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I. INTRODUCTION AND BACKGROUND 

1. On May 1, 2021, 1776690 Ontario Inc. cob The Country Way Health Food Store 

(“Country Way” or the “Company”) lodged with MNP Ltd. (“MNP” or the “Proposal 

Trustee”) a Proposal (the “Proposal”) pursuant to s.50.2 of the Bankruptcy and Insolvency 

Act, R.S.C. 1985, c. B-3, as amended (the “BIA”).  MNP, acting in its capacity as Proposal 

Trustee, filed the Proposal with the Office of the Superintendent of Bankruptcy on May 3, 

2021. The Company’s proposal proceedings are referred to herein as the “Proposal 

Proceedings”.  A copy of the Proposal, the Company’s statement of affairs (“SOA”) and 

the Report of Trustee to the Creditors are attached as Appendix “A”, Appendix “B”, 

Appendix “C”, respectively. A copy of the Director’s resolution that authorized the 

Proposal Proceedings is attached as Appendix “D”. 



 
 

 

2. Country Way is an Ontario corporation that operates a health food store in Sault Ste. Marie, 

Ontario from rented premises that are leased by a related company.   

3. In November 2017, 2595418 Ontario Inc. (“259 ON”) acquired the shares of Country Way 

from two individuals (the “Share Vendors”). The $2,200,000 purchase price for the shares, 

other than $250,000, was financed by the Share Vendors.  Under the terms of its 

agreements, including a Promissory Note, dated September 8, 2017, and a Share Purchase 

Agreement, dated August 7, 2017 (the “SPA” and collectively with the associated 

agreements, the “Agreements”) with the Share Vendors, 259 ON was required to make 

monthly payments to the Share Vendors of $3,000 for October and November 2017, and 

then $16,250 monthly from December 2017 until October 2027 and to make a final 

payment of $10,250 on November 1, 2027.  The obligations owing by 259 ON to the Share 

Vendors are secured by a pledge of the shares of Country Way that are owned by 259 ON.  

The Share Vendors do not have security over the Country Way and Country Way is not 

liable for the obligations owing by 259 ON to the Share Vendors. 259 ON has no assets 

other than the shares of the Country Way and 259 ON had been borrowing the money from 

the Country Way to make the monthly payments to the Share Vendors.  259 ON paid a 

total of $765,570 to the Share Vendors as of April 23, 2021.  As part of the Agreements, 

the Share Vