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ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF
NEWSTART FINANCIAL INC. AND NEWSTART ACCEPTANCE INC.
OF THE CITY OF PICKERING
IN THE PROVINCE OF ONTARIO

FIRST REPORT TO COURT OF PROPOSAL TRUSTEE

DATED MAY 19,2016

INTRODUCTION

1. On May 2, 2016 (the “Filing Date”), Newstart Financial Inc. ("NFI") and
Newstart Acceptance Inc. (“NAI’, and together with NFI, the “Debtors”) filed
with the Official Receiver Notices of Intention to Make a Proposal (“NOI") to its
creditors and named Dodick Landau Inc. (“DLI") as Proposal Trustee (the
“Proposal Trustee”). Attached as Appendix “A” are the Certificates of Filing
of the NOI for the Debtors.

2. A detailed overview of the Debtors business operations, corporate structure and
financial difficulties which led to the filing of the NOI is set out in the Affidavit of
David Baker sworn May 19, 2016 (the “Baker Affidavit"), served and filed with the
Court in support of the Debtors’ motion for the relief set out herein.

3 All capitalized terms used in this Report but not otherwise defined shall have the
meaning ascribed to such terms in the Baker Affidavit.
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4, This first report (the “Report”) of the Proposal Trustee is made in connection

with the motion of the Debtors to:

abridge the time for service of the Notice of Motion, the Motion Record and
this Report and dispensing with service on any other person other than those
served,

seek approval to adopt the e-service protocol of the Commercial List;

extend the time for filing a proposal, and extend the stay of proceedings
granted upon the filing of the NOI, for a period of 45-days to, and including,
July 16, 2016;

v. seek an order granting an administration charge (as hereinafter defined);

V. approving a Sale and Investment Solicitation Process (“SISP") to be
undertaken by the Proposal Trustee with the assistance of the Debtors’
management and granting the Proposal Trustee with expanded powers to
implement the SISP and close any transactions under the SISP approved by
the Court; and

Vi. approving the activities of the Proposal Trustee as set out in this Report.

DISCLAIMER
5. In preparing this Report, the Proposal Trustee has relied upon certain unaudited,

draft and/or internal financial information, the Company's books and records,

discussions with the management of the Company (“Management’) and

information from other third-party sources (collectively, the “Information”). Except

as described in this Report:

the Proposal Trustee has not audited, reviewed or otherwise attempted to
verify the accuracy or completeness of the Information in a manner that would
wholly or partially comply with Generally Accepted Assurance Standards
pursuant to the Canadian Institute of Chartered Accountants Handbook and,



accordingly, the Proposal Trustee expresses no opinion or other form of
assurance in respect of the Information;

ii. some of the information referred to in this Report consists of forecasts and
projections. An examination or review of the financial forecast and
projections, as outlined in the Canadian Institute of Chartered Accountants
handbook, has not been performed; and

ii. the Proposal Trustee has prepared this Report in its capacity as a Court
appointed officer and has made a copy of this Report available on the
Proposal Trustee's website at www.dodick.ca for purposes of the Company’s

motion returnable May 27, 2016. Parties using this Report, other than for the
purpose of the motion, are cautioned that it may not be appropriate for their
purposes.

6. Future oriented financial information referred to in this Report was prepared based
on Management’s estimates and assumptions. Readers are cautioned that since
projections are based upon assumptions about future events and conditions that
are not ascertainable, the actual results will vary from the projections, even if the
assumptions materialize, and the variations could be significant.

7. Unless otherwise stated, all monetary amounts contained herein are in Canadian
dollars.

THE SISP

8. The goal of the Debtors’ proposal proceedings is to preserve their business for the

benefit of all stakeholders through either a sale, recapitalization or refinancing of
the Debtors’ business. To achieve this goal, the Debtors’ seek the approval of the
proposed SISP which would allow the Debtors to explore all restructuring

alternatives.



10.

11.

12.

13.

The purpose of the SISP is to identify one or more purchasers of the Debtors’
assets, or investors in the Debtors’ businesses, with a projected completion date
of a transaction by the end of September 2016.

