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Court File No. 06-CL-6585
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, RS.C. 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE AND
ARRANGEMENT OF SKLAR-PEPPLER FURNITURE CORPORATION

APPLICATION UNDER THE COMPANIES® CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, ¢c. C-36, AS AMENDED

NOTICE OF MOTION

BDO Dunwoody Limited, in its capacity as Monitor (“BDO”), will
make a motion to a Judge of the Commercial List on October 25, 2006, at
10:00 a.m., or as soon after that time as a motion can be heard at 330

University Avenue, Toronto, Ontario.

THE MOTION IS FOR:

aj If necessary, an Order abridging the time for service of this Notice of
Motion and declaring that the Motion is properly returnable on October 23,

2006;



b)  Advice and directions of the Court in connection with the role of the

Monitor in these CCAA proceedings;

) Approval of the Court of the activities and conduct of the Monitor, as

described in 1ts reports to the Court;

d)  Approval of the fees and disbursements of the Monitor and its legal

counsel through October 20 and October 23, 2006, respectively;

e)  An Order discharging the Monitor effective upon the filing of a

proposal under the Bankruptcy and Insolvency Act by the Applicant:

f) Such further and other relief as the nature of this proceeding may

require and this Honourable Court deem just.

THE GROUNDS FOR THE MOTION ARE:
a) BDO was appointed Monitor pursuant to the Initial Order of Justice

Campbell dated August 8, 2006 in these proceedings:

b)  There have been fundamental disagreements over the role of the
Monitor in reviewing the business and affairs of the Applicant in order to
properly discharge its responsibilities under the Initial Order and the

provisions of the CCAA;



S

c) The Applicant has raised objections to the fees and disbursements of

the Monitor and its counsel which have now been resolved;

d)  The Initial Order provides that the Monitor may pass 1ts accounts
from time to time and for that purpose the matter is referred to a Judge of the

Superior Court of Justice (Commercial List);

e) The Applicant has said that it will file a Notice of Intention to File a

Proposal under the Bankruptcy and Insolvency Act;

) Such further and other grounds as counsel may advise and this

Honourable Court permit.

THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the
hearing of the motion:

Date Description
a) October 23, 2006 Third Report of the Monitor
b) August 8, 2000 Initial Order of Justice Campbell
c) September 5, 2006 Endorsement of Justice Mesbur
d) September 5, 2006 Order of Justice Mesbur

e) October 11, 2006 Endorsement of Justice Mesbur



f) Such further and other matenal as counsel may advise and this

Honourable Court permit.

October 24, 2006

TO: SERVICE LIST

#0800 vi

Minden Gross LLP
145 King Street West
Suite 2200

Toronto, ON M3H 4G2

Raymond M. Slattery
Tel. (416) 369-4119
Fax (416) 864-9223

Solicitors for the Monitor
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ACT, R.S.C. 1985, ¢c. C-36, AS AMENDED

INDEX
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Third Report of the Monitor dated October 24, 2006

Exhibit 1 — First Report of the Monitor dated September 1, 2006
Exhibit 2 — Second Report of the Monitor dated October 4, 2006
Exhibit 3 — Endorsement of Justice Lederman dated October 6, 2006

Exhibit 4 - Cash Flow Results (Budget to Actual) for the Weeks August 14
to 18, 2006 and August 21 to 25, 2006 as provided by the Applicant on
August 29, 2006

Exhibit 5 — Email of August 30, 2006 re Questions with respect to the
Information Provided

Schedule A" - Comparison of Actual Cash Flow Results Provided by the
Applicant io the Monitor on August 29, 2006 versus September 5, 2006

Schedule “B™ - Monitor’s Affidavit of Fees and Disbursements to October
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Schedule “C7 - Monitor’s Counsel’s Affidavit of Fees and Disbursemenis
to October 23, 2006



Court File No. 06-CL-63585
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

INTHE MATTER OF THE COMPANIES ' CREDITORS
ARRANGEMENT ACT, R.8.C. 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE AND
ARRANGEMENT OF SKLAR-PEPPLER FURNITURE CORPORATION

APPLICATION UNDER THE COMPANIES' CREDITORS ARRANGEMENT
ACT,R.8.C. 1985, ¢. C-36, AS AMENDED

THIRD REPORT OF THE MONITOR
DATED OCTOBER 24, 2006

1. On August 8, 2006, Sklar-Peppler Fumiture Corporation {the “Applicant™) filed
for and obtained protection from its creditors under the Companies’ Creditors
Arrangement Aet, R.5.C. 1985, ¢. C-36, as amended (the “CCAA™) pursuant 1o
the Order of this Honourable Court dated August 8, 2006 {the “Initial Order™).
Pursuant to the Initial Order, BDO Dunwoody Limited ("BDO™) was appointed as

the monttor of the Applicant {the “Monitor™) in this CCAA proceeding.

Purpose

2. The purpose of this third report of the Monitor (the “Repert”™) is to:

{a) advise the Court and the Applicant with respect 1o the role of the Monitor;

)



(b}  seek the approval of the Court of the activities and conduct of the Monitor
in fulfilling its mandate as Monitor, as described in this Report, the
Monitor’s first report dated September i, 2006 (the “First Report™
(attached as Exhibit 1), the Monitor's second report dated October 4,

2006 {the “Second Report”) (attached as Exhibit 2) and this Report;

(c)  seek the approval of the Court of the fees and costs of the Monitor to
October 20, 2006 and of its legal counsel, Minden Gross LLP, formerly
Minden Gross Grafstein & Greenstein LLP (“Minden Gross™), to October

23, 2006, and

(dy  seeck the discharge of the Monitor.

