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COURT FILE NO.: CV16-11322-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE COURTS OF
JUSTICE ACT, R.S.O. 1990, C. C.43, AS AMENDED

AND IN THE MATTER OF THE RECEIVERSHIP OF DANIER LEATHER INC.

SECOND REPORT OF KSV KOFMAN INC.
AS COURT APPOINTED RECEIVER OF

DANIER LEATHER INC.

JUNE 27, 2016

1.0 Introduction

1. On February 4, 2016, 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 (“SISP Order”), the Company, with the
assistance of its financial advisor, Consensus Advisory Services LLC and
Consensus Securities LLC (the “Financial Advisor”), and the Proposal Trustee,
carried out a sale and investor solicitation process (“SISP”).

3. Pursuant to an Order of the Court made on March 21, 2016 (“Receivership Order”),
KSV was appointed the receiver (“Receiver”) of the Company’s properties, assets
and undertakings pursuant to section 101 of the Courts of Justice Act, R.S.O. 1990,
c. C.43, as amended. A copy of the Receivership Order is attached as Appendix
“A”. Also on March 21, 2016, the Company made an assignment in bankruptcy and
KSV was appointed as trustee in bankruptcy of the Company’s bankrupt estate.
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4. As a result of the SISP, the Company entered into a Court-approved transaction
with a contractual joint venture comprised of Merchant Retail Solutions, ULC and
Gordon Brothers Canada ULC (jointly, the “Agent”), resulting in the execution of an
agency agreement (“Agency Agreement”) pursuant to which the Agent sold the
Company’s inventory, furniture, fixtures and equipment in 76 of its store locations
(the “Sale”). The Sale was completed on May 9, 2016.

5. Offers for the Company’s intellectual property were sought during the SISP;
however no acceptable offers were received during the SISP for the intellectual
property. Efforts to find a buyer for the intellectual property continued following
execution of the Agency Agreement, resulting in the transaction discussed in this
Report, as more fully detailed below.

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

1.1 Purposes of this Report

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

a) provide background information about the Company;

b) summarize a transaction (“Transaction”) between the Receiver and Rehan
Marketing (the “Purchaser”) whereby the Purchaser will acquire the Receiver’s
and the Company’s right, title and interest, if any, in and to the Company’s
intellectual property and certain related assets (the “Purchased Assets”)
pursuant to the terms of the Asset Conveyance and the Supplemental Asset
Conveyance, attached as Appendices “B” and “C”, respectively; and

c) recommend that the Court issue an Order, inter alia:

i. approving the Transaction;

ii. approving the Receiver’s execution of the Asset Conveyance and the
Supplemental Asset Conveyance and authorizing the Receiver to execute
all other ancillary documents and agreements required to complete the
Transaction;

iii. vesting in the Purchaser the Receiver's and the Company’s right, title and
interest in and to the Purchased Assets free and clear of all liens, charges
and security interests and other encumbrances; and

iv. authorizing the Receiver to provide the Purchaser with personal
information for the purpose of engaging certain of the Company’s former
employees (“Transferred Information”).
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1.2 Currency

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

1.3 Restrictions

1. In preparing this Report, the Receiver has relied upon the Company’s books and
records and discussions with its representatives and advisors. The Receiver has
not performed an audit or other verification of such information. The Receiver
expresses no opinion or other form of assurance with respect to the financial
information presented in this Report.

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 leased its Toronto based head office (“St. Clair Facility”). The St.
Clair Facility also served as the Company’s manufacturing, warehouse and
distribution center. The Company also leased a separate distribution facility in
Toronto.

3. The Company’s merchandise was predominantly marketed under the “Danier” brand
name and as the date of the receivership was being sold at 76 leased stores across
Canada.

4. As at the date of this Report, all of the Company’s leased premises have been
vacated and all leases have been assigned, terminated or disclaimed. Five of the
Company’s former employees continue to be retained by the Receiver on an hourly
basis to assist with the completion of these proceedings.

