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INTRODUCTION 

1. On November 10, 2009, Big Sky Farms Inc., Drycast Systems Inc. and Big Sky 

Management Consulting Corp.  (collectively, the “Applicants” or “Big Sky”) filed for 

and obtained protection from their creditors under the Companies’ Creditors 

Arrangement Act, R.S.C. 1985, c. C-36, as amended, (the “CCAA”) pursuant to an order 

of this Honourable Court dated November 10, 2009 (the “Initial Order”). 

2. Pursuant to the Initial Order, Ernst & Young Inc. was appointed monitor of the 

Applicants during these CCAA proceedings (the “Monitor”). 

3. Paragraph 15 of the Initial Order established a Stay of Proceedings until December 10, 

2009 (the “Stay Period”).  The Stay Period was subsequently extended to February 1, 

2010 by Order of this Honourable Court dated December 9, 2009; and further extended to 

February 11, 2010 by Order of this Honourable Court dated January 5, 2010.  On 

February 11, 2010, by Order of this Honourable Court, the Stay Period was extended to 

and including the earlier of March 18, 2010 or one Business Day after the Plan 

Implementation Date.  

4. On December 7, 2009, the Monitor issued its first report (the “First Report”), the 

purpose of which was to advise this Honourable Court with respect to, inter alia: (a) 

Background information pertaining to each of the Applicants; (b) Background 

information and the status of US proceedings commenced under Chapter 15 of the US 

Bankruptcy Code; (c) The request by the Applicants for an Order approving a claims 

process whereby Big Sky would, inter alia: (i) Call for claims of its creditors through the 

implementation of the Claims Process; (ii) Establish a Claims Bar Date of 5:00 pm 
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(Central Time) on January 15, 2010; and (iii) Establish a dispute resolution process that 

included the appointment of a Claims Officer; (d) The existence of potential Agricultural 

Lien Claims of indeterminable priority filed in respect to the pigs located in the State of 

Iowa, USA; (e) The cash flow of the Applicants between November 10, 2009 and 

November 29, 2009; (f) The activities of the Applicants and the Monitor since the making 

of the Initial Order; (g) The basis and requirement for the Applicants request for an 

extension of the Stay Period; and (h) The recommendations of the Monitor pertaining to 

the Claims Process, including the Claims Bar Date, and request for the extension of the 

Stay Period. 

5. On December 16, 2009, the Monitor issued its third report (the “Third Report”) the 

purpose of which was to, inter alia, advise this Honourable Court with respect to the 

status of the US proceedings pursuant to Chapter 15 of the US Bankruptcy Code and the 

Applicant’s request for an Order: (a) Approving an Insurance Finance Charge in favour 

of CAFO in the amount of $589,879.68, secured solely by the unearned or returned 

premiums and other amounts due to the Applicants in the event that the Applicants’ 

insurance policy is cancelled or collapsed; and (b) Requesting the assistance of the US 

Bankruptcy Court for a determination of the validity and priority of the Agricultural Lien 

Claims.   

6. On December 28, 2009, the Monitor issued its second report (the “Second Report”) the 

purpose of which was to, inter alia, provide information to this Honourable Court related 

to the status of the restructuring efforts and the Applicant’s request for an Order: (a) 

Authorizing and directing the filing of the Plan; (b) Authorizing and establishing the 

procedure for Big Sky to call, hold and conduct the Creditors’ Meeting; (c) Approving 
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the form of materials to be distributed to creditors affected by the Plan; and (d) Setting 

the conditions for approval of the Plan in order for the Plan to be sanctioned by the Court. 

7. On December 29, 2009, the Monitor issued its fourth report (the “Fourth Report”) the 

purpose of which was to, inter alia, provide information to this Honourable Court with 

respect to the Applicant’s request for an Order approving the sale of Big Sky’s idle 

farrow to finish operation in the District of Treherne, Manitoba to Porcherie Lac du Onze 

Ltee. (“Porcherie”) and vesting all of the Applicants’ right, title and interest in and to the 

property into Porcherie, free and clear of all liens and encumbrances, except permitted 

encumbrances. 