3. Capitalized terms not defined in the Third Report are defined in the Initial Order.

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

Background

4, As further described in the First and Second Reports, the Applicant is an Ontario
corporation and is one of Canada’s leading branded suppliers of residential

uphoistered furniture and occasional tables.

5. The Applicant’s principal lender 15 National Bank of Canada (*National Bank™
which has continued to extend credit facilities both directly, and through a
factoring facility provided by NatExport/Sodex (“Sodex™), a divisicn of National

Bank



Court Proceedings since the Initial Order

On September 5, 2006 the Applicant sought and received an Order, which
extended the Stay Period under the Initial Order for effectively two weeks to
September 21, 2006. This shorter than normal extension was sought, according o
the Applicant, in order to ensure that concerns raised by Naticnal Bank with
respect to the failure of the Applicant to meet the reporting of the Applicant to the

Bank under its forbearance arrangements were addressed.

At the September 5, 2006 hearing, Weyerhacuser Company Limited
(“Weyerhaeuser™), a significant creditor and supplier of the Applicant, expressed
their concern with the apparent friction between the Monitor and the Applicant
and reserved its rights with respect to its concerns over the role of the Monitor.
The Applicant subsequently advised, through counsel, that the concerns raised by
Weyerhaeuser had been addressed and Weyerhacuser has not raised any further

issues.

None of the Applicants trade creditors or suppliers, aside from Weverhaeuser, has

appeared in the current proceedings.

On September 20, 2006, the Applicant attended at 9:30 a.m. before the Court to
seek an interim extension of the Stay Period to the next available 10:00 a.m. open
Court appointment at which time the Applicant’s Motion for a further extension
of the stay until November 30, 2606 could be heard on & full record. The Monitor

attended Court on September 20, 2006 and consented to the proposed interim



10.

i1,

extension to October 6, 2000, which was granted by the endorsement of Justice

Lederman,

The Monitor prepared and filed the Second Report in connection with the
extension sought by the Applicant of the Stay Period to November 30, 2006.
Atthough the Second Report recommended that the stay extension be granted, it
also expressed the Monitor’s concerns about the proceedings, requested that a
hearing be scheduled at which the fees of the Monitor could be approved and an

administrative charge in favour of the Monitor and its counsel could be granted.

On October 6, 2006 Justice Lederman extended the Stay Period under the Initial
Order to November 30, 2006 (the “Second Extension Period™), directed that the
outstanding fees and disbursements of the Monitor be paid by the Applicant
(subject to disgorgement in the event that the fees and disbursements were not
approved} and provided a schedule for the hearing requested by the Monitor, A
copy of the endorsement is attached hereto as Exhibit 3. The payment of the fees
has now been received. The Applicant complied with the direction that

outstanding fees and disbursements be paid subject to disgorgement.

The Applicant has advised the Monitor that it has prepared a proposal (the
“Proposal™} 1 its creditors that will be filed pursuant to Part 11 of the
Bankruptcy and Insolvency Act and that the current proceedings under the CCAA
will be terminated. The Monitor has been further advised that the Proposal wilt
name A. Farber & Pariners Inc. (“Farber”) as trustec under the Proposal. The

Monitor does not object to the naming of Farber as trustee under the Proposal

o,



Activities of the Monitor

13.

14.

15,

BDO was appointed as Monitor on August 8, 2006 pursuant to the Initial Order.
Smce a few days after its appointment. there has been conflict between the
Applicant and the Monitor. This conflict has related to the proper role and the
amount of nvolvement the Monitor should have in these proceedings and the

quantum of the fees charged by the Monitor.

The conflict between the Monitor and the Applicant has impacted the Monitor’s
ability to perform the role that it believes it is obliged to play in the process.
While no stakeholders other than Weyerhaeuser have complained about the role
that the Monitor is playing, the Monitor belicves that it is obliged to play a larger

role than the Applicant is prepared to allow.

In light, however, of the impending Proposal and appointment of Farber, the

Applicant and the Monitor have reached an agreement to facilitate the approval of

the Monitor’s fees and disbursements, the approval of the Monitor’s activitics and

the discharge of the Monitor.

Moniter’s Activities — Financial Reporting

16.

The Monitor atiended at the Applicant’s premises on August 23, 2006 to collect
and review required financial information. Upon that review 3t was determined
that much of the information received was disorganized and inaccurate. Much
information was missing, such as budget to actual cash flow schedules, current

fnancial statements or general ledger trial balance, and the iike.

R T,



17.

18.

19.

On August 29, 2006 the Monitor received budget to actual cash flow schedules
for the weeks of August 14 to 18, 2006 and Auagust 21 to 25, 2006 (the “Initial

Cash Flow Results™); missing was the budget to actual cash flow schedule for the

week of August 7 to 11, 2006, Attached as Exhibit 4 to this Report are copies of

the Initial Cash Flow Results.

Attached as Exhibit 5 to this Report, is a copy of an email dated August 30, 2006
sent by the Monitor to the Applicant listing various questions the Monitor had
following its review of the package of information received and the Initial Cash

Flow Resulis.

As a consequence of the Monitor’s concerns, on September 5, 2006 the Applicant
provided reformatied actual cash flow results for the weeks August 7 to 11, 2006,
August 14 to 18, 2006 and August 21 to 235, 2006, such that the actual figures now
reconciled with bank statements. Attached as Schedule “A” is a comparison of
the Initial Cash Flow Results to the reformatted actual cash flow resuits for the

two weeks described in paragraph 17 above.

