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1.0 Background

On June 28, 2005, pursuant to an application made by the Manitoba Securities
Commission (*MSC”) under Section 27 of The Securities Act, the Court of Queen’s
Bench (the “Court”) made an Order appointing Deloitte & Touche Inc. (“Delbitte" or
the “Receiver”) as Receiver and Manager of the Crocus Investment Fund (“Crocus”
or the “Fund”). The Receiving Order appointed Deloitte as Receiver over all of
Crocus’ current and future assets, undertakings and properties and granted the

Receiver powers to carry out its duties as outlined in the Order.

The purpose of this report is to report on the activities of the Receiver as well as to
provide an update on the ﬁnancia.l position of the Fund. The report will cover the
Receiver’s operations and activities since Receiver’s Report #5 (“"Report #5"), dated
September 12, 2005. In addition this report provides quarterly financial reporting
for the quarters ended September 30, 2005 and December 31, 2005 as
contemplated by the Order of Mme. Justice McCawley pronounced on October 19,

2005.
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2.0 Activities of the Receiver

The following summarizes the major activities of the Receiver since mid September:

Attendance in Court regarding the Receiver’s motion for an Order approving

its plan for the sale of assets of Crocus as well as for amendments to

paragraph 3(l) of the Order.

Preparation of: Supplementary Report#5-A dealing with the above motions

Receiver’s Report #6 dealing with a proposed shareholder distribution;

Receiver’s Report #7 dealing with the sale of Crocus’ interest in an investee

company, and Receiver’s Report #8 dealing with the investigation by the

Royal Canadian Mounted Police ("RCMP”).

Attendance in Court respecting Receiver’s Report #3 which related to the
request for indemnities by various parties involved in the Crocus Class

Action and the MSC investigation.

Ongoing discussions with Chubb Insurance regarding coverage under the

Director’s & Officer’s policy.
Supervising and directing Crocus staff retained by the Receiver.
Meeting and corresponding with individual investors.

Meeting and corresponding with various parties interested in acquiring

certain of the investee companies.
Meetings with the RCMP regarding their investigation.
Meeting with the MSC respecting their ongoing investigation of Crocus.

Meetings with various regulatory authorities regarding share valuation and

shareholder tax issues.
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Monitoring the status of the Class Action proceedings as well as the status of

the MSC hearings brought against the Board of Directors of Crocus.

Negotiating and closing the sale of investee companies within the Crocus

Portfolio.

Day to day monitoring of the remaining investee companies and discussions
with various stakeholders of the investees about the possible courses of

action respecting Crocus’ investment in the investee.

Fulfilling the duties of Crocus as General Partner of the Manitoba Science &

Technology Fund.

Ongoing discussions with various pension authorities as well as the Crocus

plan administrator about the wind-up of the Crocus pension plan.
Negotiating and finalizing outstanding severance matters.

Establishing a mechanism whereby parties interested in acquiring Crocus’

interests in investee companies could submit proposals.
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3.0 Operations

The ongoing activities of Crocus consist of investment monitoring, financial
reporting, shareholder services and tax reporting as well as information technology.
The Receiver has retained former Crocus staff in each of these areas. The major
costs currently being incurred are payroll, rent and professional costs. As was
outlined in Report #5, the Receiver’s goal has been to further reduce operating
costs to mitigate cash operating losses of the fund which has been achieved through

the following:

e Reduction of the staff and the realignment of duties reducing the total staff

complement from 11 to 6.

o Completion of the sublets of the 4*" and 6" floors at the Crocus premises at

211 Bannatyne.

The Receiver is of the view that the current staffing complement is adequate and
has entered into longer term contracts with these staff members. In addition, the

Receiver has retained one former investment staff member on a consultative basis.

In order to carry on the administration of the receivership and ensure that the
assets of Crocus are protected, the Receiver felt that it was necessary to have
investee board representation in some cases. This matter was dealt with in
Receiver’s Report #4 and the Order of the Court dated October 4, 2005. Ongoing
discussions are being held with various investee companies about possible Board

seats.
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4.0 Financial Position

Financial statements for Crocus have been prepared for the quarter and fiscal year
ended September 30, 2005 as well as the quarter ended December 31, 2005. The
financial statements are attached as Appendix 1 and 2, respectively. The statements
are internal and unaudited, and were prepared in a manner consistent with the
financial information that was formerly provided to Crocus shareholders other than

the portfolio valuation which remains frozen at the June 28, 2005 value.

