MNDM was served with the Application Materials and the Proposed Receiver's Report
on August 21, 2015. The materials highlight the possibility that if the Equipment Sale
Process did not generate satisfactory results, the Receiver intended to turnover the mine to
MNDM very quickly.

2. The Receiver contacted the MNDM immediately following its appointment. The Company,
the Receiver and the MNDM have been in frequent communication since the
commencement of these proceedings, a summary of which is as follows:

 On August 20, 2015, the Company submitted to the MNDM a Notice of Project Status
under the Mining Act, a copy of which is attached as Appendix “C”. The purpose of
the notice was to change the status of the Lockerby Mine from “Mine Production and
Development” to “Temporary Suspension”.

 On August 21, 2015, a conference call was convened so that the Receiver could
provide the MNDM with an overview of the receivership, the intended course of action
vis-à-vis the sale of the Mining Equipment and the possibility that if the Equipment
Sale Process results were unsatisfactory, the Receiver intended to turnover the
Lockerby Mine to the MNDM.

 On August 21, 2015, the MNDM responded to the Company’s Notice of Project
Status. A copy of the MNDM’s letter is attached as Appendix “D”. The MNDM’s letter
included the following comment: “Rehabilitation should proceed as per the filed
Closure Plan for the Lockerby Mine”.

 On August 25, 2015, the Receiver sent a letter to the MNDM, a copy of which is
attached as Appendix “E”. The purpose of the Receiver’s response was to clarify that
“If no buyer emerges for the Lockerby Mine, the Company and the Receiver intend to
turn the Lockerby Mine over to the MNDM so that the MNDM can commence the
rehabilitation process. Neither the Company nor the Receiver will be implementing
the Closure Plan”.

 On August 25, 2015, representatives of the MNDM attended at the Lockerby Mine to
tour the site, gather data and request other information on the Lockerby Mine,
including copies of permits, contracts, compliance reports and certifications. The
Company is presently accumulating and providing this information to the MNDM.
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 On August 26, 2015, the MNDM contacted RCF’s legal counsel to advise that it
required several weeks to settle the language of the proposed Order regarding the
turnover of the Lockerby Mine to the MNDM. The MNDM, RCF and the Receiver
subsequently agreed to adjourn the Comeback Hearing to September 4, 2015 to allow
for further discussions with the MNDM.

 On August 28, 2015, the MNDM sent a letter to the Receiver stating, among other
things, that the Receiver should not sell any equipment or other assets that the MNDM
requires for the ongoing maintenance of the site, or its ultimate rehabilitation. A copy
of this letter is attached as Appendix “F”.

 On August 31, 2015, the Receiver sent a letter to the MNDM advising that, among
other things, the MNDM should forthwith identify any assets it requires as the Receiver
has not and cannot provide the MNDM with any assurances as to which assets will be
available when the Lockerby Mine is turned over to the MNDM. A copy this letter is
attached as Appendix “G”.

 On September 1, 2015, the Receiver and its counsel participated in a call with the
MNDM, its counsel, and counsel to RCF, to discuss the Comeback Hearing, and in
particular the language in the proposed Order with respect to the abandonment of the
Lockerby Mine. The MNDM was again advised that the Receiver intends to abandon
the property on September 4, 2015.

4.1 Recommendation regarding the Lockerby Mine

1. For the following reasons, the Receiver believes it is appropriate to complete a small number
of sales of Mining Equipment and then, subject to Court approval, abandon the Lockerby
Mine on September 4, 2015 so the Lockerby Mine can be closed and rehabilitated by the
MNDM:

 but for a few transactions that can be completed this week, the expected proceeds
from selling additional Mining Equipment are less than the costs to continue to operate
the Lockerby Mine;

 the Company is without funding – all of the assets (cash, equipment and accounts
receivable) are encumbered by the Lenders. The cash on hand is being used to fund
operating costs and professional fees. The current cost to operate the Lockerby Mine
(excluding professional fees) is approximately $200,000 per week. Most of the funds
on hand will be used to pay accrued operating and professional costs. Future
recoveries are uncertain;

 the Company undertook efforts to refinance and/or sell its business. As detailed in the
Affidavit of Catherine J. Boggs sworn August 19, 2015 (the “Affidavit”), these efforts
were unsuccessful;

 the Proposed Receiver’s Report indicated that the Receiver did not intend to
commence a sale process for the Lockerby Mine but that it would consider
opportunities that came forward while the Mining Equipment was marketed for sale.
No party has contacted the Receiver expressing an interest in the Lockerby Mine; and
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 the Lenders will incur a significant shortfall on their advances to the Company. Their
collateral is not available to fund the Rehabilitation Process, for which a bond is in
place.

2. The Receiver has advised the MNDM and ACE that it is prepared to not abandon the
Lockerby Mine provided that appropriate funding is in place to cover the operating costs and
professional costs associated with the Lockerby Mine.

4.2 IESO

1. On August 26, 2015, the Receiver's counsel was contacted by counsel to the Independent
Electricity System Operator ("IESO"), which supplies electricity to the Company.

2. As set out in the Application Materials, as of March 12, 2015, there was an outstanding letter
of credit in favour of IESO in the amount of approximately $436,000. Since the date of the
Receivership Order, the Receiver has also discovered that FNI has pledged treasury bills in
the amount of $105,000 in favour of IESO. Accordingly, IESO has security in the
approximate amount of $541,000.

3. According to estimates provided to the Receiver's counsel by counsel to IESO (which
estimates have not been verified or confirmed by the Receiver or the Company):

a) the Company owes IESO approximately $219,000 in respect of charges incurred prior

to the date of the Receivership Order (the "Pre-Filing IESO Charges");

b) the Company owes IESO approximately $152,000 in respect of charges incurred from

the date of the Receivership Order until August 31, 2015 (the "Post-Filing IESO

Charges"), which amount continues to accrue.