An additional deficiency identified in the reformatied actual cash flow resuits was
that the spreadsheets did not reflect outstanding (issued and uncashed) cheques,
and therefore a true picture of the Applicant’s cash position could not be
determined.  Accordingly, on September 7, 2006 and again on September 13,
2006, the Monitor requested that the Applicant provide weekly bank

reconciliations, or at least weekly listings of outstanding cheques.

o

sl




21.

22,

o]
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In response, on September 15, 2006 Mr. William Malisch, who the Monitor is
advised is the Applicant’s acting Chief Operating Officer, advised by email that
he would not be sending weekly lists of outstanding cheques, as such mformation

was, in his view, not relevant.

Also, on September 7, 2006 when the Monitor inquired as fo the cut-off

procedures taken by the Applicant at the date of the Initial Order, and specifically
regarding the issuing of “stop payment” orders on cheques outstanding at that
date, the Applicant advised:

“There were no stop payments made on outstanding cheques. Plant

was shut down two weeks (Jul 17 to Jul 30) prior 1o CCAA filing,

therefore there were hardly any cheques issued in that period of

time. Also, at the point in time we were at the maximum credit

limit with a majority of our suppliers, therefore we were on COD

with most of our suppliers prior to CCAA filing.”
On Qctober 5, 2006, however, the Monitor started to receive such Distings of
outstanding cheques. The next day, the Monitor reviewed a listing of outstanding
chegues as at the week ended September 29, 2006, and determined that the listed
outstanding cheques, dated pre-filing, still totaled CDN §186,528% and US
$61,380. The Monitor is unaware of the amount of pre-filing chegues which may
have cleared National Bank before that week and has questioned whether these

cheques were held, or in fact issued and still ovtstanding; no response has yet

been received (o this inquiry.

As commented on in the Second Report, the information provided in September
2006 started to improve; however, the timeliness of the provision of certain of the

information continues to be an issue. For example, the Monitor was furished



with the August financial statements only on October 5, 2006, and is currently
unaware of operating resulis for the month of September 2006, No operating

budgets were ever prepared.

Professional Accounts

25.

As indicated herein, a substantial amount of the time charges expended, of both
the Monitor and its Counsel, have related to the disagreements over the role and
obligations of the Monitor in these CCAA proceedings, Further, the difficuliies in

obtaining information have added significantly to the Monitor’s time.

Attached as Sehedule “B7 is the Monitor’s Affidavit of Fees and Dishursements
1o October 20, 2006 totaling $79,665.58, exclusive of GST and the professional

fees and disbursements of its legal counsel.

Attached as Schedule “C” are the Fees and Disbursements of the Monitor’s legal
counsel, Minden Gross, to October 23, 2006 totaling $49,535.05, inclusive of

GST.

The Monitor 1s of the view that its fees and these of its counsel are reasonable in
the cireumstances of this proceeding and that same should be approved by the
Court. However, in the interest of avoiding further conflict with the Applicant
which may further distract from the Applicant’s restructuring efforts, the Monitor
and the Applicant have agreed that the Applicant will withdraw its opposition to
the fees of the Moenitor and 115 Counset provided that the fees of the Monitor are

diseccunted by 20% and that the fees of its Counsel are discounted by 15%.

T,



Recommendation

P
T

29,  The Monitor respectfully recommends that the Court:
(a)  approve the activities and conduct of the Monitor, as described in this
Report, the Monitor’s First Report, the Monftor's Second Report and this

Report;

(b)  approve the fees and disbursements of the Monitor to October 20, 2006

and of its legal counsel, Minden Gross to October 23, 2006, and
(c) order that the Monitor be discharged.

ALL OF WHICH IS RESPECTFULLY SUBMITTED BY

BDO DUNWOODY LIMITED
in its capacity as Court Appointed
Monitor of the Applicant

“;%fﬁ g e
= e y

s /

sine

A
e

&

Per:
Matthew Lem, CIRP
Vice-President
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Court File No. 06-CL-6585
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES® CREDITORS
ARRANGEMENT ACT, R.5.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE AND
* ARRANGEMENT OF SKLAR-PEPPLER FURNITURE CORPORATION

APPLICATION UNDER THE COMPANIES' CREDITORS ARRANGEMENT
ACT, R.8.C. 1985, ¢. C-36, AS AMENDED

FIRST REPORT OF THE MONITOR
DATED SEPTEMBER 1, 2006
e On August 8, 2006, Sklar-Peppler Furniture Corporation (the “Applicant™
filed for and obtained protection from its creditors under the Companies’
Creditors Arrangement Act, R.S.C. 1985, ¢. C-36, as amended (the
“CCAA"™} pursuant 1o the Order of this Honourable Court dated August 8,
2006 (the “Initial Order™). Pursuant to the Initial Order, BDO Dunwoody
Limited was appointed as the monitor of the Applicant (the “Monitor™) in

this CCAA proceeding.

Purpase

2. The purpose of this First Report of the Monitor {the “First Report™) is to

advise the Honourable Court with respect to:



{#)  the activities of the Monitor from the date of the Initial Order to the

date of this report (the “First Report™); and,

(by  the Applicant’s request for an extension of the Stay Peried to

September 21, 2006.

Capitalized terms not defined in this First Report are defined in the Initial
Order. Al references to dollars are in Canadian currency unless atherwise

noted,

Terms of Reference

wh

In developing this First Report, the Monitor has relied upon unaudited
Applicant prepared financial information, Applicant records and
discussions with management of the Applicant. The Monitor has not
performed an audit or other verification of such information. An
examination of the financial forecast as outlined in the Canadian Institute of
Chartered Accountants (“CICA™ Handbook has not been performed.
Future oriented financial information relied upon in this First Report is
based upon management’s assumptions ‘r{:garding future events and actual
results achieved will vary from this information and the varation may be

material.