For the fiscal year ended September 30, 2005, the Fund lost approximately $59.1
million which is primarily due to a $50.0 million loss incurred on the sale and
revaluation of the investment portfolio. The details of the operating loss were

discussed in detail in Report #5.

The following are the financial highlights for the quarter ended December 31, 2005:
e Crocus’ income for the period totalled $957,000.
e Crocus had approximately $24.4 million of cash, bonds and GIC's.

e Approximately $1.5 million (versus $3.5 million as at June 28, 2005) of the
cash, bonds and GIC’s are considered sequestered pursuant to an
agreement whereby Crocus guaranteed advances made by Assiniboine
Credit Union ("ACU”) to certain investee companies within the Crocus
portfolio. The reduction is a result of the sale of two (2) investees where
Crocus had guaranteed advances made by the ACU and where the Receiver
had negotiated the assumption / extinguishment of the guarantees as part

of the sale.

s The net carrying value of the remaining Crocus Portfolio of investees was

approximately $59.9 million.
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Trade payables as at December 31, 2005 total approximately $1.2 million
which included both pre and post receivership balances owing for payroll
and wage costs, professional fees, a contingent accrual for professional fees

arising from indemnifications, and taxes.
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5.0 Portfolio

5.1 Valuation

As at June 28, 2005, there were 46 individual investee companies within the Crocus
Portfolio with a gross carrying value of $64.1 million. The investments were
comprised of both equity and debt, with the majority being minority equity
positions. As at December 31, 2005 there were 39 investees remaining with a gross
carrying value of approximately $61.5 million. The remaining investees are detailed
in Appendix 2. The Receiver is of the view that the cost would outweigh the benefit
in revaluing the portfolio on an ongoing basis given that the Fund is not trading, and
accordingly, for the present, the valuation of all remaining investees within the
portfolio has been frozen at their June 28, 2005 values. Should a transaction be
contemplated, appropriate valuations would be undertaken to update the carrying

value.

5.2 Sale and Disposition

The Receiver recommended in Report #5 that there be an orderly sale of the assets
of Crocus over a reasonable period of time and that generally each of the investees
would be dealt with separately on their own merits; however the Receiver did not
rule out the possible ‘sale of more than one investee to an interested party. The
Receiver’s plan was approved by the Court in a judgment delivered on October 27,

2005.

The Receiver has received a number of enquiries from both strategic investors as
well as from venture capital funds looking to acquire Crocus’ interest in certain of
the investee companies. The Receiver is cognizant of confidentiality issues, rights of
first refusal and other contractual obligations arising from agreements that Crocus
had entered into with the various investee companies. Accordingly the Receiver has

approached the sale of the portfolio in the following manner:
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1) Meeting with all of the individual investees to determine their position

regarding: redemption of the Crocus interest; a sale to a private investor; a
sale to another fund; etc. In addition, the Receiver has determined a
prospective sale strategy for each investment and at the same time is
considering the estimated timeframe for dealing with the disposition of the

investment.

2) The Receiver has also written all potential purchasers who have expressed

an interest in the portfolio and requested that they identify the investee(s)
that they would be interested in acquiring as well as the financial
information and due diligence procedures that they would require should the

Receiver be in a position to consider offers on that particular investee.

The Receiver is now dialoguing with the interested parties. In addition, the Receiver

is having further discussions with the investee companies to ensure that all

processes being followed are in accordance with the various agreements.

5.3

Portfolio Transactions / Developments

The following is a summary of the transactions and developments within the

portfolio since June 28, 2005:

The Receiver has sold Crocus’ position in four (4) investees (Sequoia Energy
Fund, Centrestone Ventures Limited Partnership, IMRIS Inc., SR&] Customer
Call Centres Inc.). Two of these investees had potential exposure under

guarantees which were eliminated as part of the sale.

The Receiver has also recovered available funds on two (2) investees (Blye
Brothers Entertainment Inc. and Venture Seeds Ltd.) which had ceased
operations prior to the receivership of Crocus. Recoveries on these two

investments are now considered final.
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One publicly traded investee held a special meeting of shareholders on
December 23, 2005 wherein a special resolution was adopted which
effectively took the company private and provided for redemption of
minority interests at a specified rate. Crocus had less than a 1% interest in
this investee. The Receiver and its counsel have reviewed their options

respecting the redemption and redeemed Crocus’ shares.

