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INTROGDUCTICN AND PURPOSE OF THE REPORT

1

On July 5, 2017, Canada North Group inc. ("CNG™), Canada North Camps Inc. ("CNC™),
Campcorp Structures Lid, ("Campcorp’, D.J, Catering Lid, ("DJ™), 816956 Alberta Lid.
("816"), &And 1371047 Alberta Lid. ("137") (hereinafter coliactively referred as the
“Applicants” or the “Companies” or the "Group") made an appiication before this
Honourabie Court requesting certain relief under the Compantes’ Creditors Arrangement
Act, R.5.C, 1985, ¢, C-26, as amended (the "CCTAA") and obfained, inter alla, an initial
order (the "initial Order"), a stay of proceedings ("$iay') agalnst the Applicants for a
period of 30 days up to and including August 3, 2017, and the appointment of Ernst &
Young inc. (“EY{" or the "Monitor”} as monitor of the Applicants. In addition to the

appointment of the Monitor, the Initial Order also included the appointment of R.e.l.

group inc. as Chief Restructuring Officer ("CRO"}.

Prior to the application noted above, on June 26", 2017, each of CNG, CNC, Campcorp,
and DJ filed a Notice of Intention to Make a Proposal ("NOI") pursuant to Section 50.4(1)
of the Bankruptcy and insclvency Act, R.5,C. 1985, c. B-3 ("BIA™) and EYI consented to
act as Trustee in each instance. These NOI proceedings commenced by CNG, CNC,

Campeorp and DJ under the BIA were taken up and continued under the CCAA,

The purpose of this report (the "Monitor's First Report™ is tc provide this Honourabie
Court and the Applicants’ creditors and other interested parties with information and a
recommendation in connection with the-Group's application for an exiension of the Stay
Imposed under the Initiat Order up to and inciuding November 3, 2017, Specifically, this

report will address the following:

a) The Monitor's activities since the date of the Initial CGrder;

by The CRQ's activities since the date of the Initial Order;

c) The conduct of the Applicants since the date of the Initial Order;

dy Changes and developments pertaining fo the Companfes' weekly cash fiow
projection previously provided in support of the initial Order;

e) The status of Applicanis’ restructuring efforts and the related Plan of
Compromise or Arrgngement (the “"Plan™);

fy  The potential addition of 1219209 Alberta Ltd, ("1919"} as an applicant to the
CCAA proceedings

gy Other matters relevant to these CCAA proceedings or the Applicants’ application

for an extension of the Stay at this time; and,
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h) The Monitor's recommendations in relation to the extension of the Stay, and the

addition of 1919 to these CCAA proceedings as requested by the Applicants,

DISCLAIMER

4,

in preparing this report, the Monitor has relied upon unaudited financlal information of
the Applicant, the Applicant's boéks and records, certain financial information prepared
by the Applicant and discussions with the Applicant’s management. The Monitor has not
audited, reviewed or otherwise attempted to verify the accuracy or compieteness of the
information provided, Accordingty, the Monitor expresses no opinion or other form of
assurance on the information contained in this report or relied upon in its preparation.
Future orlented financial information reported or relied onin order to prepare this report
Is based on management's assumptions regarding future events; actual results will vary

from forecast, and such variations may be material,

This repert should ke read in conjunction with the Affidavit of Shayne McCracken which

has been filed by the Applicants’ Counsel in support of this application.

All references to dollars are in Canadian currency unless otherwise noted,

MONITOR’S ACTIVITIES SINCE THE DATE OF THE INITIAL DRDER

7.

Since the date of the initial Order, the Monftor's activities have included the following:

a) arranging for notice of the CCAA preceedings to be published in both the Edmonton
Journal and the National Post as directed by the Court. This notice ran on July 12,
2015 in both publications as this was the earijest dafe thai could be obtained given
the timing of the tnitial Order and pubiication cut-off deadlines stipulated by both

newspapers;

b) sending the reguired nctice of the CCAA proceedings to the Group's creditors within
5 days of the Initial Order;

¢y establishing a website at hitp.//documentcentre.eycan.com/Default.aspx under the

