1817870 ONTARIO INC.
(formerly known as AFI HYDRO INC.)

SECOND REPORT OF THE RECEIVER
JULY 25,2014



Court File No. CV-14-10456-00CL

ONTARIO .
SUPERIOR COURT OF JUSTICE - COMMERCIAL LIST

BANK OF MONTREAL
Applicant
-and -
1817870 ONTARIO INC.
Respondent

APPLICATION UNDER SECTION 243(1) OF THE BANKRUPTCY AND INSOLVENCY ACT,
R.S.C. 1985, C. B-3, AS AMENDED AND SECTION 101 OF THE COURTS OF JUSTICE
ACT, R.S.0. 1990, c. C.43 AS AMENDED

SECOND REPORT OF RICHTER ADVISORY GROUP INC.
IN ITS CAPACITY AS THE COURT-APPOINTED RECEIVER OF
1817870 ONTARIO INC. (formerly known as AFI HYDRO INC.)

JULY 25, 2014



TABLE OF CONTENTS

L TEERICIIUETTTONN ... e s s o momcmrsmnssascsssss e s s e s i g 1
II. PURPOSE OF REPORT ..cccnsmessmmssmemssmmmssessrsssumsssonessesusenssrornevovsnepsums ssovsevssenvrsoveenesseyss 2
I, QUALIFICATIONS.......ooiiiiitrieetetecececere ettt sae s ns e e 2
W, ACTINITIES OF THE REUETVER oo s s st 3
V. RECEIVER’S STATEMENT OF RECEIFTS AND DISBURSEMENTS ..iccsssunsansessasss 4
¥L PRIORITY CLATIIR ... oo anionmsmmasensaes s smmsn smasssssnsnns s siomibnmiiasssiss s s sssmsakasiss 7
VII.  BANKRUPTCY APPLICATION......ccoeoiiiiiiieieicnetenenenenteretete et aesne e 8
VIII. SECURITY OPINION .....ooiiiiiiiiiiiiiiiiteteenienteniesre st ne s esaesnesasesassnne s 9
APPENDICIES

APPENDIX “A” - ORDER OF THE HONOURABLE MR. JUSTICE WILTON-
SIEGEL DATED FEBRUARY 24, 2014

APPENDIX “B” -  FIRST REPORT OF RICHTER ADVISORY GROUP INC.
DATED APRIL 25, 2014

Tor#: 3112572.2



L. INTRODUCTION

1. Pursuant to an application by Bank of Montreal ("BMO" or the "Lender") under
section 243(1) of Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as amended, (the
"BIA") and section 101 of the Courts of Justice Act R.S.0. 1990 c. C.43, as amended,
and an order (the "Appointment Order") of the Ontario Superior Court of Justice
(Commercial List) (the "Court"), dated February 24, 2014 (the "Date of
Appointment"), Richter Advisory Group Inc. was appointed as Receiver ("Richter" or
the "Receiver") without security over all the assets, undertakings and properties (the
"Property") of AFI Hydro Inc. ("AFI" or the "Company"). A copy of Appointment
Order is attached hereto as Appendix “A”.

2. On April 30, 2014, the Court issued an order (the “Approval and Vesting Order”)
approving the sale transaction contemplated by the asset purchase agreement dated April
25, 2014 between the Receiver and Andritz Hydro AFI, Inc. (the “Purchaser”), and

vesting in the Purchaser the Purchased Assets as defined in the asset purchase agreement.

3. As contemplated by the Approval and Vesting Order, articles of amendment were filed
changing the name of the Company from AFI to 1817870 Ontario Inc., effective as of
May 15, 2014.

4. This report is the Receiver’s second report (the “Second Report”) to this Court. The
Receiver’s first report (the “First Report™), dated April 25, 2014, outlined among other
things, the background on the Company, the activities of the Receiver since the
Appointment Order, the results of the marketing and sales process undertaken by the
Receiver, and the proposed sale transaction between the Receiver and the Purchaser. As
certain pricing information was redacted from the First Report, on April 25, 2014, the
Receiver filed a supplementary report with this Court on a sealed and confidential basis.

A copy of the First Report, without appendices, is attached hereto as Appendix “B”.

Tor#: 3112572.2



II.

I11.

PURPOSE OF REPORT

The purpose of this Second Report is to:

(a) report on the activities of the Receiver since the First Report;

(b) report on the Receiver’s statement of receipts and disbursements for the period
from February 24, 2014 to June 30, 2014;

(c) provide relevant background to BMO's application for a bankruptcy order in
respect of the Company; and

(d) provide this Court with a summary of the security opinion prepared by Davies
Ward Phillips & Vineberg LLP (“Davies”), independent counsel to the Receiver
in this matter.

QUALIFICATIONS

In preparing this Second Report, Richter has relied upon unaudited financial information,

the Company's books and records, financial information prepared by the Company and

discussions with former management (collectively, the “Information”).

In accordance with industry practice, except as described in this Second Report:

(a)

(b)

Richter has not audited, reviewed, or otherwise attempted to verify the accuracy
or completeness of the Information in a manner that would comply with Generally
Accepted Assurance Standards pursuant to the Canadian Institute of Chartered

Accountants Handbook; and

future-oriented financial information relied upon in preparing this Second Report
is based on management's assumptions regarding future events. Actual results

achieved may vary from this information and these variations may be material.

Unless otherwise noted, all monetary amounts contained in this Second Report are

expressed in Canadian dollars.
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ACTIVITIES OF THE RECEIVER

On April 30, 2014, the Receiver closed the Court-approved sale transaction with the

Purchaser for substantially all of the Company’s assets for total cash proceeds of $5.9

million. Following closing, the only material assets not transferred to the Purchaser as

part of the sale transaction were the Company’s receivables and accrued revenue under

its existing contracts with customers.

In addition to closing the sale transaction, the Receiver’s activities since the First Report

include:

(a)

(b)

(©)

(d

(e

®

(2

(h)

terminating consulting arrangements with former employees and contractors of
the Company who assisted the Receiver in its administration, asset recovery and

sales process;

terminating the Company’s lease at 6 Adams Street, Paris Ontario with

Silverbridge Business Centre Limited;

liaising with Service Canada on claims submitted by former employees of the

Company under the Wage Earner's Protection Program Act ("WEPPA");

corresponding with customers regarding the recovery of outstanding amounts

owed to the Company;

corresponding with Ontario Power Generation Inc. (“OPG”) regarding the
completion and delivery of work pursuant to certain contracts entered into

between the Receiver and OPG;

corresponding with construction lien claimants, and their respective counsels,
regarding requests to lift the stay of proceedings in order to preserve and advance

lien rights in respect of certain work at OPG's generating stations;

discussions and correspondence with Davies on numerous matters, including

security opinion, lien claims, and potential priority claim issues;

corresponding with BMO on a regular basis on the status of the receivership; and
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(1) responding to unsecured creditor and employee enquiries regarding the status of

these proceedings.

To inform creditors and all other stakeholders, general information on these proceedings

has been posted on the Receiver’s website at www.richter.ca/en/insolvency-cases/a/ati-

hydro-inc. The Receiver has also identified on its website a point of contact at Richter
for any enquiries, including a telephone number and email address.

RECEIVER’S STATEMENT OF RECEIPTS AND DISBURSEMENTS

The Receiver’s statement of cash receipts and disbursements for the period from the Date

of Appointment to June 30, 2014 is set out below:
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1817870 Ontario Inc. (formerly known as AH Hydro Inc.)
Statement of receipts and disbursement
For the period February 24 to June 30, 2014
Receipts Note
Proceeds from sales process 5,900,000
Accounts receiveable collections 636,363
Metal fabrication 55,428
Customer accommodation agreement 288,786 1
Facility access agreement 99,361
Assetrealizations 109,447
Pre-filing HST refund 128,665
Post-filing HST refund 6,681
Other receipts 56,358 3
Total receipts 7,281,089
Disbursements
Rent 104,078
Payroll for contract services 315,948 4
Material purchases 119,044
Operating expenses 73,356
Pre-filing source deductions 16,313
Pre-filing pension remittances 60,765 5
HST remittance 12,312
Professional fees ) 595,024
Insurance 29,770
HST paid on disbursements (I.T.C) 120,299
Bank charges / other fees 181
Total disbursements 1,447,090
Cash on hand 5,833,999
Notes:
1. The Receiver entered into accommodation agreements with OPG for the completion and
delivery of work on certain new or AFl existing projects.
2. The Receiver entered into an arrangement with Kiewit-Alarie Partnership to facilitate the
release of finished goods inventory related to the Lower Mattagami River Project.
Other receipts include proceeds from scrap sale, refund of a legal retainer, interest etc.
4. The Receiver engaged former AFl employees as independent contractors to assist with the
Receivership.
5. Paymentofunremitted employee and employer confributions to the Company’s defined
contribution pension plan pursuant to section 81.6 of the Bankruptcy and Insolvency Act.