The shareholder agreement With one investee required Crocus to tender a
portion of its shares to employees of the investee at a predetermiﬁed price.
Accordingly the Receiver complied ‘and a portion of the shares were sold in
accordance with the shareholder agreement. The sale proceeds were

received in December 2005.

The Receiver has initiated formal recovery proceedings through the
appointment of a Court Appointed Receiver on COH Holdings (“"COH”) where
its board and staff had resigned and the Company had ceased operations.
The Court Appointed Receiver has confirmed that it has taken possession of
the assets and is proceeding to establish a process for dealing with potential

claims against COH including any claim which Crocus may have.

The Receiver has issued a demand against one investee where a significant
amount of interest arrears was due but remains unpaid. No response has
been received from the investee company and the Receiver has instructed

counsel to take further collection action.

The Receiver has made application to Court regarding one investee where a
sale of Crocus’ interest has been negotiated, but where another party is
withholding books and records which are required to complete the sale. At a
Court hearing held on December 9, 2005, the Court ordered that the party
provide the book & records to the Receiver by December 23, 2005. The
Receiver is currently reviewing the records received to determine

completeness with a view to ultimately completing a sale.
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o Another investee has given the Receiver formal notice that it intends to buy
back Crocus’ investment on the basis that the initial Order appointing
Deloitte as Receiver was a “trigger event” within the shareholder agreement
allowing the investee to buy back Crocus’ interest at a pre-set value defined
in the shareholder agreement. The Receiver has taken the position that the
appointment of Deloitte is not a “trigger event” and that the pre-set value

does not reflect market value of the investment. Discussions are ongoing.

s One investee is a limited partnership holding several science and technology
investments. Crocus is an investor as well as the General Partner. The
Receiver has updated the financial statements of this partnership and heid a
meeting of the partners to determine the future direction of the partnership.
A number of the investments held by the limited partnership are common to
the investments held by Crocus. The limited partners have provided the
Receiver as the General Partner with the mandate to wind-down the

partnership.

¢ The Receiver is currently in discussions and negotiations with six (6) of the
remaining investee companies about exit strategies which could include
immediate buy-out of Crocus’ interest or a restructuring of the current

agreement which would see a formalized exit agreement negotiated.

The Receiver continues regular monitoring, review and meetings with the balance of

the investees within the portfolio.

In summary, since its appointment, the Receiver has received proceeds of
approximately $2.4 million for investments with a June 28, 2005 book value of
approximately $2.5 million representing a recovery of approximately 98%. In
addition, the Receiver has eliminated exposure on approximately $1.7 million in
guarantees bringing the combined recoveries to approximately $4.1 million on a

carrying value of $2.5 million.
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6.0 Contingent Liabilities

Report #5 outlined a number of contingent liabilities of the Fund. The following is an
update of developments regarding known contingent liabilities. The Receiver
however cannot provide any assurance that all contingent liabilities of the Fund

have been identified.

6.1 Class Action Proceedings

The Receiver continues to monitor the statement of claim under The Class
Proceedings Act (“Class Action”) which was filed against Crocus, Crocus Capital Inc.
and 21 other defendants on July 12, 2005 and which seeks damages of $150 million
for oppression and negligence as well as punitive and exemplary damages of $50

million.

Counsel for the plaintiffs have served materials in support of the plaintiffs' motion
for certification and anticipate that the certification motion will be argued in the
summer of 2006. On January 10, 2006, counsel for the various parties met with Mr.
Justice K. Hanssen who has been appointed as case management judge in order to

start the scheduling process of the motion for certification.

To date the Receiver has not taken any position in these proceedings other than to

monitor the progress of the action.

6.2 Indemnifications

In addition to the Class Action, prior to the appointment of the Receiver there had
been an investigation of Crocus by the Office of the Auditor General ("OAG") as well
as an investigation into the conAduct of Crocus and its directors and officers by the
MSC. In total, 17 former officers and directors were named in the investigations and
proceedings. The former Board Members of Crocus made a motion to the MSC to

stay the proceedings against them citing their opinion that the MSC cannot
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prosecute and adjudicate impartially. The MSC panel decisions have been appealed

with further hearings anticipated in the spring of 2006.