4. IESO has requested that the Receiver make payment to IESO in respect of the Post-Filing
IESO Charges. However, to date, this amount has not been paid given, among other
reasons, that (a) IESO appears to have sufficient security in respect of both the Pre-Filing
IESO Charges and the Post-Filing IESO Charges, and (b) as discussed, the Receiver
intends to abandon the Lockerby Mine on September 4, 2015.

5. The Company and Vale Canada Limited ("Vale") are parties to a Power Allocation
Agreement made as of 12th day of August, 2014, whereby, among other things, the
Company agreed to allow Vale to access electrical power from the Company's breaker, and
Vale agreed to pay the Company for providing such access. The Receiver has been advised
by counsel to Vale that there could be significant consequences, including safety issues, for
Vale if it loses access to the Company's electrical power without sufficient notice. The
Receiver has advised Vale that it intends to abandon the Lockerby Mine on September 4,
2015.

6. On September 2, 2015, counsel to the Receiver wrote a letter to counsel for IESO, copying
counsel for the MNDM, ACE and Vale, advising that, subject to obtaining the Court's
authorization to abandon the Lockerby Mine, the Receiver intends to do so on September 4,
2015. The Receiver's counsel advised that neither the Receiver nor the Company intended
to be liable for any charges incurred following the abandonment, and encouraged the
recipients of the letter to arrange a call on an urgent basis to discuss electricity requirements
at the Lockerby Mine following the abandonment. The Receiver offered to facilitate, and
participate in, such a call, which was subsequently scheduled for September 3, 2015.
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5.0 Activity at the Lockerby Mine

1. As set out in the Proposed Receiver’s Report, the Company planned to complete certain
work at the Lockerby Mine in order to address the safety of the mine during the receivership
period. The Company retained those employees who it believed to be the most qualified to
perform this work.

2. The work consists of two phases: (i) the inspection, cleaning and clearing of hazardous
materials (“Phase 1”); and (ii) dealing with explosive materials that remain in the mine
(“Phase 2”). Prior to commencing each phase, approval from the Ministry of Labour
(Ontario) (“MOL”) must be obtained.

3. On August 20, 2015, the Company received approval from the MOL to commence Phase 1.
The Company expects to complete the Phase 1 work imminently. On September 1, 2015,
the MOL advised the Company that MOL’s preferred approach to dealing with the explosive
materials is to permanently barricade off the area in which the explosives are located, but not
to blast the explosives. The Company is preparing a Phase 2 work plan, which it intends to
submit to the MOL shortly. The Company advises that it can complete the Phase 2 work
within a couple of weeks of receiving MOL approval of its Phase 2 work plan. The MOL and
MNDM will be required to address this issue after the abandonment.

6.0 Other Relief Sought

6.1 Pension Plan

1. The Proposed Receiver’s Report and the Affidavit included information regarding the
Pension Plan. At that time, the Receiver had received limited information or documentation
with respect to the Pension Plan.

2. Since the making of the Receivership Order, certain of the Pension Plan documents have
been provided to the Receiver. The Receiver and its counsel have reviewed the Pension
Plan documents provided and certain relevant books and records, including statements from
Great West Life (“GWL”), to whom Pension Plan contributions are paid on a monthly basis.
Based on the Receiver’s review of the documentation:

 the Company is the administrator of the Pension Plan; and

 the Company’s books and records indicate that the Company is current on its
contributions to the Pension Plan, which the Receiver also confirmed directly with
GWL.

3. The relief sought in respect of the Pension Plan was deferred to the Comeback Hearing in
order to provide notice to FSCO and the Unions.

4. The Receiver supports the relief sought by RCF to authorize the Receiver to cause the
Company to pay ongoing pension contributions as they become due without personal liability
to the Receiver for doing so. This will provide an efficient mechanism by which the
Company’s pension contributions can continue to be funded. Subject to Court approval, the
Receiver also intends to cause the Company to continue to fulfil its obligations as
administrator of the Pension Plan.



ksv advisory inc. Page 9 of 9

5. Given the reduced workforce, the pension payments are not expected to be material and
there is expected to be sufficient cash on hand to make these priority payments.

6.2 Sale Process for Exploration Properties

1. The Application Materials and the Proposed Receiver’s Report set out a sale process for the
Exploration Properties.

2. The Receiver believes the sale process is reasonable and appropriate in the circumstances
as it should provide sufficient time to canvass the market for prospective purchasers and
also provides the Receiver with flexibility to extend the timelines, if required. The Receiver is
proposing the bid deadline to be October 5, 2015.

6.3 HST

1. The Application Materials indicated that the Company was current on its HST remittances,
excluding a stub period for pre-filing HST amounts that would be required to be paid post-
filing.

2. Just prior to the receivership application date, the Company paid approximately $470,000 to
CRA to satisfy its HST obligation. This amount was based on an estimate of the Company’s
“stub period” HST obligation.

3. Notwithstanding that it appears that there are no further pre-filing HST obligations, for the
sake of administrative efficiency (including avoiding a further Court appearance), RCF is
seeking an order authorizing the Receiver to pay from the funds in the receivership account
any remaining pre-filing HST obligation.

7.0 Conclusion and Recommendation

1. Based on the foregoing, the Receiver respectfully recommends that this Honourable Court
make an Order granting the relief detailed in section 1.1(1)(g) of this Report.

* * *
All of which is respectfully submitted,

KSV KOFMAN INC.

IN ITS CAPACITY AS RECEIVER OF
FIRST NICKEL INC.

AND NOT IN ITS PERSONAL CAPACITY
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