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INTRODUCTION AND PURPOSE OF THIS REPORT 

1. On March 11, 2019, Deloitte Restructuring Inc. (“Deloitte”) was appointed Receiver (in 

such capacity, the “Receiver”), without security, of all of the assets, undertakings and 

properties of Distinct Infrastructure Group Inc. (the “Company”) and its subsidiaries set 

out in Appendix “A” hereto (collectively with the Company, “DIG”) pursuant to the order 

(the “Appointment Order”) of the Ontario Superior Court of Justice (Commercial List) 

(the “Court”).  A copy of the Appointment Order is attached to this report as Appendix 

“B”. 

2. The sole purpose of this first report (the “First Report”) is to provide information to the 

Court to support: 

a) the Receiver’s recommendation that the Court approve the Agreement of 

Purchase and Sale (the “APA”) between the Receiver and Crown Pipeline Ltd. 

(the “Purchaser”) dated March 15, 2019 for the sale of the assets, property and 

undertaking of Crown Utilities Ltd. (“Crown”); 

b) the issuance of an Approval and Vesting Order by the Court; and 

c) an Order sealing (i) the unredacted version of the APA; (ii) the supporting 

equipment appraisal; and (iii) the Receiver’s comparative liquidation analysis 

until the Closing of the Transaction (as each term is defined below). 

3. A redacted copy of the APA, redacted as to the Purchase Price and the value amount of 

certain of the Purchased Assets, is attached to this First Report as Appendix “C”.  The 

unredacted version of the APA is attached to this First Report as Confidential Appendix 

“1”.  The Receiver requests that the unredacted APA be sealed until six months after the 

closing of the Transaction, or further order of the Court.  Otherwise, in the event that the 
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Transaction does not close, the Receiver’s efforts to sell the Crown business will be 

prejudiced as a result of the disclosure of such commercial terms.  

4. Reference is made to the Report of Deloitte in its capacity as Proposed Receiver dated 

February 28, 2019 (the “Pre-Filing Report”) which can be accessed on the Receiver’s 

website at www.insolvencies.deloitte.ca/en-ca/dig .  Capitalized terms not defined herein 

shall have the meaning ascribed to them in the APA, the Pre-Filing Report or the 

Appointment Order, as applicable. 

TERMS OF REFERENCE 

5. In preparing this First Report, Deloitte has been provided with, and has relied upon 

unaudited, draft and/or internal financial information, DIG's books and records, discussions 

with management of DIG, and information from third-party sources (collectively, the 

“Information”).  Except as described in this First Report: 

a) Deloitte has reviewed the Information for reasonableness, internal consistency and 

use in the context in which it was provided.  However, Deloitte has not audited or 

otherwise attempted to verify the accuracy or completeness of the Information in a 

manner that would wholly or partially comply with Canadian Auditing Standards 

(“CAS”) pursuant to the Chartered Professional Accountants Canada Handbook 

and, accordingly, the Receiver expresses no opinion or other form of assurance 

contemplated under CAS in respect of the Information;  

b) As noted in the Pre-Filing Report, the Company has issued a press release advising 

that its financial statements are misstated and should not be relied upon.  The 



- 5 - 

 

Company has made material write downs to its accounts receivable, work in 

progress, and inventory balances, and accordingly, Deloitte cautions that the 

financial information reported herein is subject to further verification and may 

require material revision; and 

c) Deloitte has prepared this First Report in its capacity as Receiver solely to support 

the Court’s approval of the APA and granting of an Approval and Vesting Order.  

Parties using the First Report other than for the purposes outlined herein are 

cautioned that it may not be appropriate for their purposes. 

6. Unless otherwise stated, all dollar amounts contained in this First Report are expressed in 

Canadian dollars.  

THE BUSINESS AND ASSETS OF CROWN  

7. Crown is a wholly-owned subsidiary of DIG.  According to the records maintained by the 

Manitoba Companies Office, Crown was formed under the Manitoba Business 

Corporations Act on July 31, 2001 as a result of an amalgamation between Crown Utilities 

Ltd. and Crown Home Renovations Ltd.  The Company announced it had acquired all of 

the issued and outstanding shares of Crown on November 21, 2017 for $17 million.  