“Canada North Group et al” link where all of the materials filed with the Court and
all Orders made by the Court in connection with these CCAA proceedings are

available/ being made avaliable In electronic form;

d) implementing procedures and ftimelines with the Group and the CRO for the
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e)

f3
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monitoring of the Group's cash flows and for ongoing reporting of varfances

between acfual resuits and the Group's cash flow projections;

reviewing and testing information in relation to the Group's actual cash flows and
related disbursements, and further review of the Group's accounts recejvable and
the potential impact of these proceedings on the on-going accounis receivable

balance;

extensively meeting with (by telephone or in person) management of the Group, the
CRO, the Group's counsel and counsel to the Monitor to discuss ongoing operations,

issues arising with creditors and customers, and the CCAA proceedings in general;

corresponding with numerous creditors and cther stakeholders regarding the state

of affairs and the CCAA proceedings in general;

discussing varipus ideas and potential optiens with the CRO and the Group with
respect to & preliminary direction with respect to the draft of the Plan to be offered

to the creditors in these CCAA proceedings; and

preparing this First Report. -

CRO'S ACTIVITIES SINCE THE DATE OF THE INITIAL ORDER

8.

The CRO was engaged by the Group on July 6, 2017, and representatives of the CRO

commenced work immediately thereafter. Commencing July 10, 2017, the CRO has

been on site at the Group's premises for a significant amount of time since being

engaged, The CRO has advised the Monitor that its actions to date have included the

foliowing:

a)

b)

o)

initiated daily management meetings with senicr management of the Group to
provide a Torum to coordinate restructuring efferts and help to ensure timely

communication among the managemant team and the CRO;

commenced the process of revieawing and understanding the Group's structure,
assets and liabllities including the various secured lenders and major equipment

lessors;

assisting management with day to day challenges arising as a resuft of the CCAA

filing;
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initiating a new cash management procedure to ensure efficient contro! of cash and
cash reporting that takes into account the requirements of the Monitor and the DIP

iender;

undertaken a detailed review and update of the 13-week cash flow projections

nreviously filed with the Court;

engaged in introductory meetings or cails with various parties who have expressed
aninterest in participating in a restructuring through refinancing, purchasing assets

of investing in the Group;

inftiated a review of the Company's financlal reporting to understand the debt level
that could be supported by cperations post-restructuring;

commenced a review of the varicus turnaround and profit enhancement programs

management had implemented prior to the CCAA;

engaged in discussions and meetings with the Monitor to co-ordinate its invelvement
and oversight, as required under the Initial Order. in addition, the CRO and Monitar
have agreed on a plan to avold duplication of efforts and use Edmonton-based
resources wherever feasible, in order to assist the CRO in an effort to reduce

professional costs;

initiated the development of a detailed analysis of the Group's material assets and
related ligbilities for all individual entities within the Group that would help toinform

a comprehensive balance sheet restructuring plan;

commenced a review of several poiential real estate sales that were initiated by the
Group prior to the date of the CCAA Order in an effart to determine if completing
such transactions are beneficial to the future viability of the Groun and in line with

the CCAA process and objectives; and,

worked with management and the Interim Lender on tmplementation of the credit
facility approved under the Initiat Orger as well as the working capital support for

the recent upturn in work/revenue as a result of the B.C, wildfires,




CONDUCT OF THE APPLICANT SINCE THE DATE OF THE INITIAL ORDER

9,

10,

11,

12,

13,

The CRO has been working extensively with the Group since being engaged in these CCAA
proceedings and has advised the Monltor that the Group's management and staff have
been making significant efforts in all respects and are cooperating fully with the efforts
of the CRO,

in addition to the above, the Monitor has also worked guite extensively with management
of the Group, and as a result, is of the opinien that the Applicanis have acted in good
faith and with due difigence in connaction with its continued operations and the CCAA
proceedings since the date of the Initial Order. Nothing has come to the attention of the
Manltor to suggest that the Apptfcants are not diligently working towards fillng a Plan to

restructure its affairs within these proceedings.

The Monitor has been advised that the CRO and the Applicants continue to pursus
preliminary discusslons with numercus different parties for sources of new financing,
new equity and/or capltal injections, and has advisad the Monitor that several parties are

keen to move forward with thelr various discussions in this regard.

The Group has advised that all employee wages and related source deductions have been
paid as required, and in addition, all required payments and filings on account of GST

have also been made as required,

The tMonitor has been monitoring the cash receipts and disbursements made by the
Groun, and based on its review, is not aware of any material transactions that woulid be

considered outside the normal operations of the business.

CHANGES AND DEVELOPMENTS PERTAINING TO THE GROUP'S WEEKLY CASH FLOW
PROJECTIONS

Actual Results Versus Projections

14,

15.