The terms of the SISP are set out in Appendix “B”. The more significant
milestones in the SISP are:

Activity Timeline

Solicitation of potential purchasers/investors by June 24, 2016

Due diligence completed by July 22, 2016
Deadline for submission of binding offers August 2, 2016
Identification of successful offer August 5, 2016

Hold meeting of creditors to vote on Proposal by August 31, 2016

Obtain Court approval of Proposal by September 16, 2016
Closing of transaction(s) by September 30, 2016

The Proposal Trustee has assisted the Debtors in the development of the
proposed SISP. The Proposal Trustee is of the view that the SISP will provide it
with the ability to reasonably canvass the market, having regard to the current
circumstances and limited funding available, in an attempt to find a buyer or an

investor for the Debtors' business.

Under the proposed Court order, in addition to the powers and duties set out in the
BIA, the Debtors are seeking to have the Proposal Trustee carry out the SISP and
to execute any and all documents on behalf and in the name of the Debtors
necessary to complete any transactions under the SISP approved by the Court.
As a result, the Debtors seek an order expanding the Proposal Trustee’s powers
as contemplated by the Debtors’ motion.

The reason these additional powers are required is primarily due to the possibility
that Management, or a party related to Management, wish to make an offer, or join



14.

a group, making an offer in the SISP. The concern is that Management would find
itself in conflict if it was both the seller and participating directly, or indirectly, as a
buyer in the SISP. However, it is contemplated that Management will assist the
Proposal Trustee in carrying out its SISP responsibilities.

The Proposal Trustee consents to the expansion of its powers as contemplated by
the Debtors’ motion.

EXTENSION OF STAY OF PROCEEDINGS

15.

16.

17.

The Debtors are seeking an extension of the time for the filing of the proposal to
and including July 16, 2016, for a total of 45 days.

The stay extension is required to provide the Debtors with the necessary time to
commence the SISP. It is understood that in order to complete the SISP a further
extension to the stay of proceedings will be required beyond July 16, 2016.

The Proposal Trustee is of the view that the Debtors are acting in good faith and
with due diligence in formulating and implementing a restructuring plan that would
preserve their business and assets for the benefit of their stakeholders. Without
the extension, the Debtors are not in a position to make a viable proposal to their
creditors and will become bankrupt to the detriment of their stakeholders. In
contrast, no creditor will be materially prejudiced if the extension applied for is
granted. If the extension applied for is granted, the Debtors would likely be able to
make a viable proposal to their creditors following the completion of the SISP and
any resulting transaction.

OVERVIEW OF THE DEBTORS’ WEEKLY CASH FLOW FORECAST

18.

The Debtors, with the assistance of the Proposal Trustee, have prepared a
consolidated thirteen-week cash flow forecast for the period of May 2, 2016 to
July 29, 2016 (“Cash Flow Forecast’). A copy of the Cash Flow Forecast is
attached hereto as Appendix "C" to this Report. The Cash Flow Forecast has

been prepared by Management of the Debtors for the purpose of this motion,



19.

20.

21.

22.

using probable and hypothetical assumptions set out in notes 1 to 13 attached
to the Cash Flow Forecast. The Cash Flow Forecast reflects receipts and
disbursements to be received or paid over the 13-week forecast period in
Canadian dollars.

The Cash Flow Forecast projects that the Debtors will have sufficient liquidity to
fund their expenses and the Proposal proceeding throughout the proposed
extension of the stay of proceedings.

A critical assumption made in the Cash Flow Forecast is that NF| will not
underwrite any new vehicle leases and consumer loans during the forecast period
which includes purchasing vehicles for purposes of leasing. Without having to
incur underwriting costs NF| is expected to be able to operate within its available

cash flow throughout the Proposal proceeding and not require interim financing.

The Proposal Trustee's review of the Cash Flow Forecast consisted of inquiries,
analytical procedures and discussion related to information supplied to the
Proposal Trustee by certain of the Management and employees of the Debtors.
Since hypothetical assumptions need not be supported, the Proposal Trustee's
procedures with respect to them were limited to evaluating whether they were
consistent with the purpose of the Cash Flow Forecast. The Proposal Trustee
has also reviewed the support provided by Management of the Debtors for the
probable assumptions, and the preparation and presentation of the Cash Flow
Forecast.

Based on the Proposal Trustee's review, nothing has come to its attention to

cause it to believe that, in all material respects:

i. the hypothetical assumptions are not consistent with the purpose of the
Cash Flow Forecast;

i. as atthe date of this Report, the probable assumptions developed by
Management are not suitably supported and consistent with the plans of



23.