8. On February 9, 2010, the Monitor issued its fifth report (the “Fifth Report”) the 

purposes of which was to advise this Honourable Court with respect to, inter alia: the 

status of the Applicant’s divesture of Real Property; (b) the results of the Claim Process; 

(c) the proposed amendments to the Plan; (d) compliance by the Applicants with the 

Order of this Honourable Court authorizing the filing of the Plan, the mailing of the Plan 

and Meeting Documents and conducting of the Creditors’ Meeting; (e) the results of the 

vote at the Creditors’ Meeting, (f) the status of the conditions that must be satisfied in 

order for this Honourable Court to sanction the Amended Plan; (g) the conditions that 

must be satisfied to achieve Plan Implementation; (h) the proposed distribution to 

creditors under the Plan; (i) an update with respect to the Applicants cash flow for the 

Reporting Period; (j) the Re-Forecast of the Applicant’s cash flows for the Re-Forecast 

Period; and (k) the Applicant’s request for an Order sanctioning the Plan of Arrangement 

and allowing an extension to the Stay Period. 
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9. The purpose of this Sixth Report of the Monitor (the “Sixth Report”) is to provide this 

Honourable Court with information relating to, inter alia, the: 

(a) Motion brought by Big Sky Finishers (No. 1) Inc. (“Finishers”) dated February 18, 

2010 seeking an order that certain agreements between Finishers and Big Sky 

identified in a Notice to Disclaim or Resilate an Agreement (the “Notice of 

Repudiation”) issued by the Applicants to Finishers on February 4, 2010 not be 

disclaimed or resiliated; and 

(b) The recommendation of the Monitor pertaining thereto. 

10. Capitalized terms not defined in this Sixth Report are as defined in the Initial Order, the 

Claims Process Order, the Order (Authorizing Filing of the Plan of Arrangement & 

Creditors Meeting), the Order (Sanction of Plan of Arrangement, Approval of Articles of 

Reorganization, Postponement of Annual Shareholders’ Meeting, Termination of 

Unanimous Shareholders Agreement; Receipt of Late Filed and Contingent Claims; and 

Extension of the Stay of Proceedings), the Amended Plan, and the First Report to and 

including the Fifth Report.  All references to dollars are in Canadian currency unless 

otherwise noted.  A copy of all motion records and reports are available for creditors on 

the Monitor’s website at www.ey.com/ca/bigskyfarms . 

TERMS OF REFERENCE 

11. In preparing this Sixth Report, the Monitor has relied upon unaudited financial 

information, company records, and discussions with management of the Applicants.  The 

Monitor has not performed an audit, review or other verification of such information. An 

examination of the financial forecast as outlined in the Canadian Institute of Chartered 

http://www.ey.com/ca/bigskyfarms
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Accountants Handbook has not been performed.  Future orientated financial information 

relied upon in this report is based on management’s assumptions regarding future events 

and actual results achieved may vary from this information and the variations may be 

material. 

BACKGROUND INFORMATION 

12. Background information pertaining to the Applicants and the CCAA proceedings is 

contained in the First Report through to and including the Fifth Report of the Monitor 

filed with this Honourable Court. 

CURRENT ECONOMIC CONDITIONS FOR THE HOG INDUSTRY 

13. Lean hog futures pricing on the CME Index highlights the volatility within the hog 

industry over the past three years, as indicated below: 
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14. The Canadian hog industry has faced an extended downturn that can be attributable to a 

number of economic factors, including: 

(a) The strengthening of the Canadian dollar versus the U.S. dollar, which currently 

resides at Cdn$1 = US$0.9755 (Bank of Canada noon rate – March 9, 2010).  Hog 

inventory sale contracts are priced and paid in U.S. dollars based on a U.S. dollar 

pricing formula.  The effect of the rising Canadian dollar has resulted in an erosion 

in Canadian dollar revenue to Canadian hog producers; for instance, each $0.01 

increase in the Canadian dollar against the U.S. dollar results in a reduction of 

approximately $1 million in operating revenue to the Applicant; 

(b) A significant rise in the price of feed, mainly caused by the U.S. Government’s 

policy mandating minimum ethanol production amounts which has increased the 

demand for corn.  The effect of the diversion of corn to alternative products resulted 

in increased demand and thereby higher prices for other cereal crops used as feed in 

hog production units.  While feed prices have more recently abated, it is uncertain 

as to whether this price abatement is sustainable or whether enhanced global 

demand with recovering global economies will re-ignite cereal grain pricing; such 

that feed pricing pressures will again cause margin erosion for hog producers; 
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(c) The international H1N1 flu virus which has been and remains characterized as 

