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1.0

Introduciion

I.1

WestLB AG, Toronto Branch, as agent for the Lender Syndicate of WestLB AG, Toronto
Branch, and CIT Financial Ltd. (the “Syndicate™) has brought an application before this
Honourable Court seeking the appointment of a receiver and manager, pursuant to
Section 101 of the Cowrts of Justice Act, R.8.0. 1990, c. C. 43, as amended, and trustee
pursuant to Section 68 of the Construction Lien Act, R.S.0. 1990 c. C. 30 (collectively,
the “Receiver”) of all the property, assets and undertaking (the “Assets”) of The Rosseau

Resart Developments Inc. (*"RRDI” or the “Company™).

This supplementary report (the “Supplementary Report™) has been prepared by Alvarez
& Marsal Canada ULC ("A&M?} in its capacity as the proposed Receiver of the assets of
the Company, to assist this Honourable Court in considering the Syndicate’s application

for the appointment of a Receiver.

The purpose of the Supplementary Report is to provide this Honourable Court with an
update as to the status of the Company and the Non-RRDI Red Leaves Entities since the
preparation of A&M’s Report to this Honourable Court dated May 19, 2009 (the “First
Report”).  Alt capitalized terms referred to in the Supplementary Repart shall have the

meanings ascribed to them in the First Report unless otherwise defined herein.
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2.0 Terms of Reference

2

1

In preparing this Supplementary Report, A&M has relied upon unaudited financial
information prepared by the Company’s management and the Company’s consultants and
advisars, the Company’s books and records and discussions with its management. A&M
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 Supplementary Report is based on management’s assumptions
regarding future events; actual results achieved may vary from this information and these
variations may be material. A&M expresses no opinion or other form of assurance with
respect to the accuracy of any financial information presented in this Supplementary
Report, or relied upon by A&M in preparing this Supplementary Report. Al references
to dollar figures contained in this Supplementary Report are in Canadian currency unless

otherwise specified.
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3.0

Current Status of the Company and the Hotel

3d

Pursuant to A&M’s engagement as consultant to the Syndicate, on May 19, 2009, A&M
attended at the Company and held various discussions with certain key employees. A&M
also met with Altus™ on site representative to discuss the current issues impacting

construction of the Hotel and the status of the Company’s trade creditors.

A&M obtained confirmation from the Company that on May 13, 2009 the RRCI
Subcontract Employees were not .paid amounts owing to them (approximately $30,000)
in connection with their contractor fees for the two-week period ended May 15, 2009,
The RRCI Subcontract Employees were advised on the gvening of May 14, 2009, that
they would not be paid the following day. The RRCI Subcontract Employses did not
report to work on May 5, 2009; however, on May 19, 2009 the majority did report to
work. Altus has had discussions with the site foremen who have advised that it is their
understanding that if the RRCI Subcontract Employees are not paid amounts owing to
them by this Friday, May 22, 2009, then these individuals will likely withdraw their
services, notwithstanding RRCI being an affiliate of RRDI. Amounts owing to the RRC]
Subcontract Employees continue to accrue at the rate of approximately $15,000 per week.
The RRCI Subcontract Employees pravide both the majority of the site supervisory
functions (over the subcontractors) and skilled labour services, including carpentry, in
connection with construction of the Hotel. A&M understands from both the Company's
employees as well as from Altus, that the RRCI Subcontract Employees are critical to
completing construction of the Hotel, on-going site maintenance and ensuring

compliance with various building and construction code requirements.
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As set out in the First Report, A&M confirmed that on May 15, 2009 the Company was
unable to make payments owing to certain trade creditors in connection with construction
holdback amounts (approximately $900,000) to be made pursuant to letter agreements
entered into between those trade creditors and the Company. Throughout the day on May
19, 2009, the Company received several calls and emails from trade creditors enquiring
as to the timing of when such amounts will be paid. A&M has been advised by an
employee of the Company that Company employees do not know how to respond to such
enquiries as no direction or guidance has been provided from either KFE or DevCon (as