Aftached as Schedule "A" to this repart is an anatysis prepared by the Group with the
assistance of the CRO comparing the projected weekly cash flows (from the "Revised
Projections” filed by the Monitor with its Proposed Moniter's Report) to actuals for the
weaks ended July 8, 2017 and July 15, 2017,

As outlined in Sehedule “A", in aggregate, the Greup's actual ending cash balance for
the period noted aheve is higher than projected by $403,331. The Group's management
7



sites several reasons for these variances, the more significant of which are outlined in

the paragraphs which follow,
Casgh Collections

16, in aggregate, total cash collections were higher than projected by $349,443, The
largest reason for this variance relates to “Collections - catering A/R", In that this line

ltem is higher by $290,077 on acceunt of a number of factors including:

a) as ncted in the Proposed Monitor's Report, the Group's management indicated that
it took 3 conservative approach with respect to projected cash coliections cutlined
in the Revised Projections. Several accounts receivable were received earlier than
anticipated (one such example includes the recelpt of approximately $79,000 from
the B.C, Wiidfire work earlier than expected, In addition Lo a number of cther smaller

amounts); and,

by the recaipt of approximately $157,000 on account of the Big Stone Tansi receivable

which was not included as a cash collection in the Revised Projections.

17. Other cash collection variances related again to receipts which were receivad earlier than
projected from construction (Campecorp) receivables of $17,615 and the recovery of an
insurance over payment in the amount of $33,526 that was in the process of being
recovered at the time the Revised Projections were being prepared, but the recovery of

and timing of this recovery were uncertain,

18, In aggregate, cash dishursements from operaticns (without considering the additional
fire camp costs and revenue, discussed next) for the period were lower than projected
by $160,85L. There are & few significant reasons for this variance, which include the

foltowing:

8) Source Deductions for the Group were not yet paid as at July 15, 2017, and as per
the projection totalled $74,083. In the end, this is simply a timing difference, The
Momnitor discussed this matter with the Greup on July 19, 2017, and advises that
there was a misunderstanding which arose as a result of the interpretation of the

wording in the Initial Grder with respect to the payment of the source deductions by




the Group for pre-fiting amounts, After a discussion with the Monitor in this regard,
the amounts owing were paid as required on July 19, 2017 (which falls outside the
period of review and wiil be an Increase in cash cutflows Tor the week ended July 22,
2017

by Actual costs in relation to the Group's construction projects were $57,427 lower
than projected. Af the time the Revised Projections were prepared, the Group's
management was not able to consult with its construction team to confirm it had
captured the allocation of the costs in relation to Its on-going projects in accordance
with the construction schedules of the projects. As such, a timing difference In this

regard has occurred.

£y The Group has not been required to deposit $50,000 with its credit card provider to
continue to use its cards post-filing. The Group believes this is simply & timing
difference as the amount is reflected in the New Projections (the New Prgjections
will be definad and discussed later in this report). The Monitor understands that the
credit cards are paid as charges are incurred and, as such, the credit card issuer was
not listed by the Group as a creditor as at the date of the NOI or CCAA proceedings
as no amounts were due and owing. As a result, the credit card provider was not

directty notified by the Monitor of the CCAA proceedings.

dy A number of utility and property tax expenses were significantly lower than
projected, which appears {o be a timing tssue.

ey Only $38,257 of the “Contingency” amount was used resulting in a cash savings of

530,186 as compared {o the Revised Projections.

fy  The above cash savings variances were partialty offsef by a few expenses that were
not known at the time of the Revised Projections. These expenses Include a payment
to WCE in the amount of $25,000 and professional fees pald primarily on account of
the CRO as per the CRO's Court-approved engagemeant letter with the Group.

Interim Financing ¢'DIP™)

19, As at July- 15, 2017, the actual amount of DIP financing requested and received by the
Group from the Interim Lender was in the amount of $450,000.00 and in line with the

Revised Projections,




Other Comments

20,

21

Since the fillng of the NOI proceedings, the Group has been called upon under a contract
with the Province of British Columbia ("BC'™) to house the firefighters currently working
to fight the wildfires in BC. This will have a significant posltive impact on future cash
inflows and receivables: however, in the short term a significant cash outflow will be
reguired for labour and supplies to fund the working capital related to this contract, For
the two week period ended July 15, 2017, the Group incurred $150,123 of expenditures
in rejation to the BC fire camps that were not anticipated at the time the Revised
Projections were prepared. At present, this presents & significant unexpected cash
outfiow to the Group, but significant cash inflows should result in the near futire as a
result. The Group expects to receive funds from the BC Government within 20 days of

each Invoice.

as noted in the Proposed Monltor's Report, given that projections are based on fuiure
related assumptions, the results will vary from projected and the variations couid be

material. The Monitor believes that the Group is mindful of the implications of the cash

flow results and is working diligently to maintain and build its business. Further, the

Monitor beliaves that the primary reasons for the varlances noted above are reasonable

in the circumstanceas.