“swine flu” that caused a material abatement in consumer demand for pork, further 

depressing the price of pigs.  While the H1N1 vaccine has relieved fears of a wide-

spread return of the virus, consumption levels of pork remain below pre-H1N1 

levels and hog prices remain impacted; and 

(d) The negative impact upon prices obtained by Canadian hog producers from U.S. 

pork processors for Canadian pigs as a result of the United States legislation 

requiring Mandatory Country of Origin Labelling (“MCOOL”) that went in to 

effect on September 30, 2008 (with the final rules taking effect on March 18, 2009).  

MCOOL was identified by Agriculture and Agri-Food Canada as a contributing 

factor to the decline in demand for Canadian pork:  
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Hog Numbers began their decline three years ago as producers, faced with 
rising input costs and declining prices, cut back on their production.  The 
situation was further aggravated in late 2008 and early 2009 as Canadian 
producers facing uncertainties associated with the MCOOL experienced 
reduced US export markets for live feeder and slaughter hogs.1 

15. While the forecast for lean hog prices as outlined on the CME futures index indicate 

levels that will result in a return to industry profitability, the economic forces faced by the 

industry remain uncertain and variable.  All producers must be cognizant and focused on 

maintaining a streamlined cost structure and liquidity to promote longer term stability and 

sustainability. 

AGREEMENTS WITH BIG SKY FINISHERS (NO. 1) INC. 

16. Finishers acquired two large scale hog finishing barns and related land, facilities and 

equipment located near Ogema, Saskatchewan (the “Project”) from Big Sky in 2003. 

17. In May of 2003, Big Sky entered into the following agreements with Finishers, 

collectively referred to as the “Contracts”: 

(a) A contract finishing agreement (the “Contract Finishing Agreement”) dated May 

16, 2003 whereby Finishers has agreed to finish hogs owned by Big Sky from 

weanling size to full-grown market-weight hogs to a term ending June 30, 2018.  A 

copy of the Contract Finishing Agreement is found at Exhibit “B” to the affidavit of 

John Beckton sworn on February 18, 2010 (the “Beckton Affidavit”); 

(b) An option agreement (the “Option Agreement”) dated May 16, 2003.  Subject to 

the terms and conditions of the Option Agreement, Finishers has a put option to sell 

to Big Sky the Project and Big Sky has a call option to repurchase the Project at, 

                                                 
1 Agriculture and Agri-Food Canada – Quarterly Pork Report, January – March 2009 
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subject to certain adjustments, the depreciated book value of the barns at the time of 

sale.  A copy of the Option Agreement is found at Exhibit “C” to the Beckton 

Affidavit; and 

(c) An indemnity agreement (the “Indemnity Agreement”) dated May 16, 2003 

pursuant to which Big Sky has agreed to indemnify Finishers, along with its 

directors, officers and certain related persons, against certain claims or losses 

resulting from environmental activity on the Project.  A copy of the Indemnity 

Agreement is found at Exhibit “D” to the Beckton Affidavit. 

18. The key ownership and economic terms found in the Contract Finishing Agreement are:  

Term of Agreements May 16, 2003 – 
June 10, 2018 

Ownership of Hogs Big Sky 

Ownership of Hog Finishing Barns Finishers 

Monthly Base Fee (A) $104,000 

Monthly Marketing Incentive Payment1 (B) $8,550 

Total Monthly Payment (A + B) $112,550 

Total Annual Payments $1,350,600 

Hog Finishing Spaces Provided by Finishers 24,000 

Cost per Hog Space (C) $56.28 

Annual Manure Removal Costs per Hog Space2 (D) $9.75 

Total Cost per Hog Space (C + D) $66.03 
Notes: 

1. Estimate based on annual hog inventory turnover 
2. Estimate based on estimated annual removal costs 
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19. As indicated above, the Total Cost per Hog Space under the Contract Finishing 

Agreement with Finishers is $66.03. 