5. Additional information about the Company’s insolvency proceedings can be found
on the Receiver’s website at: http://www.ksvadvisory.com/insolvency-cases-
2/danier-leather-inc/.
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3.0 Transaction

1. Since the completion of the SISP, efforts were made by the Company, the Financial
Advisor and the Receiver to market the Company’s remaining assets for sale,
including the Purchased Assets. Representatives of each of these firms had
discussions with several parties who expressed an interest in these assets,
including many who performed diligence, including meeting with the Receiver and
the Company’s management team and reviewing information in an electronic data
room1.

2. As detailed in the Proposal Trustee’s Third Report to Court (attached as Appendix
“D”, without appendices), two offers were received for the Purchased Assets during
the SISP as part of combined offers for other assets of the Company. Since the
completion of the SISP, three additional offers were received for the Purchased
Assets by the Receiver. The Receiver also had discussions with another party who
never submitted an offer. Details regarding these discussions, as well as a
summary of all offers received, are provided in Confidential Appendix “1”.

3.1 Asset Conveyance

1. On May 20, 2016, the Receiver and the Purchaser executed the Asset Conveyance.
The key terms and conditions of the Asset Conveyance are as follows2:

a) Purchase Price: $600,000, plus HST.

b) Deposit: A non-refundable deposit of $60,000 3 to be applied against the
Purchase Price.

c) IP Assets: all foreign and domestic intellectual property owned by the
Company, whether or not registered, including:

i. all trademarks, trade names, copyrights, patents, industrial designs,
business names, domain names and other registrable intellectual
property, all continuations and divisionals thereof, all applications
therefor, and all goodwill associated therewith;

ii. the Company’s e-commerce website; and

iii. all inventions, formula, processes, research data, technical expertise,
trade secrets, and know how including customer lists, supplier lists
customer names and emails, employee lists and information, and store
training materials.

d) Transferred Information: personal information.

1 Access to the data room was only provided to interested parties that executed a confidentiality agreement (“CA”).

2 Capitalized terms not otherwise defined have the meaning provided to them in the Asset Conveyance.

3 Received and deposited by the Receiver on May 20, 2016.
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3.2 Supplemental Asset Conveyance

1. The Supplemental Assets (as defined in the Supplemental Asset Conveyance)
include Danier designs and branded products, as well as all samples for the fall
2016 line, all paper patterns for the fall 2016 line, supplier fabrics, mannequins and
marketing materials. The Supplemental Assets are integral to a timely relaunch of
the “Danier” brand by the Purchaser. The consideration for the Supplemental
Assets is nominal as these assets were intended to be part of the Asset
Conveyance.

2. The Receiver believes that the Supplemental Assets are not saleable to any party
other than a purchaser of the Purchased Assets.

3.3 Recommendation

1. The Receiver recommends that the Court issue an Approval and Vesting Order for
the following reasons:

a) The SISP, including the marketing of the Purchased Assets, was conducted in
accordance with the SISP Order; however, that process failed to identify any
acceptable offers for the intellectual property;

b) The Purchased Assets continued to be marketed by the Receiver and the
Financial Advisor following the completion of the SISP and interested parties
that executed a CA were provided the opportunity to perform diligence,
including meeting with the Company’s former management team and
reviewing information in a data room;

c) The Purchaser’s offer represents the highest and best offer received for the
Purchased Assets;

d) Further time marketing the Purchased Assets is unlikely to result in a superior
transaction. There are no active discussions with any other party at this time
in respect of an intellectual property transaction;

e) There are no other assets of the Company available for sale – completion of
this transaction will complete the realization process in these proceedings; and

f) The Transaction is only conditional on the issuance of the Approval and
Vesting Order.

3.4 Transferred Information

1. The Purchaser has advised that it wishes to hire certain former Company
employees. Accordingly, the Asset Conveyance includes the Transferred
Information.