8. Crown operates exclusively in the province of Manitoba and is based in Winnipeg.  

Crown’s services include directional drilling, Hydro Vac excavating, ploughing, and 

transmission line and regulator station installations.  Major customers of Crown include 

Manitoba Hydro, Manitoba Water Services Board, Bell MTS, and Shaw Cable Systems.  

Crown employs approximately 101 non-union and two union employees represented by 
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United Association Local Union 254 in Manitoba.  Relating to certain non-union 

employees, the Receiver was contacted by Operating Engineers of Manitoba who advised 

that in February 2019, they were successful in organizing Crown’s employees and obtained 

a ruling from the Manitoba Labour Board certifying the Crown employees with a 90-day 

timeline to negotiate a collective bargaining agreement.  The Receiver has not seen further 

documentation in this regards and understands that Crown had not yet commenced such 

negotiations, although scheduled to commence in April.   

9. The operations of Crown are not integrated with the operations of DIG.  Following the 

acquisition of Crown by DIG, the former owner of Crown, Mr. Gilles Gauthier 

(“Gauthier”), remained employed by Crown as General Manager.  Gauthier is the owner 

and principal of Crown Pipeline Ltd., the purchaser pursuant to the APA (the “Purchaser”). 

10. Since March 11, 2019, the Receiver has taken steps to continue the business of Crown in 

the ordinary course including: 

a) engaging hourly and salaried staff on a short-term, contractual basis; 

b) compiling data and processing Wage Earner Protection Program Act 

(“WEPP”) submissions for employees of Crown; 

c) communicating with major customers; and 

d) making arrangements for the payment of post-receivership expenses in the 

ordinary course. 

11. Since its appointment, the Receiver has communicated with 47 potential purchasers of the 

business of DIG (including the assets and operations of Crown).  In such communications, 

the Receiver marketed the sale of the business of Crown on an operating, en bloc basis.  

While 11 parties have executed non-disclosure agreements and have been given access to 



- 7 - 

 

a secure data room with information on Crown’s business and assets, only Gauthier has 

expressed a serious and immediate interest to the Receiver in acquiring the assets, property 

and undertaking of Crown.   

12. The Receiver commenced negotiations with Gauthier, which quickly culminated in the 

execution of the APA by the Receiver and the Purchaser.  While the Receiver acknowledges 

that other interested parties may not have had sufficient time to conduct substantive due 

diligence on the business of Crown and formulate a binding offer, as described in the Pre-

Filing Report, DIG does not have sufficient cash on hand to support ongoing operations.  

As a result, any funds required to continue the operations of Crown to support a sale process 

would be funded by DIG’s senior secured lender, Royal Bank of Canada (the “Bank”), who 

is expected to suffer a significant shortfall on its indebtedness.  As a result, it is imperative 

that the Receiver conclude the sale of Crown’s operations as quickly as possible.   

13. In the days immediately prior to the date of the Appointment Order, the Company had 

introduced a third party in the construction industry to the Bank.  While this party initially 

expressed an interest in acquiring all of the assets and remaining businesses of the 

Company, including Crown, the negotiations shortly evolved into non-binding expressions 

of interest for the assignment of the Bank’s indebtedness and security over the assets of 

DIG.  This party was given a short period of time to conduct further due diligence on the 

business, which included a site visit to Crown’s facilities located in Winnipeg.  This party 

and the Bank were unable to agree on the terms of a transaction and the negotiations were 

terminated.  Accordingly, the Bank proceeded with its application for the appointment of a 

Receiver.   
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14. Since the date of the Appointment Order, the Receiver has collected accounts receivable of 

Crown of approximately $125,000, and all ongoing operating disbursements have been 

funded by Gauthier on an unsecured basis (in the approximate amount of $165,000 for 

payroll and operating disbursements).  The cash balance in Crown’s bank account on March 

14, 2019 was approximately $462,000.  This cash balance will not form part of the 

Purchased Assets under the APA.  Based on the cash flow forecast prepared by Crown 

management for the coming four-week period, it is estimated that there will be a shortfall 

of receipts over disbursements of approximately $160,000 assuming forecast accounts 

receivable and holdback collections of $1,064,000 are received during that period.  As noted 

below, it is uncertain whether customers will delay payments due to the appointment of the 

Receiver. 

