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ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

IN THE MATTER OF THE BANKRUPTCY OF DANIER LEATHER INC.

THIRD REPORT OF KSV KOFMAN INC. AS TRUSTEE IN BANKRUPTCY OF
DANIER LEATHER INC.

JULY 26, 2016

1.0 Introduction

1. On February 4, 2016 (the “Filing Date”), Danier Leather Inc. (the “Company”) filed a
Notice of Intention to Make a Proposal (“NOI”) pursuant to Section 50.4(1) of the
Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as amended, and KSV Kofman
Inc. (“KSV”) was appointed proposal trustee in the Company’s NOI proceedings (the
“Proposal Trustee”).

2. In accordance with an order of the Ontario Superior Court of Justice (Commercial List)
(“Court”) made on February 8, 2016 (“February 8th Order”), the Company, with the
assistance of its financial advisor, Consensus Advisory Services LLC and Consensus
Securities LLC, and the Proposal Trustee, carried out a sale and investor solicitation
process (“SISP”).

3. As a result of the SISP, the Company entered into an agency agreement with a
contractual joint venture comprised of Merchant Retail Solutions, ULC and Gordon
Brothers Canada ULC (jointly, the “Agent”) to liquidate the inventory, furniture, fixtures
and equipment in 76 of its store locations (the “Sale”). The Agent completed the Sale
on May 9, 2016.

4. On March 21, 2016, the Company made an assignment in bankruptcy and KSV was
appointed as trustee in bankruptcy (“Trustee”).
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5. Pursuant to an Order of the Court made on March 21, 2016, KSV became receiver
(the “Receiver”) of the Company’s property, assets and undertaking pursuant to
Section 101 of the Courts of Justice Act, R.S.O. 190, c. C.43, as amended
(“Receivership Order”).

6. This report is filed by KSV in its capacity as Trustee.

1.1 Purposes of this Report

1. The purposes of this report (“Report”) are to:

a) provide background information about the Company;

b) detail a process (the "D&O Claims Process") to solicit, determine and resolve
claims against the Company’s former directors and officers (the “Directors and
Officers”); and

c) recommend that the Court issue an order, inter alia, approving the D&O Claims
Process and authorizing the Trustee to carry out same.

1.2 Currency

1. All currency references in this Report are to Canadian dollars.

1.3 Restrictions

1. In preparing this Report, the Trustee has relied upon the Company’s books and
records and discussions with its representatives and advisors. The Trustee has not
performed an audit or other verification of such information.

2.0 Background

1. The Company was founded in 1972. The Company was Canada’s largest retailer of
leather apparel and accessories. The Company’s subordinated voting shares were
listed on the Toronto Stock Exchange (“TSX”) and, until February 4, 2016, traded
under the symbol “DL”. On February 4, 2016, the Investment Industry Regulatory
Organization of Canada issued a cease trade order in respect of the shares. On
March 17, 2016, the Company’s shares were delisted from the TSX.

2. The Company’s merchandise was predominantly marketed under the “Danier” brand
name and as at the date of bankruptcy was being sold at 76 leased stores across
Canada. As at the date of this Report, all stores have been vacated and all leases
have been disclaimed, except for three leases which were assigned to new tenants.
The Company’s head office and distribution centre leases have also been disclaimed.
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3. As at the date of bankruptcy, the Company employed approximately 1,000
employees. As a result of the bankruptcy, all of the Company’s employees were
automatically terminated. Pursuant to the terms of the Receivership Order, the
Receiver hired the majority of the Company’s former employees on a temporary and
day-to-day basis to assist with the Sale and the wind-down of the Company’s
business. The Company’s workforce was not unionized and the Company did not
maintain a pension plan. As at the date of this Report, six employees continue to be
retained by the Receiver for the purpose of dealing with the remaining receivership
matters. Additional information concerning the Company’s insolvency proceedings is
available on KSV’s website at: http://www.ksvadvisory.com/insolvency-cases-
2/danier-leather-inc/.

3.0 D&O Claims Process

1. The D&O Claims Process is intended to solicit, determine and resolve claims, if any,
against the Directors and Officers.

