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INTRODUCTION

On September 14, 2020, Mountain Equipment Cooperative and 1314625 Ontario Limited
(together, the “Petitioners” or “MEC") were granted an initial order (the “Initial Order’”) by the
Supreme Court of British Columbia to commence proceedings (the “CCAA Proceedings™) under
the Companies’ Creditors Arrangement Act, R.S.C. 1985, ¢. C-36, as amended (the “CCAA”™).
Among other things, the Initial Order afforded MEC an initial stay of proceedings up to and
including September 24, 2020 (the “Stay Period”) and appointed Alvarez & Marsal Canada Inc.
(“A&M”) as monitor of MEC (the “Monitor’") during the CCAA Proceedings.

On September 22, 2020, the Petitioners filed an application (the “Comeback Application”) to,
among other things, seek an amended and restated initial order (the “ARIO”) and sale approval
and vesting order (the “SAVO"”) to approve the sale transaction (the “Sale Transaction”)
contemplated by the asset purchase and sale agreement between the Petitioners and 1264686 B.C.
Ltd, (the “Original Purchaser”) dated September 11, 2020 (the “APA™) for the sale of the
Purchased Assets and to vest all of the Purchased Assets in the Original Purchaser’s permitted
assignee free and clear of any Encumbrances other than Permitted Encumbrances, as such
capitalized terms are defined in the APA,

On September 24, 2020, this Honourable Court granted an extension of the Stay Period from
September 24, 2020 to September 28, 2020 to allow for the Comeback Application to be heard on
September 28, 2020,

During the period from September 28, 2020 through to October 1, 2020, in addition to hearing the
Comeback Application of the Petitioners, the Court heard applications by Plateau Village
Properties Inc. and Midtown Plaza Inc. (together, the “Landlords’ Application™), Kevin Harding
and Save MEC (together, the “Members’ Application”), and the BC Co-op Association and
Mutuals Canada (the “Public Intervenors® Application™).

On October 2, 2020, this Honourable Court dismissed the Landlords’ Application, Members’
Application and Public Intervenors’ Application and granted the ARIO, which included, among
other things, an extension of the Stay Period to November 3, 2020, and the SAVO sought by the
Petitioners.

On October 21, 2020, this Honourable Court granted an assignment order (the “Assignment
Order”) to assign all of the rights and obligations of the Petitioners under certain Remaining
Contracts (subsequently defined) to the Original Purchaser’s assignee, 1266524 B.C. Ltd.
(recently renamed MEC Canada Inc. and referred herein as the “Purchaser”). As a condition of
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the assignment of the Remaining Contracts, ail monetary defaults are to be paid by the Purchaser
to the counterparties to the Remaining Contracts (the “Cure Costs™).

On October 26, 2020, the Petitioners filed an application seeking the following:

a) an order extending the Stay Petiod through to January 20, 2021; and
b) an assignment order (the “Second Assignment Order™) assigning all of the rights and
obligations of the Petitioners under the Remaining Lease (defined below) to the Purchaser.

Further information regarding these CCAA Proceedings, including the Initial Order, the ARIO,
affidavits, reports of the Monitor and all other Court-filed documents and notices are available on
the Monitor’s website at www.alvarezandmarsal.com/mec (the “Monitor’s Website™).

PURPOSE

This Third Report has been prepared by the Monitor to provide information to this Honourable
Court in respect of the following:

a) an overview of the assignment of the Remaining Lease (subsequently defined) that the
Petitioners are pursuing by way of this Second Assignment Order;

b) an updated cash flow forecast for the period October 19, 2020 to January 20, 2021 (the
“Second Cash Flow Forecast™) and comments in respect of same; and

¢) the recommendations of the Monitor in respect of the foregoing, as applicable.

The Third Report should be read in conjunction with the fourth affidavit of Philippe Arrata
affirmed on October 26, 2020 (the “Fourth Arrata Affidavit”). Background information,
including capitalized terms not defined herein, are contained in the Initial Order, the ARIO, the
SAVO, and the Monitor’s previous reports, and have not been repeated herein.