AGREEMENT OF PURCHASE AND SALE 

15. Since its appointment, the Receiver has worked with Gauthier and other advisors to the 

Purchaser to provide information and negotiate an agreement.  Following these discussions, 

the APA was executed on March 15, 2019 for the purchase and sale of the Receiver’s right, 

title and interest, if any, in and to the undertaking and all of the property and assets of Crown 

(the “Transaction”), subject to the issuance of an Approval and Vesting Order.  The 

Purchaser has provided a deposit of $500,000 (the “Deposit”) to the Receiver to be credited 

to the Purchase Price on closing of the Transaction (the “Closing”).  As previously 

mentioned, the Purchaser has demonstrated its commitment to the Transaction by funding 

payroll and operating disbursements on an unsecured basis. 

16. Pursuant to the APA, the Purchased Assets include, among other things, machinery and 

equipment, tools, furniture, inventory, work in progress, contracts, accounts receivable and 
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the exclusive right to use the name “Crown Utilities”.  Further, Crown’s rights and 

obligations pursuant to 32 vehicle and equipment leases will be assigned to the Purchaser 

(the “Assigned Leases”).  The Purchased Assets exclude certain equipment which is not 

used in the Crown business and cash on hand as of March 14, 2019. 

17. The two significant conditions precedent to the completion and closing of the Transaction 

are as follows: 

a) the Purchaser shall have responsibility for all continued operating costs of 

Crown from the date of the Appointment Order to the Closing Date, and shall 

indemnify the Receiver for all such costs; and 

b) the Receiver shall as soon as reasonably possible apply to the Court, on notice 

to all parties having an interest in any of the Purchased Assets and Assigned 

Leases, for an Order (the “Approval and Vesting Order”) approving the 

Transaction and vesting the Purchased Assets in the Purchaser, free and clear 

of all mortgages, charges, encumbrances, security interests or liens whatsoever 

of every nature and kind, including, without limitation, all charges, 

encumbrances, security interests or liens created or arising by operation of law 

at any time, including subsequent to the making of the Approval and Vesting 

Order, by or under any Federal or Provincial statute, registration, direction or 

order whatsoever and howsoever created, such Approval and Vesting Order to 

be in a form reasonably satisfactory to the Purchaser’s counsel.  The Approval 

and Vesting Order must be granted on or before March 22, 2019.  In the event 

that the Court refuses to grant the Approval and Vesting Order, the APA is null 
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and void and the Deposit shall be returned to the Purchaser in full without set 

off or deduction within three business days thereto. 

18. Pursuant to the APA, the Closing Date of the Transaction shall be the later of: (i) March 22, 

2019; and (ii) two business days following the date of the Approval and Vesting Order. 

19. The APA also provides for the Receiver to facilitate (on a “best efforts” basis) the transfer 

of certain shares of HD-Petroleum Inc. which shares were held in trust by Crown (as Bare 

Trustee) for 1005661 Manitoba Ltd. (“5611 MB Ltd.”) since the sale of the shares by 

Crown to 5611 MB Ltd. in November 2017.  The Receiver has reviewed the circumstances 

of this request and has concluded that Crown has no beneficial interest in these shares.   