20. The key economic terms of the Option Agreement include: 

(a) Absent termination of the Contract Finishing Agreement, Finishers may exercise a 

put option to sell one or both of the hog barns at any time after June 30, 2009 but 

subject to certain conditions and restrictions, not later than May 31, 2018; 

(b) Big Sky may exercise a call option to purchase one or both of the hog barns at any 

time after June 30, 2017, but not later than May 31, 2018;  

(c) The purchase price for each barn, should either the put or call option be exercised, 

is the book value of the barn less depreciation at the date of exercise.  As of the date 

of the contract, the book value of each barn was agreed to be $3.55 million (total 

$7.1 million) while the book value of each barn at the end of the contract, June 30, 

2018, was, subject to additions and dispositions, agreed to be $900,000 (total $1.8 

million) (this amount represents the investor’s equity in the Projects as the 

mortgages on the barns are scheduled to be paid by that date). 

CHRONOLOGY OF EVENTS 

21. The following chronology summarizes events, some of which are based on 

representations from Big Sky management, that are relevant to the application by 

Finishers: 
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DATE EVENT 

May 2003 The Applicants and Finishers enter into the 
Contracts  

June 2007 Economic conditions faced by the hog industry on a 
global basis begin to deteriorate as a result of the 
above identified economic drivers 

August 14, 2008 Big Sky management meet with Mr. Beckton,  to 
negotiate amendments to the Contracts to reflect 
economic realities faced by the Applicants 

September 22, 2009 Big Sky management meet with Mr. Beckton to 
negotiate amendments to the Contracts to reflect 
economic realities faced by the Applicants 

November 10, 2009 The Applicants apply for and are granted by this 
Honourable Court relief under the CCAA 

January 29, 2010 Pursuant to contract negotiations the Applicants 
issued to Finishers an offer to amend the Contracts 

September 22, 2009 to February 3, 2010 Big Sky management and Finishers have frequent 
discussions regarding amendments to the Contracts 

February 3, 2010 Big Sky management determines negotiations to 
amendments to the Contracts are at an impasse and 
the window of opportunity to achieve resolution is 
at an end  

February 4, 2010 The Applicants issue the Notice of Repudiation of 
the Contracts 

February 8, 2010 The Applicants conduct the Creditors’ Meeting 

February 11, 2010 The Amended Plan is sanctioned by the Court 

February 11, 2010 Finishers requests written reasons for the issuance 
of the Notice of Repudiation pursuant to CCAA s. 
32(8)  

February 16, 2010 The Applicants provide written reasons to Finishers 
pursuant to CCAA s. 32(8) 

February 18, 2010 Finishers files a motion with this Honourable Court 
seeking to set aside and vacate the Notice of 
Repudiation of the Contracts 

February 26, 2010 The US Bankruptcy Court issues an order 
confirming the Order sanctioning the Amended Plan 
(the “U.S. Confirmation Order” attached as 
Appendix “B”) 
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MONITOR’S ANALYSIS 

Scope of Review 

22. In performing its analysis that have led to its recommendations, the Monitor has relied 

upon the following documents, discussion and analysis (certain of the documents 

indentified below have been excluded from inclusion as appendices to this report as: (i) 

the contents are proprietary in nature or confidential such that disclosure could be 

competitively damaging to Big Sky; or (ii) included as an attachment to other material 

filed with this Honourable Court): 

(a) The Contracts (Exhibit “B”, “C”, and “D” to the Beckton Affidavit); 

(b) The Beckton Affidavit; 

(c) The Seventh Supplementary Affidavit of Canute Tagseth sworn March 8, 2009 (the 

“Tagseth Affidavit #7”); 

(d) Discussions with each of Casey Smit, CEO, Canute Tagseth, CFO, and Heather 

Forbes, Johnson Advisory Services, (the “Special Advisors”); 

(e) Detailed costing analysis as prepared by the Special Advisors under cover email of 

January 28, 2010 (confidential); 

(f) The Financial Statements of Finishers as at June 30, 2009 (Exhibit “G” to the 

Beckton Affidavit) and December 31, 2009 (Attached as Appendix “C”); 

(g) Canadian and Iowa grower contract analysis as prepared by Big Sky (confidential); 

(h) Province of Saskatchewan land title documents (Attached as Appendix “D”); 
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(i) Information memorandum and Order of the Queen’s Bench of Alberta approving 

the sale of the hog facilities of Great Plains Farms Ltd. (Exhibit “D” to Tagseth 

Affidavit #7) ; 

(j) The notice issued by the Applicant to Finishers dated February 16, 2010 in response 

to a request from Finishers pursuant to CCAA s. 32(8) (Attached as Exhibit “H” to 

the Tagseth Affidavit #7); 

(k) CME Futures Index and such other indices as relevant; and 

(l) Such other review and analysis as deemed necessary by the Monitor in its sole 

discretion. 