defined below),

A&M was advised on May 15, 2009 that, the Company was advised by Fowler
Construction Inc. (“Fowler Construction™), one of the Company's significant trade
creditors, that one of Fowler Construction’s sub-contractors, which is owed
approximately $200,000. was intending to register a [ien against the Assets due to a
failure by the Company to pay amounts owing to Fowler Construction (who would in
turn pay the sub-contractor). On May 19, 2009, legal counsel to the Syndicate conducted
a lien search mid-day to determine whether any liens had been registered against the
Assets. While no liens were registered, neither the Company’s employees nor A&M are
certain when and if such a lien will be registered. In addition, the Company’s employees
have advised that over the past several weeks, the volume of phone calls and discussions
with trade creditors who have threatened to and/or indicated a desire to lien the Assets,

has substantially increased.

The Company’s most recent payroll was due on May 15, 2009. While the majority of the
payroll cbligations were met last Friday, a certain portion of the Company’s payroll,
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3.6

37

amounting to approximately 520,000, relating to two individuals, was not paid by the
Company. In addition to current payroll amounts outstanding. In addition to current
payroll amounts outstanding, A&M understands that certain employees have not received
reimbursement of out-of-pocket expenses owing fo them, amounting to approximately
£30,000. Furthermore, A&M understands that the Company currently has no finds
available to it to meet its payroll abligations due on May 29, 2009 - approximately

$85,000.

As detailed in the First Report, only one employee remains at the Company who has a
position of financial accountability and control (The Company’s CFO, Director of
Finance and Administration and Controller have previously resigned). This individual
has advised A&M that this individual is under significant stress and does not believe is
receiving sufficient or appropriate direction in order to complete day-to-day job
responsibilities. A&M is extremely concerned as it is believed that this individual does
not intend to continue to remain in the employ of the Company. A&M is of the view that
this individual is critical to the Company's finance function, and if appointed Receiver,
A&M would immediately take steps to ensure this individual’s continued employment by

the Company.

As a result of the diminished workforce, A&M understands that representatives from
Dev-Con International LLC (*DevCon™), a project manager engaged by KFE in or about
January 2009, have taken on increased responsibilities with respect to the Company,
including, as of May 15, 2009, the treasury functions of the Company and the Non-RRDI

Red Leaves Entities.
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Altus has advised A&M that in certain instances, trade creditors have indicated a general
increase in their levels of business outside of the Red Leaves project and accordingly,
have begun to re-direct resources to other projects which are believed to have a greater
certainty of payment. As a result, further construction delays are being incurred at the
Hotel which will have a further negative impact on the timing of completion of the Hotel

and ultimate unit sales closings.

Notwithstanding that construction progress has slowed considerably and there is currently
no funding available from any source that A&M is aware of, A&M understands that the
recent direction provided by KFE to RRDI’s employees was to continue working and

“assume that funding will be available™.

Certain aspects of construction relating to outdoar bathroom facilities and guest change
rooms have not proceeded due te a Jack of funding. Life safety and construction codes as
well as liquor license requirements (as it relates to bathroom facilities) require that these
facilities be constructed prior to: (2) permitting the operation of the Hotel’s swimming
pools {note that the Hotel’s “upper pools® are currently operating in accordance with
requirements, but that its ‘lower pools’, which are still under construction, are nat); and
(b) permitting the service of alcohol on the Hotel’s outdoor areas including its patios,
terraces and pool decks. A&M understands that completion of these facilities could take
up to six weeks. Given the relatively short summer season in Muskoka, completion of
these facilities is critical to the revenue generating aspects of the Hotel as well as to guest
satisfaction. In particular, as at May 8, 2009, Marriott had booked 28 weddings to occur
throughout the 2009 summer season. The inability to consume alcohol on the grounds
outside of the Hotel will be scen by guests to be a significant inconvenience and
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inconsistent with the expectations one would have for a resort of this caliber. A&M has
further been advised by the Company that this has most recently become a very