2. The Receiver recommends that it be authorized to provide the Transferred
Information to the Purchaser as it is related to and is necessary for the Purchaser to
restart the business.
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4.0 Conclusion and Recommendation

1. Based on the foregoing, the Receiver 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.
SOLELY IN ITS CAPACITY AS COURT APPOINTED RECEIVER OF
DANIER LEATHER INC.
AND NOT IN ITS PERSONAL OR CORPORATE CAPACITY
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ESTATE FILE NO.: 31-CL-2084381
COURT FILE NO.: 31-CL-2084381

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

IN THE MATTER OF THE NOTICE OF INTENTION TO MAKE A PROPOSAL OF
DANIER LEATHER INC.,

A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO, WITH A HEAD OFFICE IN THE CITY OF TORONTO,

IN THE PROVINCE OF ONTARIO

THIRD REPORT OF KSV KOFMAN INC. AS PROPOSAL TRUSTEE OF
DANIER LEATHER INC.

MARCH 3, 2016

1.0 Introduction

1. This report (“Report”) is filed by KSV Kofman Inc. (“KSV”) in its capacity as proposal
trustee (“Proposal Trustee”) in connection with a Notice of Intention to Make a
Proposal (“NOI”) filed by Danier Leather Inc. (the “Company”) on February 4, 2016
(“Filing Date”) pursuant to Section 50.4(1) of the Bankruptcy and Insolvency Act,
R.S.C. 1985, c. B-3, as amended (“BIA”).

2. The principal purpose of these restructuring proceedings is to create a stabilized
environment to enable the Company to complete a sale and investor solicitation
process (“SISP”) in order to effect one or more transactions resulting therefrom. The
Company is conducting the SISP with the assistance of its financial advisor,
Consensus Advisory Services LLC and Consensus Securities LLC (collectively, the
“Financial Advisor”), and the Proposal Trustee.

3. This Report should be read in conjunction with the affidavit of Brent Houlden, the
Chief Financial Officer of the Company, sworn March 2, 2016 in support of this motion
(the “Affidavit”).
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1.1 Purposes of this Report

1. The purposes of this Report are to:

a) provide background information about the Company;

b) summarize the results of the Court-approved SISP;

c) summarize a transaction (“Transaction”) between the Company and a
contractual joint venture comprised of Merchant Retail Solutions, ULC and
Gordon Brothers Canada ULC (jointly, the “Agent”), whereby the Agent will sell
substantially all of the Company’s inventory (the “Merchandise”) and the
Company’s furniture, fixtures and equipment located at the Company’s store
locations (the “FF&E”), pursuant to an agency agreement dated March 1, 2016
(the “Agency Agreement”);

d) discuss the rationale for a charge on certain of the Company’s assets in order
to secure all amounts owing to the Agent under the Agency Agreement (the
“Agent’s Charge”);

e) discuss the rationale for sealing the Offer Summary, as defined in Section 3.4
below; and

f) recommend that the Court make an order, inter alia:

 approving the Agency Agreement and the Transaction;

 authorizing and directing the Company to execute such documents and to
take such additional steps as are necessary to implement the Agency
Agreement and the Transaction;

 approving the Agent’s Charge; and

 sealing the confidential appendix.

1.2 Currency

1. Unless otherwise noted, all currency references in this Report are to Canadian dollars.
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1.3 Restrictions

1. In preparing this Report, the Proposal Trustee has relied upon unaudited financial
information prepared by the Company’s representatives, the Company’s books and
records and discussions with its representatives. The Proposal Trustee has not
performed an audit or other verification of such information. An examination of the
Company’s financial forecasts as outlined in the Canadian Institute of Chartered
Accountants Handbook has not been performed. Future oriented financial
information relied upon in this Report is based on the Company’s representatives’
assumptions regarding future events; actual results achieved may vary from this
information and these variations may be material.

2.0 Background

1. The Company was founded in 1972. It is Canada’s largest retailer of leather apparel
and accessories. The subordinated voting shares of the Company are listed on the
Toronto Stock Exchange (the “TSX”) and, until the Filing Date, traded under the
symbol “DL”. On the Filing Date, the Investment Industry Regulatory Organization of
Canada issued a cease trade order in respect of the shares. The TSX has advised
the Company that its shares will be delisted effective March 17, 2016.

2. The Company leases its Toronto based head office (the “St. Clair Facility”). The St.
Clair Facility also serves as the Company’s manufacturing, warehouse and
distribution center. The Company also leases a distribution facility in Toronto, as well
as two offices in China. The Company contracts production from vendors located in
China, India and Pakistan.