Analysis Performed 

Contract Finishing Agreement 

23. As outlined above, the Contract Finishing Agreement between the Applicants and 

Finishers has an estimated cost per hog space to the Applicants of approximately 

Cdn$66.03. 

24. Big Sky currently contracts finishing spaces with various other contract growers in 

Canada and Iowa.  As a result of deteriorating hog prices and the escalating Canadian 

dollar, Big Sky embarked on a process of renegotiating its contract grower arrangements 

in both Canada and in Iowa.  Since 2007, Big Sky has renegotiated its contract finishing 

rates as follows: 

(a) Saskatchewan – average of Cdn$38 per hog space; and 
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(b) Iowa - average of US$32 (or Cdn$33 based on a conversion rate of Cdn$1 = 

US$0.9755) per hog space.  

25. The table below compares the cost of contract finishing agreements that Big Sky has 

recently negotiated in Canada and the United States with the existing Contract Finishing 

Agreement: 

Comparison of Other Agreements with Finishers’ Agreement 

Locale Average Price per Hog Space 

Saskatchewan Cdn$36 to Cdn$40 

Iowa (U.S.) US$30 to US$35 (Cdn$31 - Cdn$36) 

Big Sky Finishers (No. 1) Inc. Cdn$66 

  

26. Similar to the Contract Finishing Agreement (adjusted for price comparison purposes to 

include manure removal), the contracts in Canada and the United States includes all 

labour, operational costs and manure removal.  The average price per hog space under the 

Contract Finishing Agreement with Finishers exceeds the average price per hog space in 

Canada by Cdn$26 to Cdn$30 (40% to 45%) and exceeds the average price per hog space 

in the U.S. by Cdn$30 to Cdn$35 (45% to 53%).   

27. When compared to the average cost of other finishing contracts in Saskatchewan, the 

current contractual obligations with Finishers results in Big Sky incurring additional costs 

of approximately $672,000 annually, calculated as follows:  
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Annual Incremental Cost of Agreement with Finishers 

 Contract with 
Finishers 

Average 
Contract in 

Saskatchewan 

Increased Cost 
of Finisher’s 

Contract 

Average Price per Hog Space $66 $38  

Hog Spaces 24,000 24,000  

Total in Cdn$ $1,584,600 $912,000 $672,000 

28. Assuming Big Sky could secure finished hog sale contracts in the United States that 

would absorb the production currently processed under the contract grower arrangement 

with Finishers (approximately 66,000 to 70,000 hogs annually), such as to permit Big 

Sky to secure hog grower contract arrangements at a lower cost in the United States, the 

net  savings to Big Sky would increase by approximately $108,000 annually (based on an 

additional estimated saving of Cdn$4.50 per hog space equivalent (24,000 hog spaces)), 

to a total of $780,000 per annum. 

29. In previous years, Big Sky was able to realize a cost subsidy of its Canadian contract 

grower operations that resulted from a weak Canadian dollar in comparison to the strong 

US dollar.  During the period of January 2, 2009 to March 9, 2010, the Canadian dollar 

appreciated from Cdn$1 = 0.8260 to Cdn$1 = 0.9755 or 18.1%, resulting in erosion of the 

cost subsidy by the equivalent percentage.  As all hog sales are calculated based on a U.S. 

dollar pricing formula, including production derived from the Finishers barns, and 

assuming a total Contract Finishing Agreement annual cost of $1.58 million, the foregone 

subsidy as a result of the appreciated Canadian dollar (annualized) would approximate an 

amount exceeding $286,000. 
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30. In addition to the foregoing, it is evident based on the revised contractual terms obtained 

by Big Sky with other contract growers in Saskatchewan that at pricing equivalent to 

Cdn$38 per hog space contract grower operations can achieve viability. 

Option Agreement 

31. If the Option Agreement is not disclaimed, Finishers will maintain the right to exercise its 

Put Option following Plan Implementation (following termination of the Stay Period).  

Based on the December 31, 2009 net book value of the Project, if the Put Option was 

exercised by Finishers immediately following Plan Implementation, the purchase price to 

be paid by Big Sky would approximate $4.83 million, representing a purchase price of 

$201 per hog space equivalent. 

32. Since the downturn in the hog industry, there have been few transactions in the industry 

to substantiate fair value for finishing barns.  The insolvencies of Stomp Pork Farms Ltd. 

and Fairway Farms Ltd. in Saskatchewan have resulted in a number of barn closures and 

those facilities remain vacant and unsold.  This excess capacity of hog barns in 

Saskatchewan has impacted the fair market value of all hog barns in the Province, and the 

Project would not be immune from these influences.   

33. The most recent known sale of hog facilities include: 

(a) The Leroy Agra Pork finishing barn (40,000 spaces), which was reportedly sold in 

May 2009 for approximately $2 million or $50/hog space;   

(b) Three Great Plains Farms Ltd. hog facilities (totalling 6,000 hog spaces) located 

near Medicine Hat, Alberta were sold by a Receiver in August 2008 for $230,000 

or $38/hog space; and   
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(c) A hog facility (10,000 spaces) located in the District of Ponteix, Saskatchewan 

was recently purchased by New Generation Pork Finishing Inc. for $400,000 or 

$40/hog space.   

34. Assuming the Leroy Agra Pork transaction value of $50/hog space is reflective of the 

current market value for finishing barn production facilities, the Project would have a 

total fair market value of only $1.2 million, $3.6 million below the current Put Option 

value of $4.8 million. 

35. At a value of $4.83 million, the Project has the hog space equivalent value of 

approximately $201 which is $151 higher than the next highest comparable per hog space 

equivalent:   

Comparison of Put Option Purchase Price vs. Recent Hog Barn Sale 

Put Option Purchase Price  
(based on December 31, 2009 Net Book Value) $4,833,207 

Equivalent Hog Spaces 24,000 

Purchase Price per Equivalent Hog Space (A) $201.38 

Leroy Agra Pork Sale Price per Equivalent Hog Space (B) $50.00 

Amount Put Option Price exceeds Leroy Agra Port Sale (A – B) $151.38 

36. In addition to the foregoing, if the Option Agreement is not disclaimed and Finishers 

exercises the Put Option pursuant to the terms of the Option Agreement, Big Sky would 

have no ability to finance the purchase pursuant to the current terms of the exit financing 

facility or to acquire the facility through excess cash flow. 
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FINDINGS AND RECOMMENDATIONS OF THE MONITOR 

37. Based on the foregoing, and absent negotiated and acceptable amendments to the terms of 

the Contracts, it is the view of the Monitor that the issuance by Big Sky of the Notice of 

Repudiation was warranted for the following reasons: 

(a) The cost per hog space equivalent associated with the Contract Finishing 

Agreement far exceeds equivalent costs at competitive rates for finishing barn 

facilities in both Canada (Saskatchewan) and the United States (Iowa); 

(b) The Put Option associated with the Option Agreement could result in the Applicant 

being required to pay a purchase price for the Project at a value that is more than 

4.0 times the estimated fair market value of the assets comprising the Project;  

(c) Disclaimer of the Contracts would enhance the prospects of the Applicant’s future 

viability; and 

(d) While the Monitor is cognizant of possible adverse consequences to Finishers 

associated with the Notice of Repudiation, on a balance of prejudice test the 

Monitor believes that the viability of Big Sky as an operating entity, including 

within the local communities in which it operates, outweigh any possible adverse 

consequences to Finishers. 
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All of which is respectfully submitted this 9th day of March, 2010. 

ERNST & YOUNG INC.  
In its capacity as Court Appointed Monitor 
of Big Sky Farms Inc., Drycast Systems Inc.  
and Big Sky Management Consulting Corp. 
 
Per:  

 
Kevin Brennan, CA•CIRP, CIRP 
Senior Vice-President 
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