24,

the Debtors or do not provide a reasonable basis for the Cash Flow
Forecast, given the hypothetical assumptions; or

iii. the Cash Flow Forecast does not reflect the probable and hypothetical
Assumptions.

As described in the Disclaimer above, since the Cash Flow Forecast is based
on assumptions regarding future events, actual results will vary from the
information presented, even if the hypothetical assumptions occur, and the
variations may be material. Accordingly, the Proposal Trustee expresses no
assurance as to whether the Cash Flow Forecast will be achieved. In addition,
the Proposal Trustee expresses no opinion or other form of assurance with
respect to the accuracy of financial information presented in the Cash Flow
Forecast.

The Cash Flow Forecast has been prepared solely for the purpose described
above, and readers are cautioned that it may not be appropriate for other

purposes.

INFORMAL MEETING OF NOTEHOLDERS

25.

26.

Following the filings of the NOIs, a number of noteholders contacted the Proposal
Trustee requesting additional information about the Proposal proceedings. Due to
the number of calls received by the Proposal Trustee, the Proposal Trustee in
consultation with the Debtors, decided to hold on May 18, 2016 at the office of the
Proposal Trustee an informal meeting of the noteholders (“Informal Meeting”).

Notices of the Informal Meeting were sent to thirty-four noteholders, representing
approximately $6.1 million of debt, by regular mail on May 11, 2016. The notice of
the Informal Meeting was also sent to noteholders by electronic mail on May 12,
2016 if the Proposal Trustee had the noteholders’ electronic mail addresses.
Twelve noteholders attended the Informal Meeting representing approximately
$3.8 million of debt. The Informal Meeting was chaired by Rahn Dodick of the office

of the Proposal Trustee. In addition, representatives of the Debtors, the Debtors'



27.

28.

29,

legal counsel and the Proposal Trustee's legal counsel, were also present at the

Informal Meeting to answer noteholder questions.

At the Informal Meeting, the Proposal Trustee and the Debtors described the sales
process being planned and advised the group present that there will be a motion
heard by the Court on May 27, 2016 which includes seeking the Court’s approval
of the sales process, an extension of the stay of proceedings and an administration
charge of $150,000.

The Debtors’ counsel explained that following completion of the sales process, a
proposal will be made to the creditors that is likely to be comprised of a sale to a
successful bidder. The Debtors’ counsel further explained that proceeds from a
sale will then be available for distribution to creditors and that the Proposal will
likely pool all the creditors into one class regardless of priority of the claims.
Debtors’ counsel then asked whether, on a without prejudice basis, any of the
noteholders present objected to this proposed approach. None of the noteholders
that were present objected to the proposed approach, as described at the Informal
Meeting.

Other topics discussed at the Informal Meeting included the cash flow forecast, the
current run-off of the portfolio, monitoring procedures in place, operating costs
being incurred, forecast professional fees, timing of the sales process and issuance
of the Proposal, among other topics. The meeting lasted approximately 1.5 hours.

COURT ORDERED CHARGE

30.

The Debtors are seeking a charge (the “Administration Charge”), in a maximum
amount of $150,000, in favour of the Debtors’ legal counsel, the Proposal
Trustee and its legal counsel, which shall rank in priority to all other security
interests, trusts, liens, charges and encumbrances, statutory or otherwise in favour
of any person.



31. The Proposal Trustee is of the view that the Administration Charge is necessary
and reasonable in the circumstances in order to carry out the proposed SISP and
complete the administration of the Proposal.

CONCLUSION AND RECOMMENDATION

32. The Proposal Trustee is of the view that the SISP, as described above, will allow
a reasonable canvassing of the market with a view to identifying parties to
purchase or invest in the Debtors’ businesses.

33.  The Proposal Trustee further is of the view that the Administration Charge is
reasonable and appropriate in these circumstances.

34. Based on the foregoing, the Proposal Trustee respectfully recommends that the
Court make an order granting the relief being requested by the Debtors pursuant
to the BIA.

All of which is respectfully submitted this 19t day of May, 20186.

DODICK LANDAU INC.

In its capacity as the Proposal Trustee of
Newstart Financial Inc. and Newstart Acceptance
Inc. and not in its personal capacity.