The Monitor assumes no responsibility or fability for loss or damage

accasioned by any party as a result of the circulation, publication,

>



reproduction or use of this report and any use which any party, other than a
Court, makes of this report or any reliance on or decision taken based upon
it, is the responsibility of such party. The Monitor is relying on the
accuracy of the representations made to it by the Applicant. The Monitor is
further relving on the accuracy of the books, records and reports of the
Applicant which have been supplied to the Monitor by the Applicant in

these proceedings.

Background

The Applicant is a corporation incorporated pursuant the Business
Corporations Act (Ontario). 1t i1s one of Canada's leading branded
suppliers of residential upholstered furniture and occasional tables. The
Applicant supplies retailers both in Canada and the United States of

America.

The Appiicant owns 100% of Sklar-Peppler of America Inc. (“SPA™). SPA
is a U.S. holding company that owns 100% of the shares of Associated
Furniiure Manufacturers Inc. ("AFM™) in Portland, Oregon. AFM also
munulactures “Sklar-Peppler” branded products. AFM has a smaller plant
but it conducts the same operations as are conducted by the Applicant in

Canada. SPA and AFM are not included in the reorganization under the



0

CCAA and we undersiand they are to continue to carry on business in the

ordinary course.

Activities of the Monitor

10,

The scope of the powers of the Monitor as set out in the Initial Order are
more limited than those usually assigned to a Monitor under such an order.
The Monitor’s responsibilities were essentially restricted to those set out in
section 11.7 of the CCAA. Accordingly, the Monitor has had less
involvement with the Applicant or with respect to overseeing the business
and affairs of the Applicant than is typically done by a Montior in a CCAA

proceeding.

The Monitor has met with senior management of the Applicant and is in
communication with them. The Monitor has made a number of visits to the
Applicant’s place of business and has requested various financial and other

information from the Applicant,

There have been some difficulties in the flow of communication between
the Monitor and the Applicant since the commencement of these CCAA
proceedings, including with respect to questions concerning the scope of
the oversight to be exercised by the Monitor. The Moniter is hopeful. given
the most recent communications and correspondence, that these issues may

resalve themselves hereafter.

Ale



13.

14,

15.

The Monitor has recently been provided with some of the information it has
requested from time to time from the Applicant, and has asked for and is
awaiting certain other ilems or information. The Monitor is in the process
of completing its review of these materials and resolving certain questions

which arise therefrom.

Pursaant to paragraph 24 of the Initial Order and in keeping with the
request of the Applicant, the Monitor is relaying all requests it receives for
information from creditors to the Applicant’s counsel. The Monitor

understands that these requests are being met by the Applicant.

In accordance with paragraph 40 of the Initial Order, the Monitor notes that
the application materials from the Applicant’s initial application in these
proceedings (the “Initial Application”) and the Initial Order have been

posted on the website of Gowlings, counsel 10 the Applicant.

Pursuant to paragraph 38 of the Initial Order the Monitor was refieved of
the responsibility under paragraph 11(3) of the CCAA 10 attend to the
distribution of the Initial Order to creditors. Rather the Applicant was

tasked with this responsibility.

The Applicant attended to this distribution on August 15, 2006. When the
Monitor became aware of the distribution, the Monitor reviewed same and

noted that certain creditors had not been provided with copies of the Initial



i7.

Order. The Monitor advised the Applicant of this concern and is advised

that those parties were then provided with the Initial Order.

The Monitor has not received any material complaints about the operation
of the business of the Applicant since ii1s appointment at the

cemmencement of these CCAA proceedings.

The Meonitor is advised that the Applicant is in discussions with its trade
unien with respect to how various outstanding concemns of that trade union

will be dealt with in these CCAA proceedings.

The Monitor has not been asked by either the Applicant or the trade union
1o participate in these negotiations at this time. The Monitor has asked the
Applicant to provide it with notice of any material developments arising

from these meetings.

The Applicant’s Request for an Extension of the Stav Period

The Monitor has reviewed the application of the Applicant 1o extend the
Stay Period under the Imitial Order to September 21, 2006, including a draft
of the Affidavit to be sworn by Robert J. Tweedy, a director of the

Appiicant.



iy

20.  The cash flows prepared by the Applicant and provided by the Applicant to
the Court in the Initial Application indicate that the Applicant will have

sufficient cash with which to operate up to the proposed date.
21,  The Monitor is unaware of any objection to the proposed extension.

92 The draft affidavit of Robert Tweedy attests that the Applicant is

proceeding in good faith and with due diligence.

ALL OF WHICH IS RESPECTFULLY SUBMITTED BY

BDO DUNWOODY LIMITED
in its capacity as Court Appointed
Monitor of the Applicant

Par:

2
/_//.x"?»-tu /J,/"/Z‘M}/’[_{, ’

Uwe Manski, FCA, FCIRP
President
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Court File No. 06-CL-6585
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT 4CT, R.8.C. 1985, ¢c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE AND
ARRANGEMENT OF SKLAR-PEPPLER FURNITURE CORPORATION

APPLICATION UNDER THE COMPANIES  CREDITORS ARRANGEMENT
ACT, R.8.C. 1985, ¢. C-36, AS AMENDED

SECOND REPORT OF THE MONITOR
DATED OCTOBER 4, 2006

I. On August 8, 2006, Sklar-Peppler Furniture Corporation (the “Applicant™)
filed for and obtained protection from its creditors under the Companies’
Creditors Arrangement Act, R.S.C. 1985, ¢. C-36, as amended (the
“CCAA™) pursuant to the Order of this Honourable Court dated August 8,
2006 (the “Initial Order™). Pursuant to the lnitial Order, BDO Dunwoody

Limited was appointed as the monitor of the Applicant (the “Monitor”) in

this CCAA proceeding.