As at June 30, 2014, the Receiver had total receipts of approximately $7.3 million, the
majority of which relates to proceeds received from the sale transaction with the
Purchaser. Total disbursements over the same period were approximately $1.4 million,

for a net cash balance of approximately $5.8 million.
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As outlined in the table above, the Receiver collected $636,363 from accounts receivable
and accrued revenue owed to the Company, the majority of which is related to the
Company’s construction contracts with OPG, Manitoba Hydro or H20 Power Limited
Partnership. As at the date of this Second Report, the Receiver continues to work with
the Company’s customers to collect any outstanding amounts still owed, however the

Receiver does not anticipate significant realizations going forward.

The Receiver generated $55,428 in new receipts, as well as collected approximately
$45,000 in pre-filing receivables, from one of the Company’s customers for the
completion of metal fabrication orders. In addition, the Receiver generated proceeds of
$109,447 from miscellaneous asset realizations, primarily related to the sale of intake
stoplogs and a spreader beam associated with the BC Hydro Lajoie Dam Project to HMI
Construction Inc. (“HMI”) on an “as is, where is” basis pursuant to a bill of sale between

the Receiver and HMI dated February 28, 2014.

As discussed in the First Report, the Receiver entered into an agreement with Kiewit-
Alarie Partnership ("KAP"), to allow them, at their cost, access to the Company’s facility
and certain tooling and equipment in order to facilitate the release of finished goods
inventory and related intellectual property related to the Lower Mattagami River Project.
As part of the agreement, KAP agreed to pay the Receiver a fixed amount to cover the
Receiver’s costs as well a per diem to offset rent and operating costs for the Company’s

facility. Total receipts generated from this agreement were $99,361.

The Receiver also entered into separate accommodation agreements with OPG, on a cost
reimbursable basis, for the completion and delivery of a specific scope of work at each of
Barrett Chute Generating Station (“Barrett Chute”), Alexander Generating Station
(“Alexander”) and Lower Notch Generating Station (“Lower Notch”). OPG had
requested the Receiver’s assistance with the completion of certain documentation and/or
physical elements related to each of these projects to ensure critical milestones and
timelines could be met by OPG during the sales process. For Lower Notch and
Alexander, OPG agreed to advance funds into segregated bank accounts opened by the

Receiver in order to fund costs related to these two projects. On a weekly basis, the
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Receiver would submit a draw request to OPG for authorization to withdraw from the
segregated accounts to pay costs incurred. Furthermore, as part of the Alexander
agreement, OPG also agreed to pay a portion of the Receiver’s ongoing overhead costs
and expenses. The agreement for Barrett Chute was structured as a fixed fee to complete
certain documentation and drawings related to work previously commenced by the
Company. As at the date of this Second Report, the Receiver has completed its
obligations under these agreements and is currently working with OPG to finalize any

outstanding payments.

Since the Date of Appointment, the Receiver entered into consulting arrangements with
certain former employees and contractors of the Company to assist the Receiver with
fulfilling its obligations under the aforementioned agreements with KAP and OPG, as
well as other matters such as administration of the receivership, asset recovery and the
sales process. As at June 30, 2014, the Receiver had incurred costs of approximately
$315,948 relating to such consulting arrangements. As mentioned above, all of these

consulting agreements have been terminated as at the date of the Second Report.

On or about June 4, 2014, the plan administrator (represented by a former employee of
the Company) for the Company’s defined contribution pension plan filed a proof of claim
with the Receiver for $60,764.81 in connection with unpaid pension contributions
pursuant to section 81.6 of the BIA. This claim was accepted and paid to Manulife

Financial on June 6, 2014 as directed by the plan administrator.

PRIORITY CLAIMS

As outlined in the First Report, the Receiver understands that potential statutory deemed
trust claims total approximately $190,271 based on the Company’s books and records,

and are comprised of the following:

1817870 Ontario Inc. (formerly known as AFI Hydro Inc.)
Potential deemed trust claims as at June 30, 2014

Outstanding wages and vacation pay 184,274
Pre-filing source deductions 5,997
Total 190,271
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As at the date of this Second Report, the Receiver has not received proof of claims in
connection with outstanding wages and vacation pay, and the employee portion of pre-

filing source deductions, but continues to work with Service Canada.

The Receiver has made BMO aware of these potential statutory deemed trust claims and
has advised BMO that the Receiver will need to hold back an appropriate amount from

any distribution.

The Receiver has also received notices from a few creditors asserting trust claims
pursuant to applicable construction lien legislation against monies collected by the
Receiver in connection with the Company’s construction project receivables.
Substantially all of these notices were related to the Lower Mattagami River Project, a
project that the Receiver has not collected any accounts receivable owing to the
Company. One of the notices received was in connection with the Company’s project at
OPG’s McVittie Generating Station, where the Receiver collected a total of

approximately $18,000 (excluding taxes).

BANKRUPTCY APPLICATION

The Receiver raised the issue with BMO that if the Receiver effects a distribution the
Receiver may be exposed to personal liability pursuant to provisions of the Income Tax
Act, the Excise Tax Act and similar provincial taxing statutes which impose liability upon
a receiver if it distributes property of a debtor without first obtaining clearance

certificates from the relevant taxing authority.

Based on the state of the Company’s books and records it appears unlikely that the
Receiver will be in a position to obtain such clearance certificates in a timely fashion, if

at all.

Therefore, BMO took the decision to resolve this issue through a bankruptcy of the
Company and, with the consent of the Receiver, brought and application for a bankruptcy
order against the Company naming Richter Advisory Group Inc. as trustee. The Receiver
notes that CRA and similar provincial taxing authorities that could be impacted by a

bankruptcy of the Company have been served with a copy of this Second Report.
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The Receiver understands that there were no outstanding amounts for harmonized sales
tax (“HST”) or retail sales tax (“RST?”) due as of the Date of Appointment but whether

or not any liability may arise upon an audit remains unknown.

After the statutory deemed trust claims described above, Richter, in its capacity as trustee
in bankruptcy of the Company’s estate, would have the next highest priority claim
(pursuant to subsection 136(1) of the BIA) against the estate for the costs of
administration thereof. Accordingly, it is expected that the costs of administration of the

bankruptcy will be paid from proceeds in the Receiver’s possession.

SECURITY OPINION

The Receiver has obtained an independent legal opinion on BMO’s security from Davies.
Davies has provided an opinion to the Receiver that the Company has granted valid
security interests to BMO in the assets of the Company, which have been properly
perfected pursuant to the Ontario Personal Property Security Act, subject to the standard
assumptions, qualifications and limitations contained in the opinion. The opinion also

confirms that there are no registrations prior in time to those of BMO.

As stated above, the Receiver had cash on hand of approximately $5.8 million as at June
30, 2014. Subsequent to the bankruptcy of the Company (if the bankruptcy order is
granted by this Court), the Receiver anticipates seeking this Court's approval to make an
interim distribution to BMO subject to retaining an amount sufficient to pay any and all
amounts that rank, or may rank, in priority to BMO, including professional fees subject to

the Receiver’s Charge.

After accounting for payments from Export Development Canada to BMO on the insured
letters of credits, the outstanding secured indebtedness is approximately $13.1 million as
at the date of this Second Report. As such, BMO will suffer a significant shortfall on its

advances to the Company.