ANALYSIS AND RECOMMENDATION TO APPROVE THE TRANSACTION 

20. Notwithstanding that it has only been one week since the appointment of the Receiver and 

a broad and fulsome marketing of the assets has not been undertaken, the Receiver 

recommends that the Court approve the Transaction and issue the requested Approval and 

Vesting Order.  The Receiver has considered the following factors in assessing such 

recommendation, each of which is more fully discussed below: (i) the need for urgency; (ii) 

the preservation of Crown’s business as a going concern; (iii) the certainty of realization 

and avoidance of further operating and receivership costs; (iv) the consideration and other 

financial attributes of the Transaction; (v) the assignment of the Assigned Leases; and (vi) 

the consent of the Bank. 
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The need for urgency 

21. While the Ontario business of DIG was no longer viable and ceased as of the date of the 

Receivership, Crown’s business and operations were not integrated nor dependent on the 

other DIG businesses and has been carried on by the Receiver.  However, the continuation 

of the business is wholly reliant on the continued support of Crown management and staff 

pursuant to temporary contract arrangements with the Receiver, the continued support of 

Manitoba Hydro, Crown’s largest customer, the ongoing provision of goods and services 

from Crown’s suppliers, the continued payment of accounts receivable by Crown’s 

customers, and the funding of forecast cash disbursements over the next four weeks.   

22. Crown’s business, in its current form, is economically dependent on agreements with 

Manitoba Hydro, which comprised approximately 40% of Crown’s revenues in 2018.  

During the course of negotiating the form of APA, the Purchaser initially requested that a 

condition precedent to the sale transaction, for the benefit of the Purchaser, was 

confirmation that Manitoba Hydro would continue to work with the Purchaser after closing 

of the Transaction.  In conversations with Manitoba Hydro, Gauthier has gained sufficient 

comfort that Manitoba Hydro will continue to work with the Purchaser provided that Crown 

management and staff remain, and therefore, this condition was removed from the APA. 

23. The Crown employee group has been retained temporarily by the Receiver pursuant to 

contract arrangements.  The employees are owed wages and vacation pay prior to the date 

of the Appointment Order of approximately $250,000 and the employees will seek to 

recover eligible amounts from WEPP benefits.  Further, certain non-union employees 

appear to be represented by Operating Engineers of Manitoba and Crown may be required 
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to negotiate a collective bargaining agreement in the immediate future.  The Receiver is 

concerned that there is a meaningful risk of attrition for the employee base if a sale 

transaction cannot be executed quickly. 

24. Creditors of Crown have not been paid for goods and services prior to the Appointment 

Order and approximately $1.0 million is owing to various vendors.  Such unpaid liabilities 

could cause certain of these creditors to cease trading with Crown.   

25. The Receiver has reviewed the cash flow forecast prepared by Crown management and it 

is estimated that approximately $1.3 million is required to fund post-receivership employee, 

occupancy and operating costs for the next four weeks.  While forecast accounts receivable 

and holdback collections may be available to meet these obligations in the ordinary course, 

it is uncertain as to whether customers will delay payments due to the appointment of the 

Receiver.   

26. Crown’s unaudited financial statements for the year ended December 31, 2018 report a net 

loss of $1.6 million on revenue of $25.1 million.  As mentioned above, the Company 

previously issued a press release stating that such financial statements cannot be relied 

upon. 

27. At this time, there is approximately $500,000 in Crown’s bank account to fund operations.  

As noted, in the absence of continued and timely collections from accounts receivable, this 

balance will be insufficient to meet immediate obligations over the coming four weeks.  The 

Receiver believes that it is unlikely that the Bank would risk additional funding to pay for 

future operating deficits due to operating risks and the uncertainty that a going concern 

transaction will result in a sufficiently improved recovery over a liquidation.  The 
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Transaction is advantageous in this regard as the Purchaser has committed to fund the 

operations during the period to closing of the Transaction. 

28. For the reasons above, the Receiver believes that it is urgent that a transaction be concluded 

quickly due to the significant business interruption and financing risks noted.   

The preservation of the business as a going concern 

29. The Transaction will likely see the continued employment of approximately 105 

employees, and continued business for approximately 120 suppliers. 

30. The Transaction will result in the Assigned Leases being assigned to the Purchaser, as 

described below, relating to construction equipment and motor vehicles without loss to the 

lessors. 