Several of the former directors and officers as well as the former lead brokers for
Crocus have indicated that they are entitled to be indemnified out of the assets of
Crocus and requested that payments to their counsel continue through the Receiver.
Counsel representing the proposed class members in the Class Action proceedings is
opposed to the use of Crocus’ assets to indemnify former officers and directors. The
Receiver outlined a proposed approach for the competing positions in Receiver’s
Report #3. This matter was heard on December 13, 2005 and Justice McCawley has

reserved her decision.

6.3 Guarantees

Crocus had guaranteed the indebtedness of certain advances to its investee
companies from other lenders. As a result of the disposal of three (3) investments
which were subject to guarantees, the Receiver has reduced the number of
investments with guarantee exposure from eight (8) to five (5) and has reduced the
corresponding exposure to Crocus from $7.7 million to $4.0 million. The value of the
guarantees where payment is considered likely has been provided for in the

December 31, 2005 financial statements and totals $1.6 million.

6.4 Pension Plan

Crocus had funded a defined benefit pension plan for its employees that was
administrated by the Canadian Labour Congress (“CLC plan”). Effective January 1,
2005, the pension plan was changed to a defined contribution plan administrated
through Great-West Life ("GWL plan”). It had been the intention of Crocus to have
the CLC plan transferred to the GWL plan but the transfer process was not initiated
prior to the receivership. The CLC has recently outlined their position that a transfer
is no longer an option and that a partial wind-up of the CLC plan is required to effect
a transfer of the Crocus employees out of the CLC plan. This matter remains under

consideration.
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6.5 Severance Claims

The Receiver has had discussions with the two former employees that were not paid
prior to the receivership and have subsequently advanced claims for severance. The
Receyiver is in the final stages of its investigation and intends to initiate settlement

discussions shortly.

6.6 Litigation

As was noted in Report #5, Crocus as well as an investee, COH, are the subject of a
claim brought forth by a former employee of COH. The claim was advanced in a US
Court; leave has not been granted in the Manitoba Court of Queen’s Bench. The
Receiver believes that the claim against Crocus is frivolous and will defend it
vigorously. The Receiver has made application to the US Court to have the litigation,

as it relates to Crocus, moved to Manitoba.

6.7 Western Economic Diversification

Subsequent to Report #5 the Receiver became aware of a potential claim by the
Government of Canada - Western Economic Diversification (WED) relating to $2.0
million in contributions made by WED to Crocus from 1994 to 1996. A portion of the
contributions were repayable by Crocus on an annual basis from 1996 to 2008 if
certain profitability levels were achieved. The Receiver is currently reviewing the

agreement with WED to determine the extent of potential liability, if any.

6.8 Trailer Fees

As was outlined in Report #5, Crocus had paid referring broker/agents a commission
a portion of which was payable over the hold period. Based on a share price of
$6.00, the estimated liability is approximately $1.5 million. As the ultimate amount
of repayment to shareholders is unknown, no liability for trailer fees has been

accrued within the financial statements.
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6.9 Other
Since its appointment, the Receiver is aware of two indemnities provided by Crocus
relating to investees. The Receiver continues to ascertain whether further

indemnities exist.
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7.0 Share Value

The net asset value per share (“share value” or “unit value”) as at June 28, 2005
was $5.99. The December 31, 2005 share value on a consistent basis, but subject

to freezing the value of the remaining portfolio at June 28, 2005, is $6.00.

As was noted in previous reports, the Receiver emphasizes that the unit value of
$6.00 is an accounting book value as opposed to the realizable value of the
investments and is not an indication as to what amount of funds may be available

for distribution to the Class A shareholders.

The ultimate realizable value of the shares will be dependent on future events which
will determine the realizable value of the portfolio. As well, the amounts that Crocus
will have to pay in order to settle known and contingent liabilities, including
payment on various indemnities, may have a material effect on the unit value which
is ultimately available for distribution to Crocus unit holders. The Receiver continues
to believe that these amounts may be significant in light of the current
investigations and the Class Action lawsuit against the Fund énd other parties that
are claiming Crocus’ indemnification. Specifically, the ultimate realizable value of

the Class A shares is dependent on future events, which would include:

s Possible further increases/reductions in the value of the portfolio as a result

of ongoing investee performance.
e The length of time taken to realize on the portfolio.

e The extent of guarantees which Crocus and the Receiver may be required to

honour.