Dated the 25th day of July, 2014
RESPECTFULLY SUBMITTED,

a—

Paul van Eyk, CIRP, IFA, CPA
Senior Vice-President

Richter Advisory Group Inc.

the Receiver of 1817870 Ontario Inc.

and not in its personal capacity
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Court File No._C )/ =14 — 1045, 00

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. ) MONDAY, THE 24™
)
JUSTICE WILTON-SIEGEL DAY OF FEBRUARY, 2014

BANK OF MONTREAL
Applicant

-and -

AFI HYDRO INC.
Respondent

APPLICATION UNDER SECTION 243(1) OF THE
BANKRUPTCY AND INSOLVENCY ACT, R.S.C. 1985, c. B-3, AS AMENDED AND
SECTION 101 OF THE COURTS OF JUSTICE ACT, R.S.0. 1990, c. C.43, AS AMENDED

ORDER

THIS APPLICATION made by the Applicant, Bank of Montreal (‘BMO”), for an Order
pursuant to section 243(1) of the Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as
amended (the "BIA") and section 101 of the Courts of Justice Act, R.S.0. 1990, c. C.43, as
amended (the "CJA") appointing Richter Advisory Group Inc. as receiver and manager (in such
capacities, the "Receiver"”) without security, of all of the assets, undertakings and properties of
AFI Hydro Inc. (the "Debtor") acquired for, or used in relation to a business carried on by the
Debtor, was heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the affidavit of Robert Kiefer sworn February 24, 2014 and the Exhibits
thereto and on hearing the submissions of counsel for BMO, counsel for the Debtor, no one
appearing for any other party although duly served as appears from the affidavit of service
sworn February 24, 2014 and on reading the consent of Richter Advisory Group Inc. to act as
the Receiver,





SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Application and the
Application is hereby abridged so that this Application is properly returnable today and hereby
dispenses with further service thereof.

APPOINTMENT

2. THIS COURT ORDERS that pursuant to section 243(1) of the BIA and section 101 of
the CJA, Richter Advisory Group Inc. is hereby appointed Receiver, without security, of all of the
assets, undertakings and properties of the Debtor acquired for, or used in relation to a business
carried on by the Debtor, including all proceeds thereof (the "Property").

RECEIVER’S POWERS

3. THIS COURT ORDERS that the Receiver is hereby empowered and authorized, but not
obligated, to act at once in respect of the Property and, without in any way limiting the generality
of the foregoing, the Receiver is hereby expressly empowered and authorized to do any of the
following where the Receiver considers it necessary or desirable:

(a) to take possession of and exercise control over the Property and any and all
proceeds, receipts and disbursements arising out of or from the Property;

(b) to receive, preserve, and protect the Property, or any part or parts thereof,
including, but not limited to, the changing of locks and security codes, the
relocating of Property to safeguard it, the engaging of independent security
personnel, the taking of physical inventories and the placement of such insurance

coverage as may be necessary or desirable;

(c) to manage, operate, and carry on the business of the Debtor, including the powers
to enter into any agreements, incur any obligations in the ordinary course of
business, cease to carry on all or any part of the business, or cease to perform any

contracts of the Debtor;

(d) to engage consultants, appraisers, agents, experts, auditors, accountants,
managers, counsel and such other persons from time to time and on whatever
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basis, including on a temporary basis, to assist with the exercise of the Receiver’s
powers and duties, including without limitation those conferred by this Order;

to purchase or lease such machinery, equipment, inventories, supplies, premises
or other assets to continue the business of the Debtor or any part or parts thereof;

to receive and collect all monies and accounts now owed or hereafter owing to the
Debtor and to exercise all remedies of the Debtor in collecting such monies,
including, without limitation, to enforce any security held by the Debtor;

to settle, extend or compromise any indebtedness owing to the Debtor;

to execute, assign, issue and endorse documents of whatever nature in respect of
any of the Property, whether in the Receiver's name or in the name and on behalf
of the Debtor, for any purpose pursuant to this Order;

to undertake environmental or workers’ health and safety assessments of the
Property and operations of the Debtor;

to initiate, prosecute and continue the prosecution of any and all proceedings and
to defend all proceedings now pending or hereafter instituted with respect to the
Debtor, the Property or the Receiver, and to settle or compromise any such
proceedings. The authority hereby conveyed shall extend to such appeals or
applications for judicial review in respect of any order or judgment pronounced in
any such proceeding;

to market any or all of the Property, including advertising and soliciting offers in
respect of the Property or any part or parts thereof, negotiating such terms and
conditions of sale as the Receiver in its discretion may deem appropriate, and
negotiating and entering into non-disclosure agreements with potential purchasers
of the Property or any part or parts thereof;

to sell, convey, transfer, lease or assign the Property or any part or parts thereof

out of the ordinary course of business,
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(i) without the approval of this Court in respect of any transaction not
exceeding $100,000, provided that the aggregate consideration for all
such transactions does not exceed $500,000; and

(i) with the approval of this Court in respect of any transaction in which the
purchase price or the aggregate purchase price exceeds the applicable
amount set out in the preceding clause;

and in each such case notice under subsection 63(4) of the Ontario Personal
Property Security Act, shall not be required, and in each case the Ontario Bulk
Sales Act shall not apply;

to apply for any vesting order or other orders necessary to convey the Property or
any part or parts thereof to a purchaser or purchasers thereof, free and clear of
any liens or encumbrances affecting such Property;

to report to, meet with and discuss with such affected Persons (as defined below)
as the Receiver deems appropriate on all matters relating to the Property and the
receivership, and to share information, subject to such terms as to confidentiality

as the Receiver deems advisable;

to register a copy of this Order and any other Orders in respect of the Property
against title to any of the Property;

to apply for any permits, licences, approvals or permissions as may be required by
any governmental authority and any renewals thereof for and on behalf of and, if
thought desirable by the Receiver, in the name of the Debtor;

to enter into agreements with any trustee in bankruptcy appointed in respect of the
Debtor, including, without limiting the generality of the foregoing, the ability to enter
into occupation agreements for any property owned or leased by the Debtor;

to exercise any shareholder, partnership, joint venture or other rights which the
Debtor may have; and

to take any steps reasonably incidental to the exercise of these powers or the

performance of any statutory obligations,
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and in each case where the Receiver takes any such actions or steps, it shall be exclusively
authorized and empowered to do so, to the exclusion of all other Persons (as defined below),
including the Debtor, and without interference from any other Person.

DUTY TO PROVIDE ACCESS AND CO-OPERATION TO THE RECEIVER

4, THIS COURT ORDERS that (i) the Debtor, (ii) all of its current and former directors,
officers, employees, agents, accountants, legal counsel and shareholders, and all other persons
acting on its instructions or behalf, and (iii) all other individuals, firms, corporations,
governmental bodies or agencies, or other entities having notice of this Order (all of the
foregoing, collectively, being "Persons" and each being a "Person") shall forthwith advise the
Receiver of the existence of any Property in such Person's possession or control, shall grant
immediate and continued access to the Property to the Receiver, and shall deliver all such

Property to the Receiver upon the Receiver's request.

5. THIS COURT ORDERS that all Persons shall forthwith advise the Receiver of the
existence of any books, documents, securities, contracts, orders, corporate and accounting
records, and any other papers, records and information of any kind related to the business or
affairs of the Debtor, and any computer programs, computer tapes, computer disks, or other
data storage media containing any such information (the foregoing, collectively, the "Records")
in that Person's possession or control, and shall provide to the Receiver or permit the Receiver
to make, retain and take away copies thereof and grant to the Receiver unfettered access to
and use of accounting, computer, software and physical facilities relating thereto, provided
however that nothing in this paragraph 5 or in paragraph 6 of this Order shall require the
delivery of Records, or the granting of access to Records, which may not be disclosed or
provided to the Receiver due to the privilege attaching to solicitor-client communication or due

to statutory provisions prohibiting such disclosure.