31. The Transaction will also result in the uninterrupted delivery of services to Crown’s 

customers thereby avoiding potential disruptions to public and private infrastructure 

projects, especially those of Manitoba Hydro. 

32. Manitoba Hydro has advised the Receiver that they would be prepared to consider 

continuation of its business with Crown if existing management and staff can be preserved.  

As mentioned, the principal of the Purchaser, Gauthier, is the former owner of the business 

and had demonstrated its strength of relationship and credibility with Manitoba Hydro.  For 

this reason, there is no condition of closing to the Transaction relating to the continuation 

of business with Manitoba Hydro. 
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The certainty of realization and avoidance of further operating and receivership costs 

33. Acknowledging that other parties have not had the opportunity to undertake due diligence 

and consider making an offer for the Crown business, there is no certainty that another 

industry party can be identified quickly which will result in a transaction price that would 

exceed the Purchase Price under the APA.  The Receiver has consulted with the Bank and 

the Bank is satisfied with the Purchase Price in the APA. 

34. The Purchaser has funded the Deposit which is non-refundable should the Purchaser not 

close the Transaction after the granting of an Approval and Vesting Order. 

35. If an additional marketing period were required, additional funding may be required to 

sustain the business.  Even a liquidation of the assets of Crown through a public auction 

will require a further occupancy period of at least three months.  There is no certainty that 

the Bank would advance additional funds to the Crown business in this circumstance. 

36. The Transaction contemplates a very quick closing and transfer of the business to the 

Purchaser.  An additional marketing period will require increased supervisory and 

management costs of the Receiver, as well as an extended period of operating risks. 

Consideration and other financial attributes of the Transaction 

37. The Receiver has compared the Purchase Price to the estimated realization from the assets 

if the business were liquidated.  For this purpose, the Receiver engaged Maynards Industries 

Canada Appraisals Ltd. (“Maynards”) to provide an appraisal (the “Appraisal”) of the 

equipment owned by Crown.  Due to the urgency of the situation, Maynards did not have 

the opportunity to physically inspect the equipment, but relied on the descriptions provided 
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by the Receiver and assessed market conditions on this basis.  The Appraisal was delivered 

to the Receiver on March 13, 2019. 

38. The Appraisal and the Receiver’s comparative liquidation analysis are attached to this First 

Report together as Confidential Appendix “2”.  The Receiver requests that such 

documents be sealed until six months after the closing of the Transaction, or further order 

of the Court.  Otherwise, the commercial terms of the Transaction and the Appraisal can 

cause prejudice to the Receiver’s efforts to sell Crown’s assets and property in the event the 

Transaction does not close.  

39. The Receiver has considered the Appraisal in its comparative liquidation analysis and has 

determined that, based on the assumptions used in the liquidation analysis, the consideration 

from the Transaction is financially advantageous and commercially reasonable. 

Assignment of the Assigned Leases 

40. As mentioned above, the APA provides that the Assigned Leases will be assigned to the 

Purchaser under the Approval and Vesting Order.  The Appointment Order authorizes the 

Receiver to assign the Property out of the ordinary course of business (with Court approval 

in respect of a transaction exceeding $500,000) and to apply for a vesting order “or other 

orders necessary to convey the Property or any parts there to a purchaser”.  

41. Pursuant to section 84.1 of the Bankruptcy and Insolvency Act (the “BIA”), on application 

by a trustee and on notice to every party to an agreement, the Court may make an order 

assigning the rights and obligations of a bankrupt under the agreement to any person who 

is specified by the Court and agrees to the assignment.  
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42. In this instance, the Receiver requests the Court to grant an Order similar to that set forth 

in section 84.1 of the BIA and assign Crown’s rights and obligations under the Assigned 

Leases to the Purchaser.  Given the truncated timeline for due diligence, the Receiver and 

Purchaser have not had an opportunity to review each of the Assigned Leases to determine 

whether they require consent of the counterparty to assign such Assigned Lease.  

Accordingly and in such circumstances, the Receiver is requesting the Court grant an Order 

assigning all of the Assigned Leases to the Purchaser. 