TERMS OF REFERENCE

In preparing this report, A&M has necessarily relied upon unaudited financial and other
information supplied, and representations made to it, by certain senior management of MEC
(“Management™). Although this information has been subject to review, A&M has not
conducted an audit nor otherwise attempted to verify the accuracy or completeness of any of the
information prepared by Management or otherwise provided by the Petitioners or other third
parties. Accordingly, A&M expresses no opinion and does not provide any other form of
assurance on the accuracy and/or completeness of any information contained in this Third Report,
or otherwise used to prepare this Third Report.
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Certain of the information referred to in this Third Report consists of financial forecasts and/or
projections prepared by Management. An examination or review of financial forecasts and
projections and procedures as outlined by the Chartered Professional Accountants of Canada has
not been performed. Readers are cautioned that since financial forecasts and/or projections are
based upon assumptions about future events and conditions that are not ascertainable, actual
results will vary from those forecasts and/or projected and the variations could be significant.

LEASE ASSIGNMENT

Pursuant to the APA, the Petitioners are to use commercially reasonable efforts, in cooperation
with the Purchaser, to obtain written consent of the counterparties to the assignment of various
contracts, including the Real Property Leases, to the Purchaser.

To the extent that consent cannot be obtained by the Petitioners, the Petitioners are required to
make an application for an assignment order assigning all the counterparties’ respective rights
and obligations under these contracts to the Purchaser and compelling or deeming the applicable
consents to have been provided.

As described in the Fourth Arrata Affidavit, the Purchaser has indicated that it will be
maintaining 21 of MEC’s retail locations, including 15 leased retail locations. The Purchaser has
confirmed agreements to amend all 15 of the real property leases, with the exception of the retail
store located at 101 East 2* Ave in Vancouver, British Columbia (the “Remaining Lease™).

Select key terms of the Remaining Lease are summarized in the table below:

Landlord | Beedie Development Limited Partnership
' Property Address 101 East 2nd Avenue [
Vancouver, B.C. V5T 1B4
Size of Leased 57,799
Premises (s.f)
Term of Lease October 18, 2019 to October 31, 2039
(20 years)

Basic Annual Rent Basic Annual Rents for the Lease Periods:
Years 1105 $2,208,000

Years 6 to 10 $2,428,000

Years 11to 15 $2,671,680

Years 1610 20 $2,938,84

Other Charges Additional Rent including Taxes (such as all real property taxes, rates, locel improvement taxes,
water taxes, duties, among others) and all other amounts payable by the Tenant to the Landlord.

Management fee of $4,000 per month.

Rent Arrears 1$0.00
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The Monitor is of the opinion that the assignment of the Remaining Lease is appropriate and
commercially reasonable in the circumstances when considering the factors referenced in s, 11.3
of the CCAA. In particular, the Monitor highlights the key considerations underlying its approval
of the assignment of the Remaining Lease, which remains subject to approval by this Honourable
Court:

8) the Remaining Lease is critical to MEC's ongoing operations and is one of MEC’s largest and
flagship stores in a major city, and will be utilized in the Purchaser’s operations to generate
substantial revenue for the enterprise;

b) the assignment of the Remaining Lease would satisfy the APA and is necessary for the timely
closure of the transaction and along with the other retail stores being maintained, will provide
continued employment and/or retention of approximately 91% of active employees and 21 of
22 retail stores;

c) the Purchaser and their management team will include or be comprised of a significant
number of former employees of MEC which will further its efforts to maintain the MEC
business as a going concern and honour the on-going obligations under the Remaining Lease;

d) a$10 million deposit has been provided by the Purchaser and is currently held in trust with
the Monitor’s legal counsel (in its capacity as Escrow Agent under the APA) and the
Purchaser has provided various MEC counterparties including the lessor-landlord of the
Remaining Lease with confidential financial information in respect of its forecast business
plan and liquidity post-closing indicating the Purchaser’s ability and financial wherewithal to
perform its obligations under the Remaining Lease;

¢) the Monitor understands that the Cure Costs relating to the Remaining Lease are negligible
but in any event, the Assignment Order sought includes a requirement that the Purchaser
honour all Cure Costs as required under the CCAA; and

f) the Petitioners, in conjunction with the Purchaser, have been working diligently and in good
faith to effect the closing of the Sale Transaction within the timelines contemplated by the
APA.