6. THIS COURT ORDERS that if any Records are stored or otherwise contained on a
computer or other electronic system of information storage, whether by independent service
provider or otherwise, all Persons in possession or control of such Records shall forthwith give
unfettered access to the Receiver for the purpose of allowing the Receiver to recover and fully
copy all of the information contained therein whether by way of printing the information onto
paper or making copies of computer disks or such other manner of retrieving and copying the
information as the Receiver in its discretion deems expedient, and shall not alter, erase or
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destroy any Records without the prior written consent of the Receiver. Further, for the purposes
of this paragraph, all Persons shall provide the Receiver with all such assistance in gaining
immediate access to the information in the Records as the Receiver may in its discretion require
including providing the Receiver with instructions on the use of any computer or other system
and providing the Receiver with any and all access codes, account names and account
numbers that may be required to gain access to the information.

NO PROCEEDINGS AGAINST THE RECEIVER

7. THIS COURT ORDERS that no proceeding or enforcement process in any court or
tribunal (each, a "Proceeding"), shall be commenced or continued against the Receiver except

with the written consent of the Receiver or with leave of this Court.

NO PROCEEDINGS AGAINST THE DEBTOR OR THE PROPERTY

8. THIS COURT ORDERS that no Proceeding against or in respect of the Debtor or the
Property shall be commenced or continued except with the written consent of the Receiver or
with leave of this Court and any and all Proceedings currently under way against or in respect of
the Debtor or the Property are hereby stayed and suspended pending further Order of this
Court.

NO EXERCISE OF RIGHTS OR REMEDIES

9. THIS COURT ORDERS that all rights and remedies against the Debtor, the Receiver, or
affecting the Property, are hereby stayed and suspended except with the written consent of the
Receiver or leave of this Court, provided however that this stay and suspension does not apply
in respect of any “eligible financial contract’ as defined in the BIA, and further provided that
nothing in this paragraph shall (i) empower the Receiver or the Debtor to carry on any business
which the Debtor is not lawfully entitled to carry on, (ii) exempt the Receiver or the Debtor from
compliance with statutory or regulatory provisions relating to health, safety or the environment,
(iii) prevent the filing of any registration to preserve or perfect a security interest, or (iv) prevent
the registration of a claim for lien.

NO INTERFERENCE WITH THE RECEIVER

10. THIS COURT ORDERS that no Person shall discontinue, fail to honour, alter, interfere
with, repudiate, terminate or cease to perform any right, renewal right, contract, agreement,
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licence or permit in favour of or held by the Debtor, without written consent of the Receiver or
leave of this Court.

CONTINUATION OF SERVICES

11. THIS COURT ORDERS that all Persons having oral or written agreements with the
Debtor or statutory or regulatory mandates for the supply of goods and/or services, including
without limitation, all computer software, communication and other data services, centralized
banking services, payroll services, insurance, transportation services, utility or other services to
the Debtor are hereby restrained until further Order of this Court from discontinuing, altering,
interfering with or terminating the supply of such goods or services as may be required by the
Receiver, and that the Receiver shall be entitled to the continued use of the Debtor’s current
telephone numbers, facsimile numbers, internet addresses and domain names, provided in
each case that the normal prices or charges for all such goods or services received after the
date of this Order are paid by the Receiver in accordance with normal payment practices of the
Debtor or such other practices as may be agreed upon by the supplier or service provider and
the Receiver, or as may be ordered by this Court.

RECEIVER TO HOLD FUNDS

12. THIS COURT ORDERS that all funds, monies, cheques, instruments, and other forms of
payments received or collected by the Receiver from and after the making of this Order from
any source whatsoever, including without limitation the sale of all or any of the Property and the
collection of any accounts receivable in whole or in part, whether in existence on the date of this
Order or hereafter coming into existence, shall be deposited into one or more new accounts to
be opened by the Receiver (the "Post Receivership Accounts”) and the monies standing to
the credit of such Post Receivership Accounts from time to time, net of any disbursements
provided for herein, shall be held by the Receiver to be paid in accordance with the terms of this
Order or any further Order of this Court.

EMPLOYEES

13. THIS COURT ORDERS that all employees of the Debtor shall remain the employees of
the Debtor until such time as the Receiver, on the Debtor's behalf, may terminate the
employment of such employees. The Receiver shall not be liable for any employee-related
liabilities, including any successor employer liabilities as provided for in section 14.06(1.2) of the
BIA, other than such amounts as the Receiver may specifically agree in writing to pay, or in
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respect of its obligations under sections 81.4(5) or 81.6(3) of the BIA or under the Wage Earner
Protection Program Act.

PIPEDA

14. THIS COURT ORDERS that, pursuant to clause 7(3)(c) of the Canada Personal
Information Protection and Electronic Documents Act, the Receiver shall disclose personal
information of identifiable individuals to prospective purchasers or bidders for the Property and
to their advisors, but only to the extent desirable or required to negotiate and attempt to
complete one or more sales of the Property (each, a "Sale"). Each prospective purchaser or
bidder to whom such personal information is disclosed shall maintain and protect the privacy of
such information and limit the use of such information to its evaluation of the Sale, and if it does
not complete a Sale, shall return all such information to the Receiver, or in the alternative
destroy all such information. The purchaser of any Property shall be entitled to continue to use
the personal information provided to it, and related to the Property purchased, in a manner
which is in all material respects identical to the prior use of such information by the Debtor, and
shall return all other personal information to the Receiver, or ensure that all other personal
information is destroyed.

LIMITATION ON ENVIRONMENTAL LIABILITIES

15. THIS COURT ORDERS that nothing herein contained shall require the Receiver to
occupy or to take control, care, charge, possession or management (separately and/or
collectively, "Possession") of any of the Property that might be environmentally contaminated,
might be a pollutant or a contaminant, or might cause or contribute to a spill, discharge, release
or deposit of a substance contrary to any federal, provincial or other law respecting the
protection, conservation, enhancement, remediation or rehabilitation of the environment or
relating to the disposal of waste or other contamination including, without limitation, the
Canadian Environmental Protection Act, the Ontario Environmental Protection Act, the Ontario
Water Resources Act, or the Ontario Occupational Health and Safety Act and regulations
thereunder (the "Environmental Legislation"), provided however that nothing herein shall
exempt the Receiver from any duty to report or make disclosure imposed by applicable
Environmental Legislation. The Receiver shall not, as a result of this Order or anything done in
pursuance of the Receiver's duties and powers under this Order, be deemed to be in
Possession of any of the Property within the meaning of any Environmental Legislation, unless it

is actually in possession.
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LIMITATION ON THE RECEIVER’S LIABILITY

16. THIS COURT ORDERS that the Receiver shall incur no liability or obligation as a result
of its appointment or the carrying out the provisions of this Order, save and except for any gross
negligence or wilful misconduct on its part, or in respect of its obligations under sections 81.4(5)
or 81.6(3) of the BIA or under the Wage Earner Protection Program Act. Nothing in this Order
shall derogate from the protections afforded the Receiver by section 14.06 of the BIA or by any
other applicable legislation.

RECEIVER'S ACCOUNTS

17. THIS COURT ORDERS that the Receiver and counsel to the Receiver shall be paid
their reasonable fees and disbursements, in each case at their standard rates and charges, and
that the Receiver and counsel to the Receiver shall be entitled to and are hereby granted a
charge (the “Receiver’s Charge”) on the Property, as security for such fees and disbursements,
both before and after the making of this Order in respect of these proceedings, and that the
Receiver's Charge shall form a first charge on the Property in priority to all security interests,
trusts, liens, charges and encumbrances, statutory or otherwise, in favour of any Person, but
subject to sections 14.06(7), 81.4(4), and 81.6(2) of the BIA.