3. The Company’s merchandise is predominantly marketed under the “Danier” brand
name and is currently sold in 81 leased stores across Canada, as well as online
through the Company’s website: www.danier.com.

4. As at the date of this Report, the Company employs 1,009 individuals, including 811
store-level employees, 105 employees in manufacturing and distribution, 74
employees in its head office and administration and 19 employees in China. The
Company’s workforce is not unionized and the Company does not maintain a pension
plan.

5. Prior to the commencement of the NOI proceedings, the Company entered into an
agency agreement (“Stalking Horse Agreement”) with GA Retail Canada, ULC, or an
affiliate thereof (the “Stalking Horse”). Pursuant to an Order made on February 8,
2016 (the “SISP Order”) the Court, inter alia: (i) approved the SISP; and (ii) approved
and accepted the form of the Stalking Horse Agreement for purposes of being the
stalking horse under the SISP.

6. Pursuant to the SISP Order, any transaction for the Company’s business and assets
was subject to further Order of the Court. A copy of the SISP Order and the
Endorsement of the Honourable Justice Penny is attached as Appendix "A".
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7. On March 2, 2016, the Court made an Order extending the time for the Company to
file a proposal with the Official Receiver from March 6, 2016 to March 23, 2016.

8. Additional information about the Company and its background is available in the
materials filed in these proceedings, which can be found on the Proposal Trustee’s
website at: http://www.ksvadvisory.com/insolvency-cases-2/danier-leather-inc/.

3.0 SISP

3.1 2015 Solicitation Process

1. In February, 2015, the Financial Advisor commenced a seven month marketing
process to solicit offers from parties to acquire, or invest in, the Company (the “2015
Solicitation Process”). The Company did not receive any acceptable offers during the
2015 Solicitation Process. Additional details regarding the 2015 Solicitation Process
are provided in the Proposal Trustee’s First Report to Court dated February 5, 2016
(the “First Report”), a copy of which is attached as Appendix “B”, without appendices.

3.2 Stalking Horse Process

1. The SISP is comprised of two phases: the pre-filing phase which solicited offers from
parties to be a stalking horse (the “Stalking Horse Process”), and the second phase,
which sought offers for the business and assets superior to the Stalking Horse
Agreement and/or for other assets of the Company (“Second Phase”).

2. The following is a summary of the Stalking Horse Process:

a) the Company re-engaged the Financial Advisor on December, 31, 2015 with a
mandate to conduct the SISP. The Company also engaged OCI Inc. (“OCI”) on
January 11, 2016, an overseas-based investment banker, to market the
Company and its business in China, India, Qatar and the United Arab Emirates;

b) in the days leading up to the re-engagement of the Financial Advisor, and
immediately thereafter, the Company and/or the Financial Advisor contacted 22
parties, including 19 parties that were contacted as part of the 2015 Solicitation
Process, to determine whether those parties had an interest in being a stalking
horse. The Financial Advisor advised the 13 most interested parties that the
deadline to submit offers to act as the stalking horse was January 22, 2016
(“Stalking Horse Deadline”);

c) all of the interested parties conducted due diligence and were provided access
to a data room and a confidential teaser summarizing the opportunity;

d) three parties submitted offers prior to the Stalking Horse Deadline;
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e) the Company selected the Stalking Horse Agreement as the best bid submitted
in the Stalking Horse Process; and

f) on February 8, 2016, the Court approved and accepted the Stalking Horse
Agreement for purposes of acting as the stalking horse bidder in the SISP.