For the reasons above, the Monitor approves the assignment of the Remaining Lease subject to
this Honourable Court’s approval and granting of the Second Assignment Order.

UPDATED CASH FLOW FORECAST

The Petitioners have prepared an updated cash flow forecast (the “Second Cash Flow Forecast™)
for the period from October 26, 2020 to January 20, 2021 (the “Forecast Period™). The Second



Cash Flow Forecast is attached herewith as Appendix “A” along with accompanying notes and
assumptions. A summary of the Second Cash Flow Forecast is tabled below:

Mountain Equipment Co-Oparative
Second Cash Flow Forecast

For the 11 week period ending on January 20, 2021
[in CAD DODw)

Recaipts
Sales

Canada Emergency Wage Subsldy
Net proceeds from Sals Transaction

Total recelpts

Disbursements
Marchandise and/or vendor prepayments
Fraight and other non-merchandise
Wages and aalary
5G8A
Insurance
Rent and property taxes
Salea tax
Total disbursements
Nst oparating cash flow

Other disbursements
KERP payments
Profassional fees
Debt sarvica
Contingancy

Total other disbursementa

Net Cash Flow

Opening Cash Balance
Nat cash flow
Rapaymants on Exdsting and Interim Facliities
Ending Cash Balance

Opening Borrowing Balance
Deflcit f (surplus)
Repaymenis upon closing

Ending Borrowing Balance
LC /LG utllization
Repaymanta upon closing

Ending Bormmowing Exposure

Contmulty of Financing

Exiating Credit Facllity

Opening balance

Less: cash recelpts

Less: repayments upon closing

Ending Existing Cradit Facliity balance

Interim Financing Faclity

Opening balance

Add: draws (repayments)

Lass: rapayments upon cloaing

Ending Interim Financing Facllty balance

Total Financing
LC/ LG utilzation

Less: repaymants upon closing
Total Indebtedness

Week 1 Waeks 2 to 13 Total
Pre-cloging Post-closing Forecast Period
$ 8185 § - 8 6,185
- 477 477
- 16 000 19.000
6,188 19,477 26,662
4,583 - 4,683
721 - 721
2,510 1,168 3,888
1,338 924 2,260
- 114 114
2,028 311 2,340
950 1.138 2 D8
12,110 3,842 15.762
(5,928) 15,838 9910
- 778 778
1,026 1,858 2,884
308 308
- 193 103
1382 2828 2181
$ (7,267) § 13007 § £, 750
$ - 8 §
{7.267) 13,007 6,750
7.267 - 7.257
§ [ 13007 § 13,007
3 72533 § $ 72,833
7.257 7,257
(80,180) (80180}
(2317 -
2317 -
(] - 8 ) -
8§ 23,208 § $ 23,209
{8,185) {6,185)
(17,024) 117 024
48,724 49,724
13,442 13,442
(63,168) (63 168)
2317 - 2317
(2,317 - 2317
¥ - $ $ -
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The Second Cash Flow Forecast indicates that the Petitioners will receive net proceeds of $19
million following repayment of the Existing Credit Facility and Interim Financing Facility. By the

end of the Forecast Period the ending cash available is projected to be $13 million.