18. THIS COURT ORDERS that the Receiver and its legal counsel shall pass its accounts
from time to time, and for this purpose the accounts of the Receiver and its legal counsel are

hereby referred to a judge of the Commercial List of the Ontario Superior Court of Justice

19. THIS COURT ORDERS that prior to the passing of its accounts, the Receiver shall be at
liberty from time to time to apply reasonable amounts, out of the monies in its hands, against its
fees and disbursements, including legal fees and disbursements, incurred at the normal rates
and charges of the Receiver or its counsel, and such amounts shall constitute advances against

its remuneration and disbursements when and as approved by this Court.
FUNDING OF THE RECEIVERSHIP

20. THIS COURT ORDERS that the Receiver be at liberty and it is hereby empowered to
borrow by way of a revolving credit or otherwise, such monies from time to time as it may
consider necessary or desirable, provided that the outstanding principal amount does not
exceed $500,000.00 (or such greater amount as this Court may by further Order authorize) at
any time, at such rate or rates of interest as it deems advisable for such period or periods of
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time as it may arrange, for the purpose of funding the exercise of the powers and duties
conferred upon the Receiver by this Order, including interim expenditures. The whole of the
Property shall be and is hereby charged by way of a fixed and specific charge (the "Receiver's
Borrowings Charge") as security for the payment of the monies borrowed, together with
interest and charges thereon, in priority to all security interests, trusts, liens, charges and
encumbrances, statutory or otherwise, in favour of any Person, but subordinate in priority to the
Receiver's Charge and the charges as set out in sections 14.06(7), 81.4(4) and 81.6(2) of the
BIA.

21. THIS COURT ORDERS that neither the Receiver's Borrowings Charge nor any other
security granted by the Receiver in connection with its borrowings under this Order shall be
enforced without leave of this Court.

22. THIS COURT ORDERS that the Receiver is at liberty and authorized to issue certificates
substantially in the form annexed as Schedule "A" hereto (the "Receiver’s Certificates") for
any amount borrowed by it pursuant to this Order.

23. THIS COURT ORDERS that the monies from time to time borrowed by the Receiver
pursuant to this Order or any further order of this Court and any and all Receiver’s Certificates
evidencing the same or any part thereof shall rank on a pari passu basis, unless otherwise
agreed to by the holders of any prior issued Receiver's Certificates

GENERAL

24, THIS COURT ORDERS that the Receiver may from time to time apply to this Court for
advice and directions in the discharge of its powers and duties hereunder.

25. THIS COURT ORDERS that nothing in this Order shall prevent the Receiver from acting
as a trustee in bankruptcy of the Debtor.

26. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the United States to give
effect to this Order and to assist the Receiver and its agents in carrying out the terms of this
Order. All courts, tribunals, regulatory and administrative bodies are hereby respectfully
requested to make such orders and to provide such assistance to the Receiver, as an officer of
this Court, as may be necessary or desirable to give effect to this Order or to assist the Receiver

and its agents in carrying out the terms of this Order.
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27. THIS COURT ORDERS that the Receiver be at liberty and is hereby authorized and
empowered to apply to any court, tribunal, regulatory or administrative body, wherever located,
for the recognition of this Order and for assistance in carrying out the terms of this Order, and
that the Receiver is authorized and empowered to act as a representative in respect of the
within proceedings for the purpose of having these proceedings recognized in a jurisdiction
outside Canada.

28. THIS COURT ORDERS that the Applicant shall have its costs of this application, up to
and including entry and service of this Order, provided for by the terms of the Applicant’s
security or, if not so provided by the Applicant’s security, then on a substantial indemnity basis
to be paid by the Receiver from the Debtor’'s estate with such priority and at such time as this
Court may determine.

29. THIS COURT ORDERS that any interested party may apply to this Court to vary or
amend this Order on not less than seven (7) days' notice to the Receiver and to any other party

likely to be affected by the order sought or upon such other notice, if any, as this Court may

/N

e e

order.
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SCHEDULE "A"
RECEIVER CERTIFICATE
CERTIFICATE NO.

AMOUNT $

1. THIS IS TO CERTIFY that Richter Advisory Group Inc., the receiver (the "Receiver") of
all of the assets, undertakings and properties of AFI Hydro Inc. (the “Debtor”) acquired for, or
used in relation to a business carried on by the Debtor, including all proceeds thereof
(collectively, the “Property”) appointed by Order of the Ontario Superior Court of Justice
(Commercial List) (the "Court") dated the ____ day of _, 2014 (the "Order") made in an

application having Court file number -CL- , has received as such Receiver from
the holder of this certificate (the "Lender") the principal sum of $ , being part of the
total principal sum of $ which the Receiver is authorized to borrow under and

pursuant to the Order.

2. The principal sum evidenced by this certificate is payable on demand by the Lender with
interest thereon calculated and compounded [daily][monthly not in advance on the day
of each month] after the date hereof at a notional rate per annum equal to the rate of

per cent above the prime commercial lending rate of Bank of _ from time to time.

3. Such principal sum with interest thereon is, by the terms of the Order, together with the
principal sums and interest thereon of all other certificates issued by the Receiver pursuant to
the Order or to any further order of the Court, a charge upon the whole of the Property, in
priority to the security interests of any other person, but subject to the priority of the charges set
out in the Order and in the Bankruptcy and Insolvency Act, and the right of the Receiver to

indemnify itself out of such Property in respect of its remuneration and expenses.

4, All sums payable in respect of principal and interest under this certificate are payable at
the main office of the Lender at Toronto, Ontario.

5. Until all liability in respect of this certificate has been terminated, no certificates creating
charges ranking or purporting to rank in priority to this certificate shall be issued by the Receiver
to any person other than the holder of this certificate without the prior written consent of the
holder of this certificate.
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6. The charge securing this certificate shall operate so as to permit the Receiver to deal
with the Property as authorized by the Order and as authorized by any further or other order of
the Court.

7. The Receiver does not undertake, and it is not under any personal liability, to pay any

sum in respect of which it may issue certificates under the terms of the Order.

DATED the day of , 2014,

Richter Advisory Group Inc., solely in its
capacity as Receiver of the Property, and not in
its personal capacity

Per:

Name:
Title:
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II.

INTRODUCTION

Pursuant to an application by Bank of Montreal ("BMO'" or the "Lender') under
section 243(1) of Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as amended, (the
"BIA") and section 101 of the Courts of Justice Act R.S.0. 1990 c. C.43, as amended,
and an order (the "Appointment Order') of the Ontario Superior Court of Justice
(Commercial List) (the "Court'"), dated February 24, 2014 (the '"Date of
Appointment''), Richter Advisory Group Inc. was appointed as Receiver (''Richter' or
the ""Receiver') without security over all the assets, undertakings and properties (the

"Property'') of AFI Hydro Inc. (""AFI" or the ""Company'").

Richter was previously retained by BMO to act as their financial advisor to assist in
BMO's discussions with the Company and the Company's financial advisors on
addressing such issues as liquidity concerns and a potential informal restructuring of the

Company's capital structure prior to the Date of Appointment.

Certain sensitive pricing information has been omitted from the Receiver's first report
(the "First Report") and redacted from certain appendices to this First Report. In the
event that the proposed transaction does not close, it is the Receiver's view that release of
such information would be prejudicial to the interests of the creditors. A confidential
supplementary report to this First Report (the "Confidential Supplementary Report"),
which includes the omitted pricing information and certain unredacted appendices, and
which appends the liquidation analysis of the Company's business and assets prepared by
the Receiver, will be filed with this Court on a sealed and confidential basis to prevent

this information from becoming publicly available.
PURPOSE OF REPORT

The purpose of this First Report is to:

(a) Provide this Court with background information on:

(i)  The Company, including its corporate structure and operations; and

(i1))  Reasons for the Company's liquidity constraints and financial difficulties.

Tor#: 3079545.2
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(b) Report on the activities of the Receiver since its appointment on February 24,

2014;

(©) Provide this Court with an overview of the expedited sales process ("Expedited

Sales Process") undertaken by the Receiver of AFI's assets and the proposed sale

transaction which has been negotiated, including:

@

(i)

(iii)

The marketing and sales process undertaken by the Company to refinance

or effect a sale of its assets prior to the Date of Appointment;

The marketing and sales process undertaken by Richter to effect a sale of

the Company's assets; and

Providing information regarding the proposed asset sale transaction (the
"Transaction''), including the proposed Asset Purchase Agreement (the
""APA") to be entered into between the Receiver and Andritz Hydro AFI,

Inc. (the “Purchaser”).