3. Additional details regarding the Stalking Horse Process are provided in the First
Report.

3.3 Second Phase

1. Pursuant to the terms of the SISP, the Second Phase of the marketing process
commenced immediately following the making of the SISP Order. A summary of the
Second Phase is as follows:

a) the Financial Advisor prepared a new teaser detailing the opportunity;

b) the Financial Advisor distributed the teaser to approximately 405 parties,
including parties identified in the 2015 Solicitation Process, the Stalking Horse
Process and by the Company;

c) OCI contacted 26 overseas parties;

d) interested parties had the opportunity to make offers to: (i) acquire all or a
portion of the Company’s business and/or assets; (ii) make an investment in the
Company; or (iii) liquidate some or all of the Company’s assets, provided
however, that no liquidation bids would be considered for a portion of the
Company’s inventory;

e) 35 parties signed a confidentiality agreement (“CA”), including 18 that had
signed a CA during the Stalking Horse Process. Parties who signed a CA were
provided access to an online data room;

f) the data room was populated with information concerning the Company,
including detailed inventory, operations and financial reports. The Company
updated the data throughout the SISP;

g) the Financial Advisor and the Company facilitated diligence requests from
interested parties throughout the Second Phase; and

h) pursuant to the terms of the SISP (“SISP Procedures”), interested parties were
required to submit offers to the Financial Advisor by 5:00 p.m. EST on
February 22, 2016 (the “Offer Deadline”).



ksv advisory inc. Page 6 of 13

3.4 Second Phase SISP Results1

1. Nine offers were submitted prior to the Offer Deadline. An offer summary is provided
in Confidential Appendix “1” (“Offer Summary”). The rationale for seeking the sealing
order is provided in Section 3.7 below.

2. Pursuant to the terms of the SISP, the Company received:

a) two Qualified Liquidation Bids for the Merchandise and FF&E (in addition to the
Stalking Horse Agreement, which pursuant to the SISP Procedures is a
Qualified Bid); and

b) seven offers for certain of the Company’s assets, which are primarily for certain
of the Company’s real property leases (collectively, the “Sale Bids”).

3. Pursuant to the terms of the SISP, if the Company received more than one Qualified
Liquidation Bid, the Company could:

a) accept one or more Qualified Liquidation Bids, subject to Court approval (the
“Successful Bid”);

b) conditionally accept one or more Qualified Liquidation Bids (each, a “Back-Up
Bid”); and

c) conduct an auction in accordance with the SISP Procedures (“Auction”).

4. Based on the offers received, the Company, in consultation with the Proposal Trustee
and the Financial Advisor, determined that it would be in the best interests of the
Company and its stakeholders to conduct an Auction for the Merchandise and FF&E.
Accordingly, an Auction was conducted on February 29, 2016 at 9:30 a.m. EST at the
offices of Davies Ward Phillips & Vineberg LLP (“Davies”), the Company’s counsel.

3.5 Auction

1. Pursuant to the SISP Procedures, the Proposal Trustee chaired the Auction.

2. Each of the three Qualified Liquidation Bidders participated in the Auction, being the
Agent, the Stalking Horse and Tiger Capital Group, LLC (“Tiger”)/Yellen Partners, LLC
(jointly, “Tiger/Yellen”).

3. The Qualified Liquidation Bid submitted by Tiger/Yellen was determined to be the best
offer received by the Offer Deadline, and was therefore the Opening Bid at the
Auction. A copy of the Opening Bid was distributed on February 25, 2016 to each of
the Qualified Liquidation Bidders.

1 Capitalized terms in this section and section 3.5 have the meaning provided to them in the SISP unless otherwise
defined herein.
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4. At the outset of the Auction, the Proposal Trustee summarized the rules of the Auction
and provided copies of the rules to all of the Qualified Liquidation Bidders.

5. Bidding at the Auction was conducted in rounds. In each round, the Minimum Overbid
Increment was 0.2% of the Guaranty Percentage.2 Any bidder that failed to submit
an Overbid in a round was not permitted to continue in the Auction.

6. The Auction concluded in the 28th round of bidding. Each of the Qualified Liquidation
Bidders submitted bids for the first 22 rounds of the Auction. In round 23, the Stalking
Horse declined to bid and therefore was prohibited from continuing in the Auction. In
round 28, Tiger/Yellen declined to bid. Accordingly the Agent’s final offer was declared
the Successful Bidder and Tiger/Yellen’s offer in the 27th round was selected as the
Back-Up Bid.