significant issue to Marriott as Hotel operator.
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Notwithstanding that the Company has no funding available to fund a sales and
marketing program, A&M understands that Sotheby’s International (“Sotheby’s), a
Toronto Area real estate brokerage, was in attendance at the Hotel over the Victoria Day
holiday weekend to meet with potential unit purchasers and discuss with Hotel staff,
procedures to deal with enquiries from guests interested in purchasing units. As a result,
the Company has indicated that it generated nine new “leads” from this past weekend,
which if managed appropriately, could result in unit sales. Notwithstanding the
engagement of Sotheby’s, the Company has no financial resources available to fund a
sales and marketing program. In discussions with key Company employees prior to the
Victoria Day holiday weekend, A&M was advised that the Company had run out of sales
and marketing materials and was unable t0 procure replacement materials. As the
sumunter selling season is now underway, it is critical that a robust sales and marketing
program, that is sufficiently funded, be implemented to convert “leads” to sales and
generate proceeds for the benefit of the stakeholders. On several occasions A&M has
requested to be provided with Sotheby’s detailed sales and marketing plan with respect to
the Hotel; however, such a document has not been provided either from the Company or

Sotheby’s. .

As detailed in paragraph 4.5 of the First Report, pursuant to the LRA, Marriott Hotels is
entitled to be paid certain amounts, capped at $1.2 million, as a royalty fee with respect to
ihe assistance provided in the marketing for sale of Hotel units (the “Marriott Royalty
Fee”). In paragraph 13 of the affidavit of Ken Fowler swomn May 19, 2009 (the “Fowler
Affidavit™), it was indicated that no such payment pursuant to the Marriott Royalty Fee

was due until May 20, 2009. Atiached as Appendix “A” is a copy of an email
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correspondence wherein Mr, John Kennedy, Vice President, Development Asset
Management of Marriott Hotels advised both the Company and WestLB AG, Toronto
Branch, that the portion of the Marrioft Royalty Fee (estimated to be $85,000) relating to

units which closed during March 2009 was due for payment on April 20, 2009.
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4.0

Current Status of the Non-RRDI Red Leaves Entities

4.1

A&M was advised by the Company’s employees that on May 14, 2009, an equity
injection was received by cerfain of the Non-RRDI Red Leaves Entities from the
Company’s ultimate shareholders in the amount of approximately $102,000. A&M
understands that these funds were used to pay: (z) mortgage payments due on May 15,
2009 in respect of Lakeside Lodge and Wallace (to lenders which are not associated with
the Syndicate); (b) the bi-weekly employee payroll for Clevelands House which was due
on May 15, 2009; and (c) other minor payroll amounts for Non-RRDI Red Leaves
Entities. None of the funds received with respect to this equity injection were used by

and/or made available to the Company to fund its costs and expenses,

A&M has confirmed that The Rock (golf course) is currently closed and has not yet
opened for the 2009 golfing season. There has been no indication provided as to the
potential timing of when The Rock may re-open and A&M understands that the majority
of all employees at The Rock have either been terminated or laid off,. A&M also
understands that Marriott is of the view that this will have a significant negative impact
on both the Hotel’s occupancy levels and profitability. Furthermare, A&M has been
advised by the Company that room cancellations as a result of The Rock being closed

have already begun to accur at the Hotel.

Historically, The Rock has been operated by an affiliate of Marriott Hotels (“Marriott
Golf"); however; due to unpaid amounts owing to Marriott Golf, A&M has been advised
by the Company that Marriott Golf has terminated its operating agreement and
accordingly, is withdrawing all of its services provided to The Rack on or around May
20, 2009.
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4.4