Expected Changes in Future Week’s Projections

22,

23.

Attached to this report as Scheduie "B" is & set of cash flow projections (the "New
Projections") as prepared by the Group with the assistance of the CRO, As wiil be evident
from a review of Schedule “B" only a condensed version of the New Projection is being
filed with the Court on account of the Group's and the CRO's concerns with respect to
the possibility of sensitive operational details being shared with the Group's competitors
or otherwise. The Group has advised the Monitor that it is comfortable releasing more
detalled versions of the New Prejections to legitimate stakeholders for legitimate
purposes in relation to these CCAA proceedings, provided some form of confidentiality

undertaking is agreed to between the Group and the requesting party,

In discussions with the Group and the CRO, the Monitor has been advised that a number

of significant changes/developments have occurred since the commencement of these

CCAA proceedings that, in the view of the Group and the CRO, necessitated the creation

of the New Projections. Examples of these changes/cevelopmenis include the following:
10



24,

25,

a) the addition of the BC Fire Camp revenues and expenses that were not known to the

Group or the Monitor at the time of the Revised Projections;

B) an anticipated increase in the amount of professional Tees assoclated with the CCAA

proceedings based on work required te date, and anticipated future work reguired;

cy an anticipated need for an increase to the amount of interim financing permitted in
the Initial Qrder primarily required to fund increased working capital requirements

associated with the BC Fire Camps; and,

dy to lllustrate tothe Court and other stakeholders the anticipated cash position of the
Group further inte the future, in conjunction with the Group's reguest for an

extension of the Stay,

The New Projections were first presented and reviewed with the Monitor on the
afternoon of July 19, 2017, and given the timing of this report the Monitor has not been
able to thoroughly review or test the New Projections with the Group or the CRO;
however, the Monitor can advise that from its preliminary review and work on the New
Projections, it is of the initial view that the Group, with the assistance of the CRO, has
made a reasonable effort to prepare the New Projections accurately. Similar to the
Revised Projections filed with the Proposed Monitor's Report, the Group's management

has indicated that the New Projections are likely conservative,

Provided the Group achieves figures in the New Projections, the following notable points
gre presented for consideraticn by the Court and the Group's stakeholders by the

Monitor at this time:

a) Total cash collections will be $6,792,.634 over the New Projection Period. If the
actual collections for the weeks ended July 8 and July 15% are added to this
figure, the total actuzl and projected cash cotlections will be $7,349,810 from
the commencement of the CCAA proceedings. This is an increase of $3,192,157
over the Revised Projections wherein the Group projected to coliect a total of
54,157,652, This significant variance 1s the result of @ number of factors, but
primarily relates to the increase in revenues on account of the BC fire camp work,
and the additional month of collections not included previously in the Revised

Projections;

ny Totafcash expenditures are projected to be 56,174,581 over the New Projection

11




20,

)

el

f)

g)

period. Similar to the above this significant increase is the result of a number of
factors, but primarily relates to the Increase in costs associated with the BC fire
camp work, increased professional fees, and the additional month of payments

reguired to maintain operations,;

In order for the Group to operate in accordance with the New Projections, an
increase in the interim financing permitted under the Initial Order will be
reguired. As per Schedule B, the amount of interim financing required could be
as high as $2.45 millien in the week ended August 19, 2017, before seeing that
same amount be reduced in subsequent weeks from projected repayments by
the Group. The end balance of outstanding interim financing in the New
Projections is $1.1 miliion lower than the amount reflecied In the Revised
Projections; however, the cash bafance is also lower (discussed in the next two

points that follow);

The negative cash position of CWB is slightty reducad in the New Projections in
comparisen to the Revised Projections from -$11,972,857 t0-511,230,565 or
a difference of $42,292. The Monitor understands that this recuced amount
reflects the most current position of CWB that was known to the Group and the

CRO since the commencement of the CCAA proceedings;

The ending cash balance in the Group's other account changes from $934,109
in the Revised Projections to $312,546;

Professional {ees are projected to be $956,686 in the New Projections which
have increased on account of anticipated additional work required by all of the
professionals involved in the CCAA proceedings as well as the additional month

of time included in the New Projections; and,

Owverall, the Group’s ending position in the New Projection with respect only to
the CWE indebiedness, cash in other bank accounts and the ending outstanding

interim financing improves by $520,729 over the Revised Projections.