7. On March 1, 2016, the Company’s Board of Directors approved the Successful Bid
and the Back-Up Bid.

3.6 The Successful Bid3

1. The key terms and conditions of the Transaction include the following:

a) Agent: A contractual joint venture comprised of Merchant Retail Solutions, ULC
and Gordon Brothers Canada, ULC;

b) Guaranteed Amount: 119.7% of the aggregate Cost Value of the Merchandise,
subject to adjustment if:

 the aggregate Cost Value of the Merchandise is less than $21 million or
greater than $23.5 million;

 the Cost Value of the Merchandise as a percentage of the retail price of
the Merchandise exceeds 48.8%;

 the transaction does not close by March 3, 2016 - in such case, the
Guaranty Percentage will decrease 0.1% for each day until the Sale
Commencement Date, which must commence by March 10, 2016; and

 the mix of the Cost Value of Merchandise for season codes ‘2016 Key
Items’, ‘2016 Spring’ and ‘2016 Repeat Season’ as a percentage of total
cost value of Merchandise is less than 40%;

2 In round 15, the Stalking Horse did not submit a bid that increased the Guaranty Percentage by 0.2%, but instead,
offered $250,000 for the FF&E. The Proposal Trustee, in consultation with the Company and the Financial Advisor,
determined that the Stalking Horse’s bid was an Overbid as it provided the Company with more certainty on FF&E
realizations versus the structure under the Stalking Horse Agreement (based on a percentage of recoveries). None of
the participants at the Auction objected and all bidders incorporated this requirement in their future bids.

3 Capitalized terms in this section have the meaning provided to them in the Agency Agreement unless otherwise
defined herein.
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c) Merchandise: includes all inventory at the Company’s stores and inventory to
be received during the course of the sale, other than, inter alia, Merchandise
currently being liquidated at five of the Company’s stores by Tiger and
consignment inventory. Merchandise received 21 days after the Sale
Commencement Date will be valued at the prevailing discount being offered at
that time. The Company is restricted from placing new purchase orders for
Merchandise after February 29, 2016;

d) Expenses: the Agent will be responsible for Expenses in conducting the sale,
including store-level operating expenses, as well as certain head office costs to
a maximum of $10,000 per week. The Expenses for which the Agent is
responsible are set out in Section Four of the Agency Agreement;

e) Commission: after payment to the Agent of the Guaranteed Amount and the
Expenses, the Agent is to be paid the next 10% of the aggregate Cost Value of
Merchandise;

f) Sharing: any additional proceeds from the sale after the payment of the
commission are to be split on a 50/50 basis between the Company and the
Agent;

g) Letter of Credit: the Agent is required to pay 85% of the Guaranteed Amount on
the business day following the issuance of the Approval Order by the Court.
The Letter of Credit is to cover the Agent’s obligation to fund the balance of the
Guaranteed Amount. Upon payment of the balance of the Guaranteed Amount,
the Letter of Credit is to be reduced to an estimate of one week’s Expenses;

h) Timing: the sale is to commence no later than March 10, 2016 and to end no
later than June 30, 2016;

i) FF&E: the Agent will have the right to sell the FF&E located in the Closing Stores
and to retain the proceeds from the sale of such Owned FF&E upon payment to
the Company of $250,000. The Company has the right to remove FF&E at any
store location provided there is a pro rata reduction to the $250,000 to be paid
by the Agent for the FF&E ($3,290 per location);

j) Termination: the Agency Agreement may be terminated if: (i) the Approval Order
is not obtained by March 9, 2016, or such later date as the Company and the
Agent agree; or (ii) there is an Event of Default;

k) Sign Costs Obligations: pursuant to the terms of the Stalking Horse Agreement,
and as approved by the Court in the SISP Order, the Agent must reimburse the
Stalking Horse for the costs and expenses incurred by the Stalking Horse for
the signage and advertising in connection with the sale to a maximum of
$175,000. In exchange, the Stalking Horse agreed to provide the signage and
other promotional materials to the Agent.