¢ Professional costs incurred by the Receiver and its counsel as a result of

current and future litigation.
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e Costs and damages to which Crocus may become liable and the Receiver

may have to pay as a result of indemnities granted by Crocus.

e Costs and damages to which Crocus may become liable as a result of the

Class Action proceedings.

e Any provision for the costs of the difference between the head lease and

subleases for the premises maintained by Crocus.
o The additional liability, if any, for the trailer fees payable to agents/brokers.
s Any potential for liability/surplus under Crocus’ employee pension plan.

+ Any additional guarantees or indemnities granted by Crocus which have not

yet been identified.
e All other costs of monitoring the portfolio and realizing on the assets.

The Receiver will continue to provide updates on the share value in its quarterly

reports to the Court.
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3.0

Shareholder Hold Period / Tax
Issues

8.1 Hold Period

In the present circumstances, the issue regarding the applicability of the eight (8)
year hold period for Class A shareholders is only relevant should the Court authorize
the Receiver to distribute surplus cash. This shareholder distribution issue is the

subject of Receiver’s Report #6 which is presently before the Court.

8.2 Tax Implications to Shareholders

The Receiver has had ongoing meetings with various regulatory authorities with a
view to establishing the protocol and tax treatment for distributions to the
shareholders. It is hoped that the potential tax issues could be dealt with without.
Court involvement however it is conceivable that the Receiver may require the
assistance of the Court to clarify certain issues prior to any distribution being
finalized. This application to Court would only be considered after the Court makes a

decision respecting the overall possibility of making a distribution.
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9.0 Legal /Reserve Requirements

9.1 RCMP Investigation
Pursuant to Receiver’s Report #8 and the Order of the Court dated October 19,

2005, the RCMP have commenced and are continuing their investigation.

9.2 Reserve Requirements

Section 12(1) of the Crocus Act, required Crocus to maintain a reserve fund. While
the section of the Crocus Act is detailed in the method of calculation, it effectively
required Crocus to maintain a pool of cash and short term investments, the total of
which must exceed 15% of the fair market value of its investments. As at June 28,
2005 Crocus was in compliance with the reserve requirement. For the present, the
reéerve requirement remains in place, however the Receiver will be discussing the
matter with appropriate officials to discuss its ongoing applicability. This matter
continues to be an issue which will have to be resolved prior to any distribution of

funds to the shareholders.
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10.0 General

A Statement of Receipts and Disbursements from June 28, 2005 to December 31,

2005 is attached as Appendix 3.

The Receiver will continue to keep the Court apprised of ongoing developments with

the next quarterly report to be filed prior to April 15, 2006.

Respectfully submitted this 15th day of January, 2006.

DELOITTE & TOUCHE INC,, in its
capacity as Receiver and Manager of
Crocus Investment Fupd and not in its
personal capacity.

il

Per: A.R Holmes
Senior Vice-President
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Appendix 3



Deloitte & Touche Inc., Receiver and Manager of
CROCUS INVESTMENT FUND

Statement of Receipts & Disbursements

For the Period June 28, 2005 to December 31, 2005

Receipts
Contract Back Office Services $ 68,984
Dividends-Portfolio 336,433
Insurance Premium Refund 6,294
Insurance Claim 14,368
Interest-Portfolio } 185,642
Interest-Short Term Investments 631,678
Investment Principal Repayments 163,585
Proceeds on Disposal of Investments 2,368,310
Rent/Sub-Lease 61,489
Sundry 4,479
Pre-Receivership Accounts Receivable 346,330
Total Receipts 4,187,592
Disbursements
Advances to Investees $ 182,929
Computer, Telephone, and Office Expense 128,185
Consulting Fees 23,080
Legal Fees 439,068
Payroll & Benefits 496,768
Receiver and Manager Fees 721,066
Rent 229,109
Shareholder Services 45,939
Pre-Receivership Payables and Accruals 847,297
Total Disbursements 3,113,441
Excess Disbursements over Receipts $ 1,074,150
Opening Short Term Investments & Bonds $ 23,363,012
Closing Short Term Investments & Bonds $ 24,437,163
Represented by:
Short Term Investments and Bonds $ 22,937,163
Sequestered Funds 1,500,000
$ 24,437,163