Purpose

2. The purpose of this Second Report of the Monitor (the “Second Report”) is

10 advise the Honourable Court with respect to:

7Y



(a}

(b)

§ )

the activities of the Applicant from September 1., 2006, the date of
the Montitor’s First Report (the “First Report™) to the date of the

Second Report;

the activities of the Monitor from September 1, 2006, the date of the
First Report to the date of the Second Repeort, to request a hearing
for the approval of the Monitor’s fees and costs and those of its legal
counsel, and to request an administrative charge on the assets of the

Applicant as secority for such fees and costs;

the Applicant’s cash flows for the period of October 2, 2006 to

December 1, 2006; and,

{(d}  the Applicant’s request for an extension of the Stay Period to
November 30, 2006.
3. Capitalized terms not defined in this Second Report are defined in the

Initial Order. All references to dollars are in Canadian currency unless

otherwise noted.

Terms of Reference

4. in developing this Second Report, the Monitor has relied upon unaudited

Applicant  prepared financial information, Applicant records and

discussions with management of the Applicant, as represented by Mr.



Robert Tweedy, the Applicant’s President and sole director, Mr. Bill
Malisch, the acting Chief Operating Officer, and Ms. Karima Alarakhia, the
acting Controller. The Monitor has not performed an audit or other
verification of such information. An examination of the financial forecast
as outlined in the Canadian lnstitute of Chartered Accountants (“CICAT)
Handbook has not been performed. Future oriented financial information
relied upon in this Sccond Report is based upon management’s assumptions
regarding future events, and actual resuits achieved will vary from this

information and the variation may be material.

The Monitor assumes no responsibility or liability for less or damage
occasioned by any party as a result of the circulation, publication,
reproduction or use of this report and any use which any party, other than a
Court, makes of this report or any reliance on or decision taken based upon
it, is the responsibility of such party. The Monitor is relving on the
accuracy of the representations made to it by the Applicant. The Monitor is
further relying on the accuracy of the books, records and reports of the
Applicant which have been supplied to the Monitor by the Applicant in

these proceedings.



Backgronnd

6.

The Applicant is a corporation incorporated pursuant the Business
Corporations Act (Ontarioj. It is one of Canada’s leading branded
suppliers of residential upholstered furniture and occasional tables. The

Applicant supplies retailers both in Canada and the United States of

America.

The Applicant owns 100% of Sklar-Peppler of America Inc. ("SPA”). SPA
is a U.S. holding company that owns 100% of the shares of Associated
Furniture Manufacturers Inc. (“AFM™) in Portland, Oregon. AFM
primarily manufactures “Sklar-Peppler” branded products for the
Applicant. SPA and AFM are not included in the reorganization under the
CCAA and we understand they are to continue 1o carry on business in the

ordinary course.

The Applicant’s principal lender is National Bank of Canada (“National
Bank™) which has continued to extend credit facilities to the Applicant
during this restructuring. I addition, NatExport/Sodex (“Sodex™), a
division ‘of National Bank, has also continued to provide an accounis
receivable factoring facility to the Applicant during these CCAA

proceedings.

oy



Court Proceedings

9.

1o,

On September 5, 2006 the Applicant sought and received an Order, which

extended the Stay Period under the Initial Order 10 September 21, 2006.

On September 20, 2006, the Applicant attended at 9:30 am. before the
Court 1o seck an interim extension of the Stay Period to the next available
10:00 a.m. open Court appointment at which time the Applicant’s Motion
for a further extension of the stay until November 30, 2006 could be heard
on a full record. The Monitor attended Court on September 20, 2006 and
consented to the proposed interim extension to October 6, 20006, which was

granted by the endorsement of Justice Lederman.

Activities of the Applicant

It

Attached hereto as Schedule “1” to this Report is the Applicant’s

cumulative cash flow (Projected to Actual) for the period from August 7,

2006 to September 22, 2006.

For the 7 weeks ended September 22, 2006, the Applicant reports a positive
¢cash flow of approximately $267,000. However, this positive cash flow
includes $475.000 advanced under the Subdebt foan facility. Accordingly,

the Applicant’s net cash flow irom operations for this period 1s in fact

negative by approximately $208.000.

pE

ém;:



13.

14,

16.

Although the Applicant’s cash receipts have been lower than had been
projected, cash disbursements have also been lower despite unamticipated
chargebacks by Sodex totaling approximately $171,000, and the payment
of pre-filing vacation pay, Geods and Services Tax (“GST ’} and Retail

Sales Tax reportedly totaling approximately $33,000.

The Monitor has been advised by the Applicant’s management that the
lower cash disbursements can be atiributed to lower inventory purchases
than had been projected, and to a deferral of certain payments such as
pension benefit contributions and rent at the Ajax facility, which facility is

owned by a corporation controlied by Mr. Malisch.

On September 27, 2006 Canada Revenue Agency (“CRA™) completed an

audit of the Applicant’s source deductions and determined an indebtedness

of approximately $276,000.

The Monitor is advised that the discussions between the Applicant and its
trade union with respect to how various outstanding concerns of that trade

union will be dealt with in these CCAA proceedings, continue with some

progress being made.

N
.
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Activities of the Monitor

17.

18.

19,

Pursuant to the Initial Order, the Monitor’s responsibilities were essentially
restricled to those set out in section 11.7 of the CCAA. Accordingly, the
Monitor has had limited involvement with the Applicant or with respect to

overseeing the business and affairs of the Applicant.