NS

Rahn Dodick, CA, CPA, CIRP, LIT
President

Pe
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E L ﬂ Industry Canada
Office of the Superintendent

of Bankruptcy Canada
District of Ontario
Division No. 09 - Toronto
Court No. 31-2117950

Estate No. 31-2117950

Industrie Canada

Bureau du surintendant
des faillites Canada

In the Matter of the Notice of Intention to make a

proposal of:

Newstart Acceptance Inc.

Insolvent Person

DODICK LANDAU INC.
Licensed Insolvency Trustee

Date of the Notice of Intention:

May 02, 2016

CERTIFICATE OF FILING OF A NOTICE OF INTENTION TO MAKE A PROPOSAL

Subsection 50.4 (1)

I, the undersigned, Official Receiver in and for this bankruptcy district, do hereby certify that the aforenamed
insolvent person filed a Notice of Intention to Make a Proposal under subsection 50.4 (1) of the Bankruptcy and

Insolvency Act.

Pursuant to subsection 69(1) of the Act, all proceedings against the aforenamed insolvent person are stayed as of

the date of filing of the Notice of Intention.

Date: May 02, 2016, 12:02

E-File/Dépdt Electronique

Official Receiver

25 St. Clair Avenue East, 6th floor, Toronto, Ontario, Canada, M4T1M2, (877)376-9902

Canada



ﬂ 4 ﬂ Industry Canada Industrie Canada

Office of the Superintendent Bureau du surintendant

of Bankruptcy Canada des faillites Canada
District of Ontario
Division No. 09 - Toronto
Court No. 31-2117956

Estate No. 31-2117956
In the Matter of the Notice of Intention to make a
proposal of:
Newstart Financial Inc.
Insolvent Person

DODICK LANDAU INC.
Licensed Insolvency Trustee

Date of the Notice of Intention: May 02, 2016

CERTIFICATE OF FILING OF A NOTICE OF INTENTION TO MAKE A PROPOSAL
Subsection 50.4 (1)

I, the undersigned, Official Receiver in and for this bankruptcy district, do hereby certify that the aforenamed
insolvent person filed a Notice of Intention to Make a Proposal under subsection 50.4 (1) of the Bankruptcy and
Insolvency Act.

Pursuant to subsection 69(1) of the Act, all proceedings against the aforenamed insolvent person are stayed as of
the date of filing of the Notice of Intention.

Date: May 02, 2016, 11:59

E-File/Dép6t Electronique Official Receiver
25 St. Clair Avenue East, 6th floor, Toronto, Ontario, Canada, M4T1M2, (877)376-9902

Canada
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Newstart Financial Inc. and Newstart Acceptance Inc. (collectively, “Newstart”)

Sale and Investment Solicitation Process Summary

The purpose of the Sale and Investment Solicitation Process (the “SISP”) is to identify one or
more purchasers of, or investors in, the business and assets of Newstart with a projected
completion date of a transaction or transactions by September 2016.

All capitalized terms used but not otherwise defined herein have the meaning given to them in
the Order granted by the Ontario Superior Court of Justice (the “Court”) on May e, 2016 (the
“May Order”) in respect of the proposal proceedings commenced by Newstart under the
Bankruptcy and Insolvency Act (the “BIA”).

The SISP details are provided below.

Newstart has compiled, and with the assistance of the Proposal Trustee, may continue
to compile, a list of interested parties (“Interested Parties”) and will distribute to them
an interest solicitation letter detailing this opportunity. The Proposal Trustee will
contact all parties identified as well as any additional parties that come to its
attention. A confidentiality agreement (“CA”) will be attached to the interest
solicitation letter;

Newstart, with the assistance of the Proposal Trustee, will prepare a confidential
information memorandum (“CIM”) which will be made available to Interested Parties
that execute the CA. The CIM will provide an overview of Newstart’s business,
property and financial results;

Interested Parties who execute the CA will have an opportunity to perform diligence,
including reviewing information in a virtual data room,;

A notice will be published in the national edition of The Globe and Mail newspaper
and, at the discretion of the Proposal Trustee, in trade publications;

The Proposal Trustee, with the assistance of Newstart, will facilitate diligence efforts
by, among other things, responding to questions and coordinating meetings between
Interested Parties and Newstart’s management and such other parties as the Proposal
Trustee may arrange. All meetings with management will be convened in the
presence of a representative of the Proposal Trustee;