l) Conditions: the only material condition precedent to the transaction is entry of
the Approval Order, which must include the Agent's Charge;
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m) Sales Guidelines: the Sale Guidelines are attached as Exhibit 8.1 to the Agency
Agreement. The Sale Guidelines provide:

 the Sale will be conducted in accordance with the terms of the applicable
leases or other occupancy agreements, except as provided for in any
Court Order or any written agreement between the Company and a
landlord;

 the Sale shall be conducted so that each of the stores remain open during
their normal hours of operation provided in their respective leases;

 the Sale shall end by no later than June 30, 2016;

 all display and hanging signs used by the Agent in connection with the
Sale shall be professionally produced and all hanging signs shall be hung
in a professional manner. No signs shall advertise the Sale as a
"bankruptcy", or a “liquidation” sale;

 at the conclusion of the Sale in each store, the Agent and the Company
shall leave the premises in a "broom-swept" and clean condition, and shall
arrange that the stores are in the same condition on exit as on the
commencement of the Sale, ordinary wear and tear excepted;

 the Agent shall be entitled to include in the Sale the Additional
Merchandise, subject to certain limitations; and

 the Company and the Agent shall not conduct any auctions of
Merchandise or FF&E at any of the stores.

n) Agent’s Charge: The Agent’s Charge is to be a first ranking Court-ordered
charge in favour of the Agent on all Merchandise, the Additional Merchandise,
the Proceeds, the FF&E Proceeds and the Agent’s share of the proceeds from
the sale of Merchant Consignment Goods in order to secure all amounts owing
to the Agent under the Agency Agreement. The Agent’s Charge is to rank in
priority to all of the Company’s existing registered security interests and any
charges approved or to be approved by the Court in this proceeding, provided
that the Agent’s Charge shall be subordinated to all encumbrances to the extent
of any unpaid entitlements due to the Company under the Agency Agreement.

o) Other:

 The Agency Agreement is consistent with standard insolvency
transactions, i.e. to be completed on an “as is, where is” basis, without
any material representations or warranties. All sales of Merchandise are
to be on the same terms;
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 To the extent that Merchandise remains at the end of the sale, the
Company will transfer such inventory to the Agent free and clear of all
encumbrances; and

 The Agent is required to give the Company seven days’ notice of its
intention to discontinue its use of a store location.

2. Pursuant to the SISP Order, if the Stalking Horse is not the Successful Bidder, the
Court authorized and directed the Company to pay the Stalking Horse a break fee of
$250,000 and to reimburse the costs and expenses of the Stalking Horse to a
maximum of $100,000.

3. A copy of the Agency Agreement is attached as Appendix “C”.

3.7 Confidential Appendix

1. The Proposal Trustee supports the sealing of the Offer Summary since, as discussed
in Section 3.10 below, the Company continues to negotiate with interested parties that
submitted Sale Bids. In certain cases, the assets sought by prospective purchasers
overlap. The release of the Offer Summary could negatively impact realizations.

2. The Proposal Trustee is not aware of any party that will be prejudiced if the Offer
Summary is sealed. Accordingly, the Proposal Trustee believes the proposed Sealing
Order is appropriate in the circumstances.

3.8 The Back-Up Bid

1. The terms of the Back-Up Bid are to be the same as those of the Successful Bid,
except that Tiger/Yellen has guaranteed that the Company will receive a guaranteed
payment of 119.5% of the aggregate cost value of the Merchandise as compared to
119.7% in the Successful Bid. The Company is not seeking Court-approval of the
Back-Up Bid at this time, nor has a Back-up agreement been executed as of the date
of this Report. Pursuant to the SISP Procedures, the Back-Up Bid is to remain open
for acceptance by the Company until 5:00 pm EST on March 14, 2016.