(d) Summarize the results of a liquidation analysis prepared by the Receiver.

(e) Recommend that the Court issue an order:

®

(ii)

(ii1)

(iv)

Approving the Transaction and authorizing and directing the Receiver to
execute such documents and take such additional steps as are necessary to

complete the Transaction and execute the APA;

Sealing the Confidential Supplementary Report as well as unredacted

copies of the APA;

Vesting in the Purchaser, as at closing, the purchased assets as identified
in the APA, free and clear of all liens, charges, security interests and other

encumbrances; and

Authorizing the Receiver to terminate the Company's lease at 6 Adams

Street, Paris Ontario (the “Premise”), pursuant to the Appointment Order.
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Iv.

QUALIFICATIONS

In preparing this First Report, Richter has relied upon unaudited financial information,
the Company's books and records, financial information prepared by the Company and
discussions with management and the Company's financial advisor and legal counsel

(collectively, the “Information”).

In accordance with industry practice, except as described in this First Report:

(a) Richter has not audited, reviewed, or otherwise attempted to verify the accuracy
of completeness of the Information in a manner that would comply with Generally
Accepted Assurance Standards pursuant to the Canadian Institute of Chartered

Accountants Handbook; and

(b) Future-oriented financial information relied upon in preparing this First Report is
based on management's assumptions regarding future events. Actual results

achieved may vary from this information and these variations may be material.

Unless otherwise noted, all monetary amounts contained in this First Report are

expressed in Canadian dollars.

BACKGROUND

Reference is made to the Affidavit of Robert Kiefer, sworn February 24, 2014, in support
of BMO's application for the appointment of Richter as Receiver over all of the property,
assets and undertaking of the Company (the "Kiefer Affidavit''). A copy of the Kiefer
Affidavit is attached hereto without exhibits as Appendix “A”.

Company Overview

9.

The Company was founded in 1992 under the name of Allied Fabricators Inc., which was
owned by the shareholders of 1101751 Ontario Inc. It commenced operations as a
custom fabrication company, manufacturing equipment from customer drawings and
specifications. Over the passage of time, the Company became a specialized fabricator
for projects in the hydroelectric power generation and water control systems sector. The

Company has expertise in the design, fabrication and installation of crane and hoisting





10.

11.

12.
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equipment, intake gates, draft tube gates, sluice gates, trashracks and gate superstructures.
This specialization in hydroelectric generating stations accounts for approximately 98%
of the Company's annual sales. Historically, the Company has performed essentially all
of the gate replacement work for Ontario Power Generation Inc. (""OPG") and is one of
OPG's top suppliers for hydroelectric work. This work is typically seasonal with much of

the fabrication and installation occurring in mid-summer to fall.

On May 4, 2010, Allied Fabricators Inc. and 1101751 Ontario Inc. were acquired by AFI
Hydro Inc., a private company incorporated under the Business Corporations Act
(Ontario), for $17.2M in a leveraged buy-out of the former shareholders. The Receiver
was advised by former shareholders of Allied Fabricators Inc. that, at that time, due to

the uniqueness of the operation and revenue concentration, there were limited offers.

AFI operates out of a leased facility in Paris, Ontario. The Company has an 82,000
square feet manufacturing facility that allows them to work on projects in excess of 80
tons of weight. The Company also has on the same site a 4,200 square feet engineering
department that houses their in-house structural and mechanical designers and engineers.
In this same facility the Company also houses offices for administration and sales

support.

AFI has a highly skilled labour force in Paris, Ontario, with trades ranging from
engineers, sheet metal workers, millwrights, fitters, iron workers, welders, structural plate
fitters and machinists. Prior to the Date of Appointment, AFI was the largest employer in

Paris, Ontario employing approximately 100 individuals.

Company Structure

13.

14.

As noted above, AFI was acquired in May 2010 in a leveraged buy-out. The main
shareholder behind this leveraged buy-out was C.S. Craig Family L.P. (“CCF”) who
directly and indirectly accounted for 75% of the equity ownership of AFI as at the Date

of Appointment.

The principals behind CCF were the primary leads in the negotiations with BMO on the

attempted balance sheet restructuring prior to this Receivership. The Receiver was
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advised by management that all members of the equity group were aware of the financial

situation and the Company's consent to the appointment of a Receiver.

Causes of Insolvency

15.

16.

17.

The factors contributing to the Company's financial difficulties are summarized as

follows:

(a) Significant cost overrun on the Lower Mattagami River Project was the primary
reason for the Company's liquidity constraints. The Company signed this contract
with Kiewit-Alarie, a Partnership (""KAP'") in March 2012. Due to a variety of
reasons, AFI had cost overruns of approximately $6M that they were not able to

recover.

(b) The above cost overruns contributed to Company’s significantly reduced liquidity
as the AFI subsequently failed to pay certain trade creditors. This resulted in the
accumulation of various lien and trust claims which prevented the release of funds

from customers on projects; and

(©) The Company's deteriorating financial position resulted in a breach of lending

covenants and restrictions on operating line availability.

The Company advised BMO on January 31, 2014 of its liquidity issues. At the same time
the Company engaged its own financial advisor and legal counsel to start discussions
with BMO on a balance sheet restructuring. Over the course of a four week period, BMO
engaged in intense discussions and negotiations with the Company and its advisors to
develop a solution to restructure its balance sheet and provide certain liquidity relief in
order to give the Company time to restructure its debts and continue to operate as a going

concern.

On February 20, 2014, BMO and AFI agreed to terms on a balance sheet restructuring;
however, this new term sheet had certain conditions precedent that AFI needed to satisfy,
including a provision which required AFI to secure performance security guarantees in

support of BMO's proposed letter of credit facility. On February 23, 2014, BMO was
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advised by AFI that they were not able to fulfill this condition. At this same time, the
CCF and senior management of AFI further advised that the Company would consent to a

court appointed receiver provided the receiver was appointed immediately on February

24,2014.

RECEIVER'S ACTIVITIES SINCE THE DATE OF APPOINTMENT

Immediately upon issuance of the Appointment Order, the Receiver attended at the
Company's head office in Paris, Ontario to take possession and secure the Company's
assets, and books and records located therein. A copy of the Appointment Order is
attached hereto as Appendix “B”. Following its appointment, the Receiver's initial

activities included:

(a) Arranging for AFI's bank accounts to be frozen and opening new bank accounts

under the Receiver's name;

(b) Terminating the employment of AFI's employees and contractors and entering
into consulting arrangements with certain of these former employees and
contractors on a term and task basis to assist the Receiver in its administration,

asset recovery and sales process;

(©) Determining the amounts owed under the Wage Earner's Protection Program Act

("WEPPA") and liaising with Service Canada on these amounts;

(d) Taking possession of AFI's books and records and making best efforts to update
the Company's accounting records in respect of accounts receivable, inventory,

accounts payable and fixed assets register;

(e) Notifying certain customers of AFI's receivership and advising these parties to
secure the assets of AFI that are in their possession, and in certain cases,

arranging for the return of these assets to AFI's head office in Paris, Ontario;

) Establishing new statutory accounts with the Canada Revenue Agency for HST

and various other statutory deductions;
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Arranging for the payment of rent for the Company’s lease with Silverbridge

Business Centre Limited (''Silverbridge'') for the Premise;

Arranging for the release of certain finished goods inventory to customers of AFI

upon receipt of payment;

Arranging for the release of certain finished goods inventory of AFI that was

located at a third party facility upon receipt of final payment;

Arranging for the continuation of all utilities to the Premise;

Arranging for the continuation of all applicable insurances for the Premise and

assets of AFI;

Planning and executing an Expedited Sales Process, including the preparation of
various schedules, summaries and financial information and supporting

documentation for interested parties;

Holding numerous discussions with the OPG team of executives assigned to the
AFI receivership in order to provide them updates on the Expedited Sales Process,
release of finished goods inventory and status of contracts being worked on by the

Receiver for the benefit of OPG;

Entering into an arrangement with KAP to allow them, at their cost, access to the
Premise and certain tooling and equipment in order to facilitate the release of
finished goods inventory and related intellectual property related to the Lower

Mattagami River Project;

Corresponding with BMO on a regular basis on the status of the receivership and

Expedited Sales Process;

Sending to all creditors on record the Notice and Statement of Receiver required

under Section 245(1) and 246(1) of the BIA;
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(Q Responding to demands for repossession of goods received from suppliers

pursuant to Section 81.1 of the BIA; and

(r) Responding to creditor and employee inquiries regarding the status of these
proceedings.
19. To inform creditors and all other stakeholders, general information on these proceedings

has been posted on the Receiver’s website at www.richter.ca/en/insolvency-cases/a/afi-

hydro-inc. The Receiver has also identified on its website a point of contact at Richter

for any enquiries, including a telephone number and email address.