4.5

A&M understands from Company employees that Clevelands Touse opened for the
swmmer season on May 13, 2009 and was fully operational during the Victoria Day
holiday weekend. Notwithstanding that Clevelunds House is substantially fully booked
for the upcoming summer weekends with both conference and holiday puests, it is

forecast to operate, at best, on a cash {low neutral basis throughout 20909,

Traditionally, parties altending Clevelands House provide a substantial deposit at the time
a booking is made. The majority of these deposit funds were rcccived by Clevelands
House over the fall and winter months of 2008/2009 (the “Deposit Funds™). A tofal of
approximately $700,000 in Deposit Funds was received by Clevelands House during that
period and would have been used to fund the on-going working capital requirements and
net opcrating losses (if any) of Clevelands House. However, A&M understands that
substantially all of the Deposit Funds received were reallocated by Red Leaves to meet
various other funding requirements in connection with either the Company or the other
Non-RRDI Red Leaves Entities. Accordingly, A&M has been advised by the Company
that while Clevelands House is currently fully operational, it has no available cash to
fund its required and forecast worlking capital needs as well as, any net operating losses

over the summer season.

E I

Al of which is respectfully submitted, this 20" day of May, 2609

ALVAREZ & MARSAL CANADA ULC AS PROPOSED
RECEIVER AND MANAGER AND TRUSTEE OF
THE ASSETS OF THE ROSSEAU RESORT DEVELOPMENTS INC.

Richard A. Morawstz
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Fromi robert_dyck@westh.com [msiim:mbwg_dyd:@wz;ﬂb.mm]

Sents Tuesday, April 28, 2009 5:12 Pl

Ta: midwuel_sassos @vesth.cont

L& @ pediwestib.com; george._raddat=@westib.com; Zalav, Adsr; @S seme@aliusgroup.com
Sulbject: Fiv: W Rossean - Intreduction Fee to HMI

Michael,

Caould you please folicw 1 with Jeka, Muybo Adam ten confion i the amouats in fuestion appeered on (B COmBANy't reports?
Hegards,

Rober Dysk

Exeniive Directer, Principal Officer
WastlH AG, Torenlo Branch

Suite 2301, Bax 41

Royal Banlt Plaza, North Tawer

200 Bay Sieet

Toranlo, Onlarig #4531 201

Tal; 415-218-5005 Fax 415-215.5020
Emzl: eherd dych@wesitcam

WasilB AG
Manasging Board:

Helre: Hilgert {Chairman),

Hubert Beckmiann (Vico Chafrmany,

Dielrich Vaigitinder (Vica Chaitman), - !
Klemens Erover, Thomas Grof, )

Dr, Hang-Jorgen Mictmus, Wemer Tader .

Head of the Supervisery Board: Michaal Brover

Aegisier Office; DisseldonRiinster

Amisgeretie Registration Numbers Dizselded, HRS 42975 1 Minster, HRE 6400

— i b7 Aesen Dy TRASLH o GUZAECT 05,05 FIM e

THemmedy, John {Ter Aazet H;mrﬂﬂmxmndyembnnn-

GLAIRI CI S PR

LT SO

= Ty 4 =, “Jpnra Forras” o N3, "IhtRact &qftmqs:.@;.‘:v:r:mm-, “Helry, Anedo® edsran KErGmamsdooms, *Bavagray L.twcnr(wﬂer&i’mmnemmm
Setyent AE WY Rotsesy -Intodusy Fag ko 80

Rob

The payment due te Marrieee relating co fhe Fncrodustion Fee Zog the
units that closed in March should have bren pass on April 3¢th and iz
now pzat dug. Hlebael Sneyd infurmed Harriot® for the firsc cime
¥yesterday via the email belew that payzent for thaso units and futuge
ones wWould e delayed. As this ig inconsigtens with the requirsnoncs
unger the license agreemant, I wodldd Like o have 3 eall o discusa thiz
with you and the owner. Any change from the cucrent payment Carps
fequires our cunaenc.