3.9 Proposal Trustee’s Recommendation

1. Section 65.13(4) of the BIA sets out factors that the Court is to consider in determining
whether to authorize the sale of a company’s assets outside of the normal course
where an NOI has been filed. The applicable factors, and the Proposal Trustee’s
comments thereon, are as follows:

a) Whether the process leading to the proposed sale or disposition was reasonable
in the circumstances

 In the Proposal Trustee’s view, the SISP was commercially reasonable
and was carried out in accordance with the SISP Order;
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 in the Proposal Trustee’s view, the duration of the SISP was sufficient to
allow interested parties to perform diligence, submit offers and maximize
recoveries. The Proposal Trustee does not believe that continuing the
SISP would yield a superior result. Many of the parties that were
contacted by the Financial Advisor were familiar with this opportunity
given their participation in the 2015 Solicitation Process and in the
Stalking Horse Process. In addition, given the seasonality of the
Company's business – the Fall and Winter seasons are the Company’s
strongest – the realizable value of the Company's inventory will depreciate
significantly in the near term. The Company’s projected losses are
forecasted to be $5.3 million during March, April and May, 2016. These
losses would erode recoveries and are expected to continue after May,
2016;

 there was significant interest in the SISP, which culminated in a
competitive auction among three of the largest and most well-known
professional liquidators; and

 the auction resulted in a transaction with a value that far exceeded the
Stalking Horse Agreement.

b) Whether the trustee approved the process leading to the proposed sale or
disposition

 The Proposal Trustee assisted the Company to develop the SISP. The
First Report includes a recommendation from the Trustee that the Court
issue an Order approving the SISP.

c) Whether the Trustee filed with the Court a report stating that in their opinion the
sale or disposition would be more beneficial to the creditors than a sale or
disposition under a bankruptcy

 The Proposal Trustee is of the view that the Transaction would be more
beneficial to the Company’s creditors than a sale under a bankruptcy.

d) The extent to which the creditors were consulted

 The Company has provided notice to all parties on the service list,
including landlords and secured creditors;

 all known creditors received notice of these proceedings through the
statutory mailing to creditors;

 creditors also had knowledge of these proceedings based on media
attention due to the Company’s high profile and its press releases as a
public company; and



ksv advisory inc. Page 12 of 13

 the Company has had a dialogue with legal counsel for certain of the
Company’s major landlords, including feedback from them on the Sale
Guidelines.

e) The effects of the proposed sale or disposition on the creditors and other
interested parties

 In the Trustee’s view, the Agency Agreement represents the best possible
transaction for the Company in the circumstances and maximizes
recoveries. If the Transaction is not approved and the SISP were to
continue, the projected losses over the next three months (and thereafter)
would reduce the amounts available for distribution;

 the Transaction provides certainty for the Company’s stakeholders,
including the landlords, as to, inter alia, the duration of the liquidation
process; and

 the Transaction is limited to the Merchandise and FF&E. The Company
has received expressions of interest for intellectual property and other
assets. The Company is continuing to explore transactions for these
assets.

f) Whether the consideration to be received for the assets is reasonable and fair,
taking into account their market value

 The Company, through the Financial Advisor and OCI, extensively
canvassed the market and the Agency Agreement represents the highest
and best bid submitted. The Guaranty Percentage (as defined in the
Agency Agreement) represents an increase of approximately 27% over
the Guaranty Percentage in the Stalking Horse Agreement; and

 the Proposal Trustee, in consultation with the Company and the Financial
Advisor, determined that the Transaction maximizes value for the
Merchandise and the FF&E, while providing the flexibility to explore
transactions for other assets.

2. Based on the foregoing, the Proposal Trustee recommends the Court make an
Order approving the Agency Agreement and the Transaction and granting the
Agent’s Charge.
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3.10 Sale Bids

1. Sale Bids were received for certain of the Company’s real property leases, certain raw
material inventory and the Company’s intellectual property, subject to some overlap
among the bids. All of the Sale Bids for the Company’s real property leases are
conditional and require negotiation with the applicable landlords and consultation with
the Agent. The Company and the Financial Advisor, with the assistance of the
Proposal Trustee, are negotiating certain of the Sale Bids. They are also working to
identify other transactions that will preserve some or all of the Company’s business,
including a number of locations and the “Danier” brand.

4.0 Conclusion and Recommendation

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

* * *

All of which is respectfully submitted,

KSV KOFMAN INC.
IN ITS CAPACITY AS TRUSTEE UNDER THE
NOTICE OF INTENTION TO MAKE A PROPOSAL OF
DANIER LEATHER INC.
AND NOT IN ITS PERSONAL CAPACITY