VI OVERVIEW OF LIABILITIES
BMO Facilities

20. Since May 2010, BMO has provided credit facilities to AFI to finance the Company's
operations pursuant to various term sheets and lending agreements as described in the
Kiefer Affidavit. The Company's secured debt facilities with BMO consisted of 7

facilities with a total amount outstanding of approximately $17.2 million, as summarized

below:

AFI Hydro Inc.

Estimated Secured Claims at at April 22, 2014

($000)

Letter of Credit Facility $ 4,979

Demand Revolving Operating Facility 4,612

BMOCC Subordinated Debt 4,686

Non-Revolving Term Loan Facility 2,056

Delayed Draw Demand Non-Revolving Term Loan Facility 841

US Operating Advances 12

Mastercard Facility 1
$17,187

Vendor Take Back Note

21. The six former founding shareholders of AFI when they sold their business to CCF each
received a vendor take back note (""VTB'). As at the Date of Appointment, the total
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outstanding balance on the VTBs was approximately $2.4M. These VTBs paid a total of
$55,000 in interest annually. Management advised that repayments of the VTBs were to
begin in 2014; however, due to the discussions between CCF and BMO on a balance
sheet restructuring, no such payments were made as the VITBs were to be restructured as

part of this negotiated balance sheet restructuring.

Potential Priority Claims

22.

23.

24.

25.

Based on information provided by the Company after the Date of Appointment, potential

priority claims total approximately $267,000, and are comprised of the following:

AFI Hydro Inc.
Estimated Potential Priority Claims at at April 22, 2014
($000)
Source deductions $ 24
Wages and vacation pay 183
Pension contributions outstanding 60
$ 267

The Receiver is currently working with Service Canada and the Company’s respective
unions in order to comply with WEPPA. Furthermore, the Receiver has made BMO
aware of these potential priority claims and has advised BMO that the Receiver will need

to hold back an appropriate amount prior to any distribution.

The above priority claims summary does not include certain monies collected from
customers since the Date of Appointment that could potentially be subject to trust claims
pursuant to applicable construction lien legislation. To date, the Receiver has not
determined the validity or quantum of these potential claims but has advised BMO that
the Receiver will need to hold back an appropriate amount prior to any distribution.
These monies have been segregated for purposes of accounting and have not been used to

fund the operations of the Receivership.

The Receiver is aware that a number of creditors have registered liens on AFI’s project

sites pursuant to the Construction Lien Act. The Receiver understands that most if not all
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of the liens relate to the Lower Mattagami River Project, a project that the Receiver has
not received any monies relating to accounts receivable owing to the Company prior to

the Date of Appointment.

Other PPSA Registrants

26.

In addition to BMO, the creditors of AFI that had registered a security interest against the
Company include National Leasing Group Inc. and Canadian Portable Structures (1992)
Ltd. Both parties have received notice of these proceedings. A summary of the PPSA

registrations for AFI is attached hereto as Appendix “C”.

Unsecured Trade Creditors

27.

VIIL.

The Receiver understands that the Company had unsecured trade payables and accrued
liabilities owing of approximately $6.3M as at December 31, 2013. The Company had
not updated its financial statements since December 2013 and it is expected that these

liabilities may be higher as at the Date of Appointment.

AFI Hydro Inc.
Estimated Unsecured Liabilities as at December 31, 2013
($000)
Trade payables $ 5,501
Accrued labilities 830
$ 6,331

EXPEDITED SALES PROCESS

Reasons for an Expedited Sales Process

28.

29.

The Receiver recognized immediately that AFI's business was extremely unique and
subject to rapid deterioration in value and goodwill if a sales process was not commenced
immediately. The Receiver, with the powers authorized by the Appointment Order, in
particular paragraph 3(k) thereof, immediately began soliciting interest from prospective

parties on an expedited basis.

The Expedited Sales Process was required due to the following reasons:
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Limited market of buyers for AFI's assets: As discussed above, the Company

when previously sold as a going-concern in 2010 had only two offers. AFI is a
highly specialized fabricator with economic dependence on one main customer,
OPG and one main industry, hydroelectric. AFI's specialization in hydroelectric
projects eliminates a number of interested parties due to the required
sophistication of the asset base, customer base and infrastructure required to

support it.

Seasonality of business: This business needs to be transferred to a buyer as soon

as possible to allow a purchaser to meet certain project deadlines for OPG and
others. An Expedited Sales Process also affords a purchaser the ability to
participate in the request for proposals (""RFP's'') on new projects that have been

submitted by AFI and evaluated by the clients this spring.

Continued OPG support: This Company has economic dependence upon OPG and

is a critical supplier to OPG on their hydroelectric projects. In order to secure
OPG's support throughout this receivership, OPG needed to ensure that a buyer
was in place by the end of April 2014 in order to ensure outstanding project
milestones are met. This process is very time sensitive as certain projects require
OPG to essentially take a hydroelectric facility offline and off the electrical grid.
Accordingly, planning for such projects and related permission from the Ontario
Power Authority (""OPA"") is extremely time sensitive and if certain windows for
the completion of work are missed, replacement projects can be postponed or

delayed significantly which has wider implications for OPG and OPA.

Retaining talent and necessary employee base: As discussed above, AFI is the

largest employer in Paris, Ontario and employs many specialized trades. A sales
process and transaction needed to be undertaken immediately in order to preserve
as many specialized employees as possible for a potential purchaser.
Furthermore, the loss of the largest employer in Paris Ontario has a detrimental
impact on the community and local supply chain network and an Expedited Sales

Process would lessen the impact on this wider stakeholder group.
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(e) Limited cash flows: The Receiver has entered into certain cost reimbursement

agreements with certain customers in order to complete certain work during the
receivership period; however to date, the main party financing the receivership
has been the secured creditor. The Receiver, with the permission of BMO, has
used approximately $438K from accounts receivable collections to maintain a
senior management team of executives and engineers and certain trades along
with incurring overheads such as rent and utilities, in order to complete certain
projects and, more importantly, prepare for an Expedited Sale Process. These
funds were from ordinary course collection of accounts receivable and were funds
available to the Receiver after taking into account potential priority claims as

discussed above.

Expedited Sales Process

30.

31.

32.

As per the reasons above, the Receiver implemented an immediate sales process to solicit
interest from potential strategic and financial parties. At the same time the Receiver met
with executives from OPG to make them aware of the Expedited Sales Process and to get
OPG's support on meeting with potential buyers of AFI's assets. The Receiver notes that
the OPG executive team assigned to the AFI receivership have been very supportive of

the Company, the Receiver and its employees during this Expedited Sales Process.

The initial list of interested parties was put together by the Receiver with input and
comments from the management team of AFI. Furthermore, the Receiver retained the
services of Mr. David Ballantyne, a former owner of AFI, to act as a senior consultant to
the Receiver and management team on soliciting interested parties and supporting the

Receiver on discussions with OPG, a relationship Mr. Ballantyne has had for 20+ years.

The Receiver, with the support of the management team and Mr. Ballantyne created a
short-list of ten (10) potential parties that were either strategic parties that understood the
AFI opportunity and/or had existing relationships with OPG that would allow for ease of
transition, or were financial players that had experience in distressed deals or had similar

investments in similar industries. Of this short-list of ten (10) potential parties, eight (8)





33.

34.

35.

36.

37.
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were strategic parties and two (2) were financial parties. These parties were contacted

starting February 25, 2014 to immediately solicit their interest.