43. None of the Assigned Leases fall under the categories of leases that are not assignable under 

section 84.1(3) of the BIA.  In deciding whether to make an order under section 84.1 of the 

BIA, the Court is to consider, among other things, (a) whether the person to whom the rights 

and obligations are to be assigned is able to perform the obligations; and (b) whether it is 

appropriate to assign the right and obligations to that person. 

44. In respect of (a) above, the Receiver has been advised that the Purchaser will be filing an 

affidavit with the Court outlining the Purchaser’s ability to perform the obligations under 

the Assigned Leases.  In respect of (b) above, the Purchaser will be assuming the entire 

business of Crown as a going concern and accordingly, it is appropriate to assign the 

Assigned Leases to the Purchaser. 

45. Further, there are no monetary defaults in relation to the Assigned Agreements and if there 

were, the Purchaser has agreed to pay such amounts pursuant to the APA. 

46. The Receiver supports the assignment of the Assigned Leases to the Purchaser.  
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The consent of the Bank 

47. The Receiver has consulted with the Bank on all aspects of the Transaction and the Bank 

has advised that it supports the Transaction. 

Recommendation 

48. For the reasons outlined in this First Report, the Receiver recommends that the Court 

approve the Transaction, issue the requested Approval and Vesting Order, and Order that 

Confidential Appendices “1” and “2” to the Report be kept under Court seal until six months 

after the closing of the Transaction, or further order of the Court. 

UPDATE ON PUBLIC REPORTING REQUIREMENTS 

49. The Company is a public company listed on the TSX Venture Exchange (“TSXV”) under 

the symbol “DUG”.  After the issuance of the press release advising that its financial 

statements are misstated and should not be relied upon, the Ontario Securities Commission 

(the “OSC”) noted the Company in default and issued a cease trade order on February 15, 

2019 (the “CTO”). In addition, the TSXV suspended the Company's shares from trading.   

50. DIG’s auditor for the year ended December 31, 2017 was MNP LLP.  In September 2018, 

MNP LLP was replaced by Ernst & Young LLP (“EY”).  On March 11, 2019, EY advised 

the Company in writing of its resignation as auditors of DIG.  A copy of the resignation 

letter (the “EY Resignation Letter”) is attached hereto at Appendix “D”. 

51. As a result of the EY Resignation Letter, the Company has to comply with certain 

requirements under National Instrument 51-102, Part 4.11.  The Receiver may seek 

additional relief shortly in respect of such requirements.  
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Appendix “A” 

List of Subsidiaries 

Distinct Infrastructure Group West Inc. 
DistinctTech Inc. 
iVac Services Inc. 
iVac Services West Inc. 
Crown Utilities Ltd. 
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Appendix “B” 

Appointment Order 
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Appendix “C” 

Agreement of Purchase and Sale (Redacted) 
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Appendix “D” 

Ernst & Young Inc. Resignation Letter 

 

  



A member firm of Ernst & Young Global Limited

Ernst & Young LLP
Ernst & Young Tower
100 Adelaide Street W, PO Box 1
Toronto, ON M5H 0B3

Tel: +1 416 864 1234
Fax: +1 416 864 1174
ey.com

Distinct Infrastructure Group
77 Belfield Road, Suite 102
Toronto, ON M9W 1G6
Attention: John Nashmi, CFO

Deloitte Restructuring Inc.
Bay Adelaide East
8 Adelaide St. W Suite 200
Toronto, ON M5H 0A9
Attention: Todd Ambachtsheer 

March 11, 2019

Dear Sirs:

We confirm the resignation of Ernst & Young LLP as auditors of Distinct Infrastructure Group, effective 
immediately.

We remind you of the Company’s obligations under National Instrument 51-102, Part 4.11 “Change of 
Auditor” provisions. Please forward the required materials in due course.

Yours very truly,
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Confidential Appendix “1” 

Unredacted Agreement of Purchase and Sale

[REDACTED] 
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Confidential Appendix “2” 

Maynard’s Appraisal and Comparative Liquidation Analysis

[REDACTED] 
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