As previously reported, the Monitor continues to relay all requests it
receives for information from creditors to the Applicant’s counsel. The

Monitor understands that these requests are being met by the Applicant.

The Monitor has not received any material complaints about the operation
of the business of the Applicant since its appointment at the

commencement of these CCAA proceedings.

The Monitor has met with senior management of the Applicant and is in
communication with them. The Monitor has made a number of visits to the

Applicant’s place of business and has requested various financial and other

information from the Applicant,

In addition, the Monitor has set up weekly appointments with the
management of the Applicant at which time the Monitor reviews

outstanding issues and seeks additional information from the Applicant.




)
£

24,

As reported in the First Report, there have been some inadequacies in the
flow of financial information from the Applicant to the Monitor since the
commencement of these CCAA proceedings, During the month of August,
the information provided was incomplete and inaccurate. However,
information provided during September has improved, so as to address
concerns raised previously.  Accordingly, the quality of financial
information provided to the Monitor, on a wecekly basis, has continued to
improve during the month of September; however, the timeliness of its

provision still continues to be an 1Ssue.

The Monitor is advised that the Applicant collects the accounts receivable
of AFM, purchases inventory from AFM and funds the operations of AFM;
however, the Monitor has not been fully provided with the particulars of
such receipts, inter-company purchases and transfer paymemnis, $0 as 10

make a determination as to the net cost or benefit of such transactions to the

Applicant.

The Monitor continues to seek further financial information from the
Applicant. At the time of drafting this report, the Monitor has not been
furnished with any operating forecés‘és of the Applicant, for the post-filing
period, and has not been furnished with any Statements of Income and
Expenses, or any Statements of Assets and Liabilities, for the post-filing

period, although the Monitor has requested same (The Moniter is advised



25,

26,

that August 2006 internal Financial Statements have recently been prepared
and arc to be sent to the Monitor shortly). Accordingly, the Monitor is
unaware as to the profits camned, or losses incurred by the Applicant, in the

period after August 8, 2006.

The Monitor has reviewed the Affidavit sworn by Robert Tweedy dated
September 14, 2006 (the “Tweedy Affidavit™). The Monitor is encouraged
by the acknowledgment contained therein that the Applicant must supply
adequate financial reporting to the Monitor in order to enable the Monitor
to perform its mandate. The Monitor endorses Mr. Tweedy's statement that
the Applicant will ensure that the Monitor is fully informed of the

reorganization process and the Applicant’s financial situation.

While the Monitor has enjoyed the full cooperation of Mr. Tweedy, there
has regrettably been continuous friction with Mr. Malisch pertaining to
what he perceives to be excessive professional fees and costs of the
Monitor and its Counsel. The Monitor and its Counsel billed an aggregate
of $42,703.53, plus GST, to the end of August 2006(to August 25, in the
case of Monitor’s Counsel). At present, $5,265.74 of that amount remains
unpaid. Fusther, billings totaling $39,265.51 plus GST, comprising billings
of the Monitor to September 22, 2006, and of the Monitor’s Counsel to
September 12, 2006, were recently forwarded to the Applicant, and have

not been paid. Mr. Malisch requested on September 23, 2006 that the



28.

Monitor review operations only on a monthly basis rather than a weekly
basis, sc as 10 curtail costs, Further, Mr. Malisch requested that an estimate
of costs to be incurred hereinafter be prepared. Accordingly, the Monitor
and its Counsel have provided cost estimates to Mr. Malisch on a go-
forward basis, and have pointed out that the Monitor has a duty to the Court
and the Applicant’s stakeholders to properly review the information
provided, and to satisfy itself that there are no material adverse changes that

need to be reported to this Honourable Court.

In the view of the Monitor, the consiant frictions pertaining to what the
Monitor should or should not de in carrying out its obligations, and the
costs related thereto, have noticeably increased the fees and costs beyond

what one would normally expect them to be under the circumstances.

Paragraphs 26 and 27 of the Initial Order read as follows:

26. THIS COURT ORDERS that the Monitor, counsel to
the Monitor and counsel to the Applicant shall be paid their
reasonable fees and disbursements, in each case at their
standard rates and charges, by the Applicant as part of the
costs of these proceedings.

27.  THIS COURT ORDERS that the Monitor and its legal
counsel shall pass their accounts from time to time, and for
this purpose the accounts of the Monitor and its legal counsel
are hereby referred to a judge of the Commercial List of the
Ontario Superior Court of Justice.



29,

30.

Relying on the above, the Monitor requests that this Honourable Court
schedule a hearing for the passing of the Monitor’s and its Counsel’s

accounis.

Under the circumstances described in this Report, the Monitor requests an
administrative charge be instituted for its fees and costs and those of its
Counsel.  Initially, the Monitor was led to believe that these CCAA
proceedings would be of a short duration and that accordingly, the
professional fees would be limited. The Moenitor received a retainer
towards its fees and costs, and those of tis Counsel, from 2072223 Ontario
Limited, a company related to the Applicant’s current landlord and Mr.
Malisch, which retainer has now been exhausted. It now appears that these
CCAA proceedings will be more proiracted than expected. Although the
Monitor and its Counsel are Unaffected Creditors, pursuant to paragraph 41
of the Initial Order, the recurring complaints about professional fees and the
apparent extension to the term of this engagement lead the Monitor to now

seek the security of an administrative charge.