5/20/2009



Reganids,
John Hennedy

Telgphenvy: {3011 J80-2670 | Fax: (301} 8344~7674 ) MHobile: (240) 463-1557
Small: john.lennodyfmarzistr.coa

This cemounicatlon contains information from Harriott Internotional,
Inc. that may be mroprictory end/or contidential. Sxcept for persenal
sace by the intended rociplent, of af oxpreosly stthericed by the sendor,
any pezson whe soeocives thio informntion is prehiblicod from diselosing,
copying, distributing, and/er uzsing it. If you have recelved thin
ce=ounlicatien in error, pleasc immediately delote At and all copies, and
prazptly notify the sender. Hothing in this cooounigarion Is Intended to
operate as an electronic signature under sppilcable law.

from: Hichael Sneyd {malito:msnoydfidevesnilc.com]
sent: Monday, April 23, 2009 5:47 EM

To: Hennedy, John {Dev Asseb Hemt)

€ Hacthias Schlaepfer: Jomle Farrax

Subject: RE: B Rosscau - Intsoduction Foe to HI

Jahn,

Tour payment =musiC be approved by the cost consultant, sonitor and
WestLd.  They cecrently plan to have I paid In throo tranches: sid Hay,
end of Hay, and Jupc.

Jest regacdo,

Hlchagl

Trem: Jamie faryar [malltorjfarrarokfe.sn.cal
Sent: Hom April 27, Z00F 5:18 &

To: Hennody, dohn {Dev Assot Hgst)

Cor Hichael Sneyd: Matthlas Schliacpfow

Subjecc: ff: Jd Apssesy ~ Introductisn Feo te HI

Jaha,

Thanls for your email.  I'va cupled Michael Speyd and Hatbhlas at Devion
and havn acked thes to look inte the status of the paysents, whlch I
beligve are linked to us ciosing ouy pesmanent [inancing transastion
with Hestls/Fartzess. We hope to completo thiz in the nexe 30 days and
we continue co activily discuss with thox {Hichael apd I will Se zeeting
thea in Hew York teoorzow).

Japie Farzar
Hon Fowler Sntecpriscs
Theac ($00} GH8 97440 oxe 22

Cell {50S} 835G 4368

fram: Heanedy, Johi {Dev Asset Mgor) {mallto:John.Hennedyfmarcioos,cea}
Sont: Honday, April 27, 7005 3:12 54
To: Jamiz Farrar

Cc: rebinlfowiereesorts.con

Subjrct: Ji Hossean ~ Introduction Feo $o HT

Junie

HBI w52 suppased to hava boon paid on April ZOth for the umits that
closed in Harch and wo have not recelved paymeat yot. Can you lool: into
this and lef me lnew when payment will be sade?

Rogards,
John Hennedy

Jahn Henaedy | Vige President, Bevelopment Assei Honagement | Harrier:

Tnternaticnal, Inc.
Addresd: 10460 Fermwoogd Rd. - Deprt. 51/811.32 ~ Sechesda, HE 20817

512012009
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Telephone: (30F) 380-2478 | Tai: {301} &14-T876 | dHoblic: {240) 1563-1537
Zmall: dchn.konnedylmarriott.con

Thisz communication centains infor=ation from Harciott Intermational,
ing. that =ay be propricrary and/or confidentinl. Ewcopt for personal
usg 5y the ickended crcipient, or as ewpruessly authorisod by the sender.
any peraon wha zeeaives this information is prohibited frem disclcsing,
ceorying. dlstrilbucing, and/or esing it. If you have ceccoived chis
cemuitation In ecrar, please irmzediately delete it and all copies, and
pronptly notify the sender. llothing in this cemmunication is Intended o
operate a3 an olectroaic signoatuze under applicable law.

This message is confidencial and eay be grivileged. It is intended selely for the nemed addressee. If you are nob the incended reciplent ple

Divse Washricht Ist vertraulich. 5ic ist ausschlliessiich fuer den im Adpessfeled susgewicsenen Adressaten bBeaGizst. Sollten Sie nleht der ver

LLS T TP Y L Y PR T T Y Y

“This message is iniended only for the use of the addressee(s) and may contain informuation
that is PRIVILEGED and CONFIDENTIAL. If you are not the intended recipicnt{s), you arc
hereby notificd that any dissemination of this communication fs stricily grohibited
I you have received this communication in error, please crmse all copies of the

pe pnd i1s attach and nofify us immedintely.
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This cmail has been seanned by the MessageLabs Erail Sccurity System.
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