The Group was not able to provide the Monifor with a rofiing schedule of aged accounts

receivables or payables that they project would result in conjunction with the New

Projection. As such, the Moniter cannot comment on the anticipated status or quantum

of the Group's accounts recefvables or pavables as aresult of the New Projections at this

time. The Monitor advises that the Group has commiited to adding this reporting to the

12




information the Monitor will receive on a weekly basis,

STATUS OF APPLICANTS' RESTRUCTURING EFFORTS AND THE RELATED PLAN

27.

28,

29.

The Group's business and operations are very complex, and as at the date of this report
it is simply too early in Lhe process fo provide any definftive view as to what a
comprehensive restructuring pian might include. The CRO has indicated that further
work is required to develop a more complete understanding of the operations and the
various stakeholders as & precursor to the development of a comprehensive
restrocturing plan, However, based on the CRO's preliminary work to date and the co-
operation of the management team, the CRO balieves that there is certainty potential for
8 going concern plan that could provide significantly grester value to stakehoiders as

compared to aliguidation,

Notwithstanding the above comments, as noted earlier in this report the Monitor
understands that the CRO has engaged in Introductory meetings and/or calls with
various parties who have expressed an interest in participating in the restructuring
through refinancing, purchasing assets, investing in the Group, or a combinaticon thereof.
While very preliminary, these discussions do provide an initial indication of market

interest in providing support for a restructuring plan;

In addition to the above, while more work is needed to gain comfort with the analysis and
reporting, the CRO is of the initial view that several profil and gross margin
improvements have bean realized by the Greup on account of changes to operations,
slaffing and other cperational matters, The Monitor has not been able to review this

information with the Group or the CRO as at the date of this report.

ADDITION QOF 1919205 ALBERTA LTD, {"1919') A5 AN APPLICANT TO THE CCAA
PROCEEDINGS

30,

31

The Monitor has recently been advised that the Applicants will be reguesting of the Court
that a related company, 1519 (owned 100% by Shayne McCracken), be added as an

applicant in these proceedings.

The Monltor understands that 1919 has ieased assets from Weslease Income Growth
Fund L.P, ("Weslease"), which in turn, 1919 then leased to the Group and these assets
are now used in the Group's operations. The Monifor has been advised that the total

putstanding on the various lease agreements with Weslease is approximately $4 million.

13




32

33.

24,

The assets subject to the Weslease feases include:
g} 3 Jack and Jill Dorms;
b) 2 Power Distribution Centres; and,

¢) 1 Waste Water Treatment Plant.

The Monitor further understands that a stay is required te prevent Weslease from acting
on its rights with respect to the various teases and potentially disrupting the business of

the Group.

The Monitor received the above noted information from the Group and its counsel, and
has also reviewed the Second Affidavit of Shayne McCracken filed with the Court on July
20, 2017 and, based on this information and the Second Affidavit, the Monitor belleves

that the inclusion of 1919 as an Applicant is reasonable in the circumstances.

OTHER MATTERS RELEVANT TO THE CCAA PROCEEDINGS OR THE APPLICANTS'
APPLICATION FOR AN EXTENSION OF THE STAY AT THIS TIME

The Treatment and Recording of Accounts Recelvable

35,

36.

Over the course of these CCAA proceedings, the Moniter has reviewed or been advised
of the Group's accounting practices with respect to its accounts receivable, and notes
that some of the Group's histerical practices in this regard, in the Monitor's opinion, are

not typical,

There are four such areas worthy of note in this regard, and they are outlined below and

will be discussed in further detail in the paragraphs that follow;

a) Theinclusion of the Grand Rapids Pipeline Limited Partnership ("Grand Rapids™
and the Heart Lake Canada North Group LP ("HLCNG™) related receivabies In
CNC’s aged accounts receivables totaling $7,489,2732.01 (or $5,355,231 and
$2,133,042.01 respectively);

by The incluslon of customer "room guaraniees” on camp reservations;