Of the ten (10) parties contacted, eight (8) signed non-disclosure agreements (""NDAs")
and all eight (8) conducted due diligence on AFI's business and assets (the “Initial

Interested Parties”).

The Receiver set a date of March 7, 2014 for letters of interest ("'March 7 LOIs') to be
received from the Initial Interested Parties. On March 7, 2014, the Receiver received
letters of interest from six (6) of these parties (the “Round 1 Bidders”). One party
submitted two different forms of LOI for the assets, so in total, the Receiver had seven
(7) March 7 LOIs to review. A summary of the March 7 LOIs is included in the
Confidential Supplementary Report.

All of the LOIs had certain terms and conditions that needed to be met prior to the
Receiver completing a proposed asset purchase transaction. Two of the primary terms
and conditions were (i) a meeting with OPG and (ii) additional due diligence. The
Receiver concluded that three (3) of the Round 1 Bidders would move forward as part of
the sales process (the “Round 2 Bidders”) and the Receiver subsequently organized
meetings with OPG and supported the Round 2 Bidders with additional due diligence as
required during the week ending March 14, 2014.

Upon conclusion of these meetings and additional due diligence, each of the Round 2
Bidders advised the Receiver that they would be submitting a revised bid and each
reduced their offers significantly, and requested additional due diligence time to continue
their review. No party was willing to make a firm commitment on a purchase price and

closing date.

On March 15, 2014, the Receiver emailed the Round 2 Bidders to provide additional
clarity on certain issues they had questions on and furthermore, the Receiver advised the
Round 2 Bidders that due to the fact that they had all rescinded their initial LOIs, the

Receiver would need to look at its options to advance a deal potentially with another

party.





38.

39.

40.

41.
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During the week of March 17, 2014 the Receiver continued to support the Round 2
Bidders with their additional due diligence demands; however, the Receiver reached out
to an additional four (4) parties that did not have time to submit an LOI by March 7, 2014
but remained interested in the AFI opportunity (the “Additional Interested Parties”).
Furthermore, the Receiver also reached out to one (1) of the Initial Interested Parties (the
“Renewed Initial Interested Party”) that was not part of the Round 2 Bidders to advise
them of the continued process and the opportunity to resubmit a bid if they so desired.
The Receiver did not reach out to any of the other Round 1 Bidders as their March 7

LOIs were too low to be considered.

On March 18, 2014, the Receiver advised the Round 2 Bidders, the Additional Interested
Parties, and the Renewed Initial Interested Party that final offers and/or LOIs must be
submitted by March 21, 2014 (the "March 21 LOIs'"). The Receiver received five (5)
March 21 LOIs (the “Round 3 Bidders”), four (4) from strategic parties and one (1) from
a financial buyer. A summary of the March 21 LOIs is included in the Confidential

Supplementary Report.

The LOIs from the Round 3 Bidders contained a number of terms and conditions, and
over the course of a week the Receiver continued discussions and negotiations with each
of these parties on their submitted offers. Upon its final review, the Receiver concluded
that the offer from Andritz Hydro Canada Inc. (“Andritz”), an affiliate of the Purchaser,

was the offer the Receiver would pursue an exclusive closing on.

Over the past four weeks, the Receiver has been working exclusively with Andritz to
address a number of conditions contained in their offer. These conditions included
discussions and negotiations with third parties, primarily OPG and the landlord for the
Premise. As at the date of this First Report, the Receiver understands that all of the terms
and conditions in the offer from the Purchaser have been met and satisfied, subject to the

Court approving the Transaction.

Proposed Asset Purchase Agreement

42.

The Purchaser has offered to purchase the assets of AFI, including its fixed assets,

inventory, furniture and fixtures, leasehold improvements and certain other assets as





43.

44,

45.

46.
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defined in the APA (the '""Purchased Assets') for a fixed cash purchase price (the
""Asset Transaction Purchase Price').The Asset Transaction Purchase Price is detailed
in the Confidential Supplementary Report and is materially less than the total secured

debt currently owing to BMO.

On April 14, 2014, the Purchaser delivered to the Receiver a deposit equal to 10% of the
Asset Transaction Purchase Price to be held in trust by the Receiver pending closing of
the Transaction. The balance of the Asset Transaction Purchase Price will be paid on

closing, which is anticipated to occur on April 30, 2014 (“Closing”).

The Purchaser is also assuming certain liabilities (‘“Assumed Liabilities”). The Assumed

Liabilities are as follows:

(a) On or before Closing, continuing employment will be offered to approximately 50
of AFT’s former employees on substantially the same terms and conditions as they
were previously employed. The Purchaser has also agreed to establish
replacement employee plans (‘“Replacement Plans”) for those employees who
accept employment offers made by the Purchaser (“Transferred Employees”).
For these Transferred Employees, the Purchaser will recognize the employees
years of service with AFI for the purpose of determining the eligibility under the

Replacement Plans; and

(b) Obligations and liabilities of AFI under certain contracts, leases, agreements,

licences, and certifications, all as outlined within the APA.

On Closing, the Purchased Assets are to be conveyed to the Purchaser by vesting Order,
on an "as is, where is" basis, and subject to the usual terms and conditions contained in

such transactions, and subject to this Court's approval.

Attached as Appendix "D'" is a redacted copy of the APA entered into between the
Receiver and the Purchaser, subject to the Court's approval. An unredacted copy of the

APA will be appended to the Confidential Supplementary Report.
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Lease with Silverbridge Business Centre Limited

47.

VIII.

48.

49.

IX.

50.

As noted above, one of the conditions of the Purchaser’s offer related to the lease at 6
Adams Street. We understand that the Purchaser has come to terms with Silverbridge on
a new lease. As a result, the APA requires the Receiver to terminate AFI's lease with
Silverbridge. Subject to the Court's approval, the Receiver will terminate the lease

effective the Closing date.

LIQUIDATION ANALYSIS

The Receiver conducted a liquidation analysis of the Company's assets as at the Date of

Appointment ("'Liquidation Analysis'") taking into consideration such things as the:
(a) quality of the accounts receivable and inventory;
(b) value of the fixed assets;

(©) potential priority claims and other amounts that may need to be paid by the

Receiver; and
(d) costs of operating and realizing on AFI's assets, including professional fees.

A copy of the Liquidation Analysis will be filed with the Court on a sealed and

confidential basis as an appendix to the Confidential Supplementary Report.
CONCLUSION AND RECOMMENDATION
The Receiver recommends that this Court issue an order approving the Transaction for

the following reasons:

(a) The sales process undertaken by the Receiver was commercially reasonable and

involved the participation of multiple interested parties and multiple offers;

(b) The Company has limited liquidity and is operating on a very limited basis since
the Date of Appointment and there is no additional funding available to support

continued operations and a prolonged sales process;





51.

52.

(©

(d)

(e

®
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AFI is the largest employer in Paris, Ontario, and the Purchaser is committed to
continuing this production onsite at the Premise which allows for the continued
employment of former AFI employees, the continued use of the existing Premise
and supports the going-concern operations of AFI to continue which will further

support local suppliers and their communities;

The Transaction ensures there is certain continuity and project expertise in place

for OPG on completing existing projects;

The Transaction offers a return to BMO that is higher than will be achieve in a

non-orderly liquidation of assets; and

Absent an immediate sale of the AFI assets, the Company's operations would be

discontinued.

Upon issuance of the Order approving the APA, the Receiver shall forthwith enter into

such agreements and carry out the Transaction contemplated therein.

The Receiver respectfully requests that this Court grant an order which provides for the

following:

(a) Approval of the Receiver's activities to date;

(b) Approval of the First Report of the Receiver;

(©) Approval of the Transaction and APA with the Purchaser; and

(d)

Authorization for the Receiver to terminate the lease for the Premise.





Dated the 25" day of April, 2014
RESPECTFULLY SUBMITTED,

Paul van Eyk, CIRP, IFA, CPA
Senior Vice-President

Richter Advisory Group Inc.
the Receiver of AFI Hydro Inc.
and not in its personal capacity
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