2. Pursuant to the February 8th Order: (i) the Company is required to indemnify the
Directors and Officers against obligations and liabilities that they may have incurred
as directors or officers of the Company after the commencement of the NOI
proceeding, subject to a carve-out for gross negligence and wilful misconduct; and (ii)
the Directors and Officers were granted a $4.9 million charge on the Company’s
assets, undertakings and properties as security for the indemnity referred to above
(the “D&O Charge”). The D&O Charge is only available to the Directors and Officers
to the extent that they do not have coverage under any Directors’ and Officers’
insurance policy or to the extent the insurance coverage is insufficient to pay amounts
indemnified under the February 8th Order. A copy of the February 8th Order is attached
as Appendix "A".

3. Prior to making any distributions, the Directors and Officers have requested that the
Trustee conduct the D&O Claims Process to determine if any parties intend to file
claims against the Directors and Officers.

4. In addition to claims under the D&O Charge, the D&O Claims Process calls for claims
against the Directors and Offers that pre-date the NOI filing for which the Directors
and Officers may be entitled to indemnification from the Company. These claims are
included in the process as the Trustee needs to identify any indemnification claims by
the Directors and Officers against the Company before it makes a distribution to
creditors.

5. As previously advised, the Trustee expects that there will be significant distributions
to creditors, and likely to shareholders.
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6. The following is an overview1 of the D&O Claims Process:2

a) the Trustee is to post a copy of the Proof of Claim Document Package on its
website no later than five Business Days following the making of the D&O
Claims Process order;

b) the Trustee is to place the Notice to Claimants provided in Schedule C of the
D&O Claims Process order in the national edition of The Globe and Mail
newspaper within five Business Days of the making of the D&O Claims Process
order;

c) any and all D&O Claims not filed by 5:00 pm (Toronto time) on September 12,
2016 (the “Claims Bar Date”) are to be extinguished and forever barred against
the Directors and Officers;

d) the Trustee will deliver to any Director or Officer named in a D&O Proof of Claim
a copy of such D&O Proof of Claim, with a copy to Chaitons LLP, counsel to the
Directors and Officers;

e) the Trustee, in consultation with the Directors and Officers named in the D&O
Proofs of Claim and their counsel, will review all D&O Proofs of Claim filed;

f) the Trustee may accept or settle any D&O claim, provided that if the Directors
and Officers dispute the Trustee’s decision, the disputed portion must be
resolved with such Director or Officer’s consent or by further order of the Court;

g) the Trustee may revise or disallow any D&O Claim, and if the Claimant disputes
the Trustee’s decision, in whole or in part, the Claimant must file a Dispute
Notice with the Trustee within 10 Business Days of when the Claimant is
deemed to have received the Notice of Revision or Disallowance (the “Dispute
Period”);

h) in the event that the dispute cannot be consensually resolved between a
Claimant and the Trustee, the Trustee is to bring a motion to have the dispute
resolved by the Court; and

i) if a Claimant fails to appeal the Notice of Revision or Disallowance by filing a
Notice of Dispute within the Dispute Period, the claim will be deemed to be as
set out in the Notice of Revision or Disallowance.

7. The proposed forms to be used in the D&O Claims Process, being the Claimant’s
Guide to Completing the D&O Proof of Claim, the Proof of Claim Form, the Notice of
Revision or Disallowance and the Dispute Notice, are appended as schedules to the
proposed D&O Claims Process order.

1 The overview summarizes certain of the material terms of the proposed D&O Claims Process order only. The
Trustee recommends that potential claimants review in detail the proposed D&O Claims Process order.

2 Terms not defined in the Section have the meanings provided to them in the proposed D&O Claims Process order.
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8. The Trustee is of the view that the proposed D&O Claims Process is reasonable in
these circumstances as:

a) the D&O Claims Process will allow the Trustee to determine whether there are
any claims against the Directors and Officers so that the D&O Charge can be
discharged and the Trustee can make distributions to creditors;

b) the Directors and Officers will not consent to a release of the D&O Charge
without first knowing whether any party wishes to make a post-filing claim
against them;

c) the Directors and Officers require confirmation before any dividends are paid to
creditors that there are no pre-filing claims against them for which they are
entitled to indemnification from the Company; and

d) the Trustee believes the Claims Bar Date is reasonable in that it provides
sufficient time to submit a claim.

4.0 Conclusion and Recommendation

1. Based on the foregoing, the Trustee respectfully recommends that this Honourable
Court make an order granting the relief detailed in Section 1.1(1)(c) of this Report.

* * *

All of which is respectfully submitted,

KSV KOFMAN INC.
IN ITS CAPACITY AS TRUSTEE IN BANKRUPTCY OF
DANIER LEATHER INC.
AND NOT IN ITS PERSONAL CAPACITY
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