The Monitor requests that the Initial Order be amended to include an
administrative charge in favour of the Monitor and its Counsell It is
proposed that the féilowing paragraph, based on the language set-out In
paragraph 32 of the model “Long™ form of CCAA Initial Order, be inserted

as paragraph 27A to the Initial Order:

1y



27A. THIS COURT ORDERS that the Monitor, counsel to
the Monitor, if any, and the Applicant’s counsel shail be
entitled to the benefit of and are hereby granted a charge (the
" Administration Charge") on the Property, which charge shall
not cxceed an aggregate amount of $e, as security for their
professional fees and disbursements incurred at the standard
rates and charges of the Monitor and such counsel, both
before and after the making of this Order in respect of these
proceedings. The Administration Charge shall constitute 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.

Projected Cash Flows for the period of October 2, 2006 to December 1, 2006

31

32

33.

Attached hereto as Schedule “2” to this Report, is the Applicant’s
projected cash flow for the period of October 2, 2006 to December 1, 2006
(the “Extended Cash Flows”) as provided to the Monitor by the Applicant

on Seplember 29, 2006.

Based on our review and discussions with the Applicant’s management, the
Extended Cash Flows reflect assumptions that the Applicant believes to be

reasonable.

Despite lower than projected cash receipts during the 7 weeks up to
September 22, 2006, the Applicant is projecting higher weekly cash
reccipts for the next 9 weeks cnding December I, 2006 than had been

projected in the earlier cash flow projections. Mr. Malisch has advised the



34,

Monitor that these collection figures represent best estimates, given the

ramped up production in September at the Applicant’s Ajax facility.

In general, the cash disbursement figures projected appear reasonable and

consistent with the disbursement activities of the first 7 weeks following

the date of the Initial Order.

it appears that based on the cash flow projections prepared by the
Applicant, and given the indebtedness to National Bank at September 22,
2006, the Applicant will have sufficient cash available so as 1o operale
during the proposed stay extension period, provided that the value of

marginable assets continues to support the borrowing amounts.

The Applicant’s Request for an Extension of the Stay Period

36.

37.

38.

The Monitor has reviewed the application of the Applicant to extend the

Stay Period to November 30, 2006.
The Monitor is unaware of any objection to the proposed extension.

The Tweedy Affidavit of September 14, 2006, attests that the Applicant is

proceeding in good faith and with due diligence.



Recommendation

39, Norwithstanding the concerns set out herein, the Monitor recommends that

the proposed extension of the Stay Period to November 30, 2006 be
granted.

ALL OF WHICH IS RESPECTFULLY SUBMITTED BY

BDO DUNWOODY LIMITED
in its capacity as Court Appointed

Monitor of the Applicant
Per:

Uwe Manski, FCA, FCIRP
President
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SKLAR PEPPLER FURNITURE CORPORATION
CUMULATIVE - PROJECTED TO ACTUAL (in Canadian Dollars)

Augast 7, 2006 to September 22, 2046

SCHEDULE 1.

4

Projected Actual |1} Variance

Sep18-22 Sepl8-22 Sepl8§-22
Week of: Week 8 Week 8 Week 8
Cash Outflow:
Payroll-Whitby(inciudes source deductions) {2] 682,100 921,674 {239,574)
Payroll-Portland{includes source deducions) 316,000 280,945 35,055
Pension benefits 33,000 2,070 30,930
Pricrity Pavables{GST & PST) 106,000 48,125 51,875
Benefits (Portland) 16,000 44 964 {28,964}
Wires(Tables and Cut & Sew) 455,000 150,968 295,032
Raw Materials {(includes fabric) 1,8G(,000 1,693,406 106,594
Freight Cost-Canada & 1S 77,000 159,894 (82,894}
Freight Cost-Overseas 115,000 55,069 63,031
Miscellaneous Payables 105,000 116,829 {11,829}
Rent & Overhead {Portland) 35,000 52,400 (17,409}
Rent & Overhead (Whitby) |2 71,000 - 71,000
Rent & Overhead (Ajax} 71,000 92,087 (21,087}
Dhrect Payments 76,000 31,045 38,955
Loan Interest 35,600 36,583 {1,583)
Professionai Fees(Nationa! Bank) 13,000 - 13,000
Sodex-Charges - 170,953 {170,953}
Mgmt fees - 17,742 (17,742)
Total Cash Quiflow 3,998,100 3,883,763 114,337
Cash Inflow:
Projected Cash Receipts 4,375,000 - 4,375,000
Cash Receipts - 1,475,662 (1,475,662}
Sodex - 2,198,409 (2,198.40%)
Cr memo - 1,548 (1,548)
Subdebt loan {3} 475,000 {473,000)
Toial Cash Inflew 4,375,000 4,150,619 224,381
Net Cashilow 376,900 266,856 110,044
Opening Bank Position as ot August 7, 2006 {4} (3,985,009}
Adjustment for Changes in Foreign Exchange Rates 44,453
Ciasing RBank Position as at September 22, 2006 |4} (3,673,698}

NOTES

i1 - Bascd on the information suppiied by the Applicant.

121 - The "Whitky" descripiion is mcorrec, the item relates (o the Ajax, Ontario faciliny.

[3) - Evciudes a torol of $125,000 paid as a retgimer 16 the Applicant’s fegal counsel and the Manitor, as weil as consuliing

fees that are being accrued (820,G00/mihi for day-tomdiy managerial services performed by Mr. Malisch

{4} - Exciudes the Subdebi loan and the contingent indebtedness (o Sodex relating o factored accounts receivalile balances.

"'\Mq».g\-}



SCHEDULE 2.
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Court File No. 06-CL-6585

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE ¢ OMPANIES® CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE AND
ARRANGEMENT OF SKLAR-PEPPLER FURNITURE CORPORATION

APPLICATION UNDER THE ¢ OMPANIES’ CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED

ENDORSEMENT OF JUSTICE LEDERMAN
OCTOBER 6, 2006

Extension of stay to November 30/06 is approved. I have signed the Order.