¢y The Inclusion of internally generated draft invoices at month end for the purpose
of assisting management in matching revenues with expenses and/or to assist

the Group with evaluating the performance of its various camps on a timely
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basis, all as part of an accrual for month-end ciosing: and.

dy Theissuance of customer invoices which often changes the accounts receivable

balances at any specific date,

Grand Rapids and HLCNG Recelvables

37,

38,

39,

The issue of the inclusion of the Grand Rapids and HLCNG accounts receivable in the
Group's aged accounts receivable has been previcusly disciosed te the Court and various
stakeholders, and was discussed at fength at the inftial application in these CCAA

proceedings,

Management advises that there is a dispute as to the guantum of these accounts
receivable and, for the purposes of this report, the Monifor notes that this remains an

on-going issue that is being pursued,

For the purposes of the cash flow projections, and the Monitor's review and analysis of
the collectible accounts receivable for the Group {(discussed later in this report), these

amounts have been removed in an effort fo be as conservative as possibie,

"Room Guarantees” on Camp Reservations

40.

41,

From a further review of the aged accounts recelvable of the Group, the Group's
management advised that.a number of Room Guarantees were also included in the total

accounts recelvable balance reported by the Group,

The Group's management has explained to the Monitar that in several instances, a
customer will request a large booking at a specific camp, or 3 new customer may call and
reguest a booking, and In such instances, the Group may reguest a Room Guarantes
payment from the customer. Such z reguest, in the opinion of the Monitor, is not
unreasanable and is in line with other hospitality providers; however, in several
instances, the payment of the Room Guarantee is not enforced and payment by the and
customear is only made after actual services by the Group have been rendered. An
exampie of this relates to well known, repeat customers of the Group, where 2 Room
Guarantee is invoiced, but not enforced; however, If an unknown or infreguent customer
requests a reservation in a high demand location, the Group's management advises that

the Room Guarantee must be pald in order o hold the reservation,

15



42,

43,

44,

In the view of the Monitor, the above practice differs from normal industry practice
whereby a typical hospitality provider would require a credit card or some other form of
deposit at the time of bocking. However, the camp business differs in that most charges

are inveiced to the employer and not paid by individuai credit cards.

As a result of the NO| and CCAA proceedings, in several instances, the Group advised
that {ts customers were reluctant to pay any room guarantea, After discussion with the
Monitor, it was agreed that these Rcom Guarantes amounts be reversed out of
Recelvabias, The Group has removed some of these deposits as at the date of this report,
haowever others remaln in accounts receivable at present, buf are belng adjusted out by

the Monttor in its review of accounts recelvable (discussed later in this report).

The Monitor calculates the total of the Room Guarantees in question (based on the
informaticn provided by the Group) to be $2,916,588.58. A further analysis of the

accounts receivable will be discussed later In this report,

Inclusion of Draft Invoices in Accounts Receivable

45,

in addition to the above two métters, the Monitor alse understands that the Group
includes a number of draft invaices ("Dratt” or "Drafts™) in its accounis receivable
balance. The Monitor undersiands that the Group uses its invoicing sysiem for the
purpose of calculating month end accruals and that Drafts are creafed fo reflect the
accrual in an effort to match expenses with revenue, The end result is that the Drafts
are posted to the Group's receivables at month end, but per the Group's Management,
any such Drafts are reversed in due course after month-end when the weekly invoice is
issuad to the customer, and only the actual invoice tendered {o the customer at a later
date ultimately remains as a receivable until collected, Management has advised that
there are no such Drafts included in the accounts receivabie balances currently being
reviewed by the Monitor, and has indicated that the Group will, with the assistance of the
CRO, be reviewing and likely changing its practice in this regard in the post CCAA filing

period and in due course,

Dating of nvoices

46,

The Monitor discovered while conducting a review of accounts receivable (post CCAA),

that the Group currently dates its weekly invoices to customers for services rendered cn
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47,

48,

49,

the |ast day of the week in which the services were rendered, nct on the actual date that
the invoice is issued. The Monitor understands that this practice again arises out of the
Group's desire to try and match revenues with the applicable expenses In the appilcabie
time frame. This, however, creates an issue with respecl o weekly reporling of the
accounts receivable balances produced an any given date as the balances could change
as a result of dating invoices to match the date the services is provided versus the date

the invoice is issued.