The Monitor’s summary comments with respect to the Second Cash Flow Forecast are as follows:

a)

b)

the Sale Transaction is expected to close on October 30, 2020 and the proceeds will allow the

Petitioners to repay the Existing Credit Facility totaling $17 million and Interim Financing

Facility totaling $63.2 million as well as related professional fees incurred to complete the

transaction;

forecast receipts of $25.7 million consist primarily of $19 million of net proceeds expected to

be received upon closing of the Sale Transaction net of an escrow amount of $7.5 million to

be held in trust by the Monitor’s legal counsel (as escrow agent) pending final accounting of
working capital balances post-closing, $6.2 million of sales receipts which are to applied
against the balance of the Existing Credit Facility, and $477,000 of remaining Canada

Emergency Wage Subsidy receipts;

forecast disbursements of $19.9 million (consisting of $15.7 million of operating

disbursements and $4.2 million of other disbursements) are anticipated to satisfy normal

course disbursements leading up to the closing of the Sale Transaction as well as post-closing
costs including, but not limited to, the following:

i. wages and salaries relating to the final payroll for employees up to the closing of the Sale
Transaction and the retention of certain former employees to assist with various post-
closing matters such as winding down the head office located in Vancouver, British
Columbia and a retail store located in Calgary, Alberta (together, the “Remaining
Properties”), attending to finance and accounting matters, and assisting with data access
and records storage, among other things;

ii. SG&A costs totaling approximately $924,000 include payments for utilities for the
Remaining Real Properties through to December 31, 2020, waste disposal, records and
data storage, contractor fees and professional fees related to tax filings;

iii. insurance totaling approximately $114,000 for commercial general liability, property and
cyber policies through to the end of the Forecast Period;

iv. rent and property taxes totaling approximately $311,000 for rent for the head office for
the month of December 2020;

v. KERP payments totaling $778,000 relate to certain Court approved retention payments to
be made to select employees as described in the Monitor’s first report dated September
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24, 2020 and consist of a total of $778,000 to be paid upon closing of the Sale
Transaction; and

vi. professional fees total approximately $1.9 million for services provided by the
Petitioners’ legal counsel, the Monitor, and the Monitor’s legal counsel to attend to on-
going (includes accrued fees) and post-closing activities relating to the Sale Transaction
and other matters,

The Second Cash Flow Forecast has been prepared solely for the purpose described in Note 1 on
the face of the Second Cash Flow Forecast, and readers are cautioned that it may not be

appropriate for other purposes.
EXTENSION OF THE STAY

Pursuant to the ARIO, the Stay Period will expire on November 3, 2020. The Petitioners are
seeking an extension of the Stay Period from this Court to January 20, 2021.

The Monitor supports extending the Stay Period to January 20, 2021 for the following reasons:

a) during the proposed extension of the Stay Period, the Petitioners will have an opportunity to:

i. advance and conclude the post-closing adjustments relating to the Sale Transaction to
maximize value to its stakeholders; and

ii. assist with an orderly transition of the business and operations to the Purchaser including
providing access to the head office and books and records and preparing corporate and
sales tax returns;

b) the proposed extension of the Stay Period will provide the necessary stability and certainty to
enable the Monitor to be granted with enhanced Monitor powers to assist with an orderly
transition of MEC, as well as implementation of a claims process or plan of arrangement;

c) with the receipt of the net proceeds of the Sale Transaction, there is sufficient liquidity
forecast to continue operating during the requested extension of the Stay Period;

d) no creditor or any stakeholders of the Petitioners would be materially prejudiced by the
extension of the Stay Period; and

e) the Petitioners have acted in good faith and with due diligence in these CCAA Proceedings
since the date of the Initial Order.



7.0 RECOMMENDATIONS

7.1 The Monitor respectfully recommends that this Honourable Court grant the following orders
being sought by the Petitioners:

a) an order extending the Stay Period to January 20, 2021; and
b) the Second Assignment Order.

ok g

All of which is respectfully submitted to this Honourable Court this 27% day of October, 2020.

Alvarez & Marsal Canada Inc.,
in its capacity as Monitor of
MEC and not in its personal or corporate capacity

pp. Vitdu( G

Todd M, Martin
Senior Vice President
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Appendix A

Second Cash Flow Forecast
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