Company is ordered to pay the Monitor’s outstanding accounts forthwith

subject to assessment and approval by the Court and disgorgement, if

necessary.  Counsel to reattend on a 9-30 on October 11, 2006 to set

schedule for passing of accounts, consideration of an administrative charge

and directions as to further role of Monitor.

“Lederman, J.»
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Commercial List Court File No. 06-CL-6583
ONTARIO

SUPERIOR COURT OF JUSTICE - COMMERCIAL LIST

9:30 AM. HEARING REQUEST FORM

A, PLEASE NOTE: The 9:30 hearing procedure i only for "ex parfe, urgent, scheduling and consent matters
which will take 06 more than 10 minutes™ (Practice Direction, (1995), 24 O.R. (3d) 455; parsgraph 4. Thix
restrietion will be enforced. This matter is {(check one or more):

ex parte X urgent X scheduling consent offser {expiain}:
B. Short Title of Proceedings:

Tnt the Matter of & Plan of Compromise or Arrangement of Skiar-Peppler Furniture Corporstion
C. Daie{s) Requested:

WEDNESDAY, September 28, 2006

D, The foliowing is a brief desceiption of the matier to be considered at the 9:30 appointnent:

E. The following materials will be necessary for the matter to be considered. {11 is the responsibility of counsel to
confirm that the proper materials are available for e Cowrt, J

This form and a Metlon Record to be filed.

Counsel for Applicant/Creditor; ;@}eppier Counsel for applicant:
Counsel: E. Pamci S_ a ! Counsel:
Address: g’ Address:
Phone: )
Fax: ]
Phone:
Fax:

df more than 2 parties involved, add additional signatures and particulars on reverse or separale page}

To be submitted to: Commercial List/Bankruptcy Court Office
393 University Avenue, 10th Floor
Toronto, Ontario
Telephone No.  416-327-3043
Fax No. 4}6-327-6228

Form Revised: Sept. '97

Endorsement/disposition
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te: Sklar-Peppler

Lem, Matthew

From: Lem Matthew
Sent:  Wednesday, August 30, 2006 1149 AM
To: ‘Bill Malisch’

. Ce: piweedy@sklarpeppler.com; pattcon@surenet net; Pritchard, Brian patrick.shea@gowlings.com:
‘RSlattery@mindengross.cont’; David Uilmann: Manski, Uwe

Subject: RE: Skiar-Peppler
Bill,

hank you for vour email and additional information. Having very recently received certain of the information requested {on
"sae 23rd, 24th and 29th of August), we have now had a chance to review it, including the Company’s Cash Flow Budget to
Actual spreadsheets. At this time, we have several questions:

7
H

1. We understand that the Company has not assembled “Budget” to “Actual™ figures for the period of August 8th to | Ith.
" Please provide same.

| . Most of the “Budget” figures presented in the cash flow Budget to Actual spreadsheets are not the same as those that were
| effected in the Cash Flow Projections included as part of the Affidavit of Robert J. Tweedy filed with the Court. For
“example, for Week 3 (August 14-18) the Cash Flow Projections showed a Total Cash Qutflow of $548,300 versus the new

“Budget” figure of 697,508, This discrepancy relates to differences/additions of amounts for Freight Cost ~ Canada & Us,
lent & Overhead (Portland), Rent & Overhiead (Ajax), and Professional Fees (Natfonal Bank}. Please exphain.

3. In the Company’s Cash Flow Budget to Actual spreadshects we find it surprising that the “Actal” figures coincide
nrecisely with the “Budget” figures for certain of the Cash Quiflow categeries. For example, {for Week 3 {August 14-18) there
~ 4 no variance between the “Budget” and “Actual” figures for Payroll - Whitby, Payroll - Portland, Freight Cost - Canada &
IS, and Freight Cost — Overseas. Additionally and as an example, when we tooked at the Company's payro!! bank account
activity, as well as the bank reconciliations for this same period, we were unable 1o reconcile to the “Actual” figure. Please
mplain and provide supporting documentation for these “Actual” figures.

.. Although we received listings of the cheques issued and of accounts receivable collections, we are unable to reconcile these
to the “Actual” figures reported to us.  Please provide reconciliations.

- . From our review of the disbursements/cheque register, we noticed that there were 4 payments made 10 Associated Furniture

[ Manufacturing (“AFM™) on August 10th in the amounts of U8$100,000, US$130,000, USS62,000 and USS145,000 ( total
$437,000) for apparently pre-CCAA filing amounts. We guestion whether the Company is entitled to make payments to

; \FM on account of its pre-filing indebtedness , and ask vou to obtain Patrick Shea's views on this issue.

o, Although we received from Ms, Alarakhia copies of the Bank Activity reports (up to Avgust 18th) for the Company's
CDNS$ bank accounts, we noticed that we are still missing such reports for the US5 accounts.

". For those creditors who were missed when the original mailing was done on the August 15th, please provide us with the
" names, and addresses and the date(s) on which the Company mailed copies of the Initial Order.

l. We noticed that there was a payment on August 17th te 2062847 Ontario Limited, the Ajax Jandlord, in the amount of
i 224,000, Please provide the reason for the pavment.

9. We previously requested from Ms. Alarakhia a copy of the lease between the Company and the Ajax landlord, Please
: orovide us with a copy of same.

Your attention to this matter would be greatly appreciated.

Hatthew E, Lem, CIRP

BDO DUNWOODY LIMITED
23 Front Street West, Sufre 1200

1071272006