Prospective investors shall be required to identify all material terms of their proposed
investment to permit evaluation of such proposal but will not be required to submit
the terms and structure of their proposed investment in a predetermined prescribed
format;

Parties interested in acquiring assets will be able to refer to a template asset purchase
agreement (“APA”) that will be posted in the data room. Interested Parties who wish



to acquire assets will be encouraged to submit offers substantially in the form of the
APA, with any changes black-lined against the APA;

Interested Parties will be entitled to submit offers for Newstart's business and assets
on an individual basis or en bloc. Subject to the value of the consideration to be paid,
preference will be given to en bloc offers;

The deadline for submission of offers (“Offer Deadline”) will be 5:00 pm EST on
August 2, 2016;

Offers are to be submitted to the Proposal Trustee with a refundable cash deposit in
the form of a wire transfer (to a bank account specified by the Proposal Trustee) or
such other form of deposit as is acceptable to the Proposal Trustee, in an amount
equal to 10% of the purchase price or investment amount. Offers are to be supported
by evidence, satisfactory to the Proposal Trustee, of financing sufficient to close a
transaction within the timelines detailed in these procedures. All offers are to be
irrevocable until 10 days after Court approval of the Proposal;

The Proposal Trustee will evaluate the offers and may seek clarification and/or a re-
bidding of certain offers;

Newstart’s management, along with their respective legal counsel, will be consulted
on a timely basis during the different phases of the SISP, provided that they confirm
to the Proposal Trustee that they are not bidders in the SISP;

Any offer submitted must be subject to the approval of the creditors of Newstart and
the Court;

Upon completion of definitive documentation, Newstart will make a Proposal to its
creditors in which it will propose a sale of the assets to the successful bidder(s) and
the Proposal Trustee will call a meeting of the creditors of Newstart to vote on
Newstart’s Proposal; and

Following receipt of creditor approval of Newstart’s Proposal, Newstart will apply to
the Court for an order approving the Proposal including one or more offers
("Transaction"), with the Transaction projected to be completed as soon as possible
following approval of the Proposal by the Court. The Proposal Trustee will provide
its recommendation to the Court with respect to the Proposal and the Transaction.

Other attributes of the SISP:

The Proposal Trustee shall have the right to extend by up to two-weeks any deadline
in the SISP in order to facilitate the SISP. Further extensions will require Court
approval,



Newstart’s management and employees are required to assist and support the efforts
of the Proposal Trustee as provided for herein;

Any transaction will be consistent with insolvency principles, including without
material representations and warranties and shall be on an “as is, where is” basis;

The Proposal Trustee reserves the right to accept one or more offers, in consultation
with Newstart management, and to take such steps as are necessary to finalize and
complete an APA or investment agreement or to continue negotiations with a selected
number of Interested Parties with a view to finalizing an agreement(s) with one or
more of them;

The Proposal Trustee shall be under no obligation to accept the highest offer, the best
offer, or any offer, and the selection of any offer(s) shall be at the discretion of the
Proposal Trustee after consultation with Newstart Management;

The Proposal Trustee shall not be bound by the terms of any transaction(s) until
approval of the Court is obtained;

The Proposal Trustee may consider transactions involving a restructuring or
investment in Newstart if, in the opinion of the Proposal Trustee, the resulting
transaction is in the best interests of Newstart and maximizes value for the benefit of
its stakeholders; and

The Proposal Trustee reserves the right to apply to the Court at any time to modify or
terminate the SISP if it considers it appropriate in the circumstances or to apply to the
Court for advice and directions.

SUMMARY TIMELINE OF IMPORTANT DATES

Sale Process Procedures

i

Court approval of Sale Process by

May 31, 2016

Begin marketing to Interested Parties

June 1, 2016

Begin distributing CIM and access to on-line data room

June 6, 2016

Complete solicitation of potential purchasers/investors by

June 24, 2016

Due diligence completed by

July 22,2016

Offer deadline

August 2, 2016

Identification of successful offer

August 5, 2016

Hold meeting of creditors to vote on Proposal by

August 31, 2016




Obtain Court approval of Proposal by ) September 16, 2016

Closing(s) by September 30, 2016
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