In an effort to report on the status and guantum of the accounts receivable since the
filing of these CCAA proceedings, the Monitor requested and recelved a listing of the
aged accounts recetvables as at July 8, 2017 from the Group on July 13, 2017, On July
19, 2017, when the Monitor requested the same analysis for the week ended July 15,
2017, the Monitor was provided with a revised aged accounts receivables listing as at
July 8 2017, The aggregate difference between the two July 8 recelvables listings is
$309,402.59.

This Issue was discussed with the Group and the CRO, and the Group has advised that
they have Implemented new procedures to allow for improved reporting and to address
this matter going forward. A detailed review and discussion of the accounts receivables
as at both July 8, 2017 and July 15, 2017 follow in the pext section of this repert,

Attached to this report as Schedule "C" is an initial analysis prepared by the Monitor
outlining the change in the Group's accounts receivable from June 27, 2017 to July 8,
2017 based on an aged accounts recelvable listing provided [o the Moniter on July 13,
2017. As per Schedule "C", the analysis suggests that:

a) The adjusted third party, coliectible accounts receivable have Increasad by
S180,207.09 and totat $5,361,841,27; and,

by Related Party/intercompany accounts recebtvable as defermined based on a
review of the Group's accounts receivables listing with the Group's management
total $1,109,524.71, and are in addition to the third party receivables noted

above,

17




50.

51

52,

53,

As discussed previously in this report, upon attempting to conduct the same analysis for
the week ended July 15, 2017, the Monitor was provided with a pew aged accounts
receivable listing for the week ended July 8, 2017 and the fotal amount of receivables
for the Group had changed (increased) by $309,402.59 on gccount of the inclusion of
work performed and invoiced on the date it ‘was performed versus the date the invoice
was issued (discussed eariier), This increase was attributed fo an Increase in the both
the CNC and DJ accounts receivabie in the amounts of $300,647.44 and $8,755.15

respectively.

Glven the above, the Moniter prepared a revised analysis for the week ended July &,
2017, and the results of this analysis are outlined in Schedule “D" attached. Based off

of the figures outlined in this revised analysis, the Monitor advises that

a) The adjusted third party, collectible accounts receivable have now increased
from June 27, 2017 by 5489,609.68 (which is $309,402.59 higher than the
Monitor's first analysis in Scheduie "C”) and now total $5,475,865.91; and,

b} Related farty/Intercompany accounts receivable have Increased by
§195,377.95 t0 $1,304,902.66.

To ctose out this anatysis, the Monitor preparad an anaiysis of the Group’s aged accounts
receivabie as at July 15, 2017 to tie Into the most recent projection versus actual
performance analysis possible as at the date of this report. This analysis is attached as
Schedule "E™ to this report. Based off of the figures provided, it appears that:

ay The adjusted third party, collectible accounts receivable have now increased
from June 27, 2017 by $46%,840.45 (which is a slight drop ($19,769.23) from
the revised July 8, 2017 balance as per Schedule "D') and  t{otal
$5,403,244.83; and,

B Related Party/Intercompany accounts receivabie have increased fto
51,357,754,51.

Despite the issues in relation to the accounts recelvable noted in this report, the analysis

conducted by the Monitor in relation to the Group's accounts receivable up to the week

ended July 15, 2017 suggests that the collectible third party accounts receivable for the
18




Group have increased since the commencament of these CCAA proceeadings.

Potential Sale of the Group's Head Office and Yard Properties

54,

56.

The Monitor understands that the Group is currently entertaining offaers on both s Head

Office property and its Yard,

For the Court's ease of reference, the Monitor provides a quick summary of seme of the

details of these two properties in the chart below:

Municipal Address

l.egal Deseription

Owner

Mortgage / Date

14238 - 134 Avenue
Edmonton, AB

T5L 58

(Office Building)

Plan 902 1619

Block 134

Lot B

Excepting Therecut All
Mines and Minerals

1371047 Alberts Lid.

D82 5156 418 (26/11/08)
- Mortgage with Business
Development Bank of

. Canada ($2,000,000,00)
¢ (amending agreement Lo

increase to $3,440,000)

11210 Winterburn Road
N

Edmanton, AB

T5% 28BS

{Edmonton Yard)

Plan B62 2655

Block E

Excepting Thereout All
Mines and Minerals
Area: 5,66 Hectares
(13.99 Acres) more or
less

1371047 Alberta Ltd,

112 394 192 (7/12/11)~
Mortgage with 506221
Alberta Ltd,
($5,600,000,00)

162 322 7T7B(16/11/16)
- Mortgage with Northland
Mortgage & Investment
Corporation
{5750,000.00)

172 101 43027/4/17) -
Mortgage with Canadian
Western Bank
(54,000,000.00)

The Monitor understands that the CRO is reviewing the detalls of the pending offers/sale

transactions of these properties with the Group and its counsel, and if a sate of one or

both of these oroperties will be pursued, the Court's approvaiin this recard will be sought

al a separate application in the future.

Interim Financing Matters

57.

As noted previcusly in this report, up to the week ended July 15, 2017 the Group

reguested and received a total of $450,000 from Business Development Bank as the

Interim Lender as provided for in the Initial Order. As discussed previcusly, the actual

cash flow results of the Group for the two week period ended July 15, 2017 were

favourapie in comparison to the Revised Projections filed with the court, and the funding
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58,

59.

received from the Interim Lender was in line with the Revised Projections.

On the morning of July 20, 2017, the Group with the assistance of the CRO requested
and received thereafter an additional $450,000 of interim funding from the Interim
l.ender to centinue to support on-going operations and these CCAA proceedings, With
this July 20, 2017 advance, the fotal interim borrowings by the Group are now at
$900,000 which is 300,000 higher than projected in the Revised Projections as at the
end of the week of July 22, 2017, The Group and the CRO have advised that the bulk of
this variance stems from the additional working capital requirements of the BC Fire
Camps, and that if the BC Fire Camp costs were removed approximately $S386,754 of
costs (and hence borrewings) would have been avoided. If this is the case, the actual
borrowings of the Group to date would be more in the area of $500,000, not $90G,000
which would be S100,000 less than projected to the end of July 22, 2017, Given the
date of this report and the fact that the projected versus actual anatysis has not yet been
completed, the Monitor has not baen abie to review the Group's comments in this regard;
however, the CRO has provided some analysis in support of this clalm and it is the

oreliminary view ¢of the Monitor that the explanation outlined above is reasonable,

As discussed earlier in this report, given the recent and unanticipated expenses
incurrad/to be incurred in connaction with the BC Fire Camps work, along with the other
costs as reflected in the New Projections, the Group anticipates that an increase to the
borrowing limit as per the Initfal Order will be reguired. Further, it is anticipated that
such a reqguest will likely need to be made in due course given that there remains only
$100,000 of borrowing room avallable room in the current interim financing limits
stiputated in the Initial Order. Based on the New Projections included as Scheduie "B
to this report, it appears that as much as $2,450,000 (with the highest level owing belng
in the week ended August 19, 2017) wili be reguired in interim financing up to the period
ended October 28, 2017, With this sald, and again as noted earlier in the report, the
New Projections also indicate that should the actual results of the Group meet the figures
presented in the Mew Projections that the end balance with respect te the outstanding
interim financing will be $800,000 which is a $1.1 million improvemesnt over the amount

originally anticipated in the Revised Projections,
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THE MONITOR'S RECOMMENDATIONS IN RELATION TC THE EXTENSION OF THE INITIAL
STAY, AND THE ADDITION OF 1919 TO THESE CCAA PROCEEDINGS AS REQUESTED BY
THE APPLICANTS

&0,

61.

62,

63,

The Applicants are seeking an extension of the stay up to and including November 3,
2017. The Monitor believes that the Applicant will require at least this amount of time
to resoive some of the outstanding issues noted in this report, investigate and pursue
new equity or financing options, and finalize a Plan. Based on the Monitor's actlons and
knowledge to date, there is no indication that any creditor wilt be materially prejudiced
by this further extension,

In addition to the above, as discussed earlier in this report, it is the Monitor's view that
the Group continues to act in good faith and with due diligence with respect to these

CCAA proceedings.

Given the above, the Menitor s of the view that the stay extension requested by the
Applicants is reasonabile in the circumstances to allow it additional time to develop a

viable Plan.

Further, in the Mcnitor's view, the addition of 1919 as an Applicant to these CCAA

proceedings is reasonable and appropriate in the circumstances,

Dated at Edmonton, this 24" day of July, 2017

Ernst & Young Inc.

In its capacity as Monitor of
Canada North Group Ing.;
Canada North Camps Inc.;
CampCorp Structures Ltd.;
D.J. Caterjng Ltd.;

816956

rta Ltd.; and,

1371047[Nlberta Ltd,

and not

Per;

ts personal or corporate capacity

ltoch, CA, CPA, CIRP, Licensed Insolvency Trustee

Senior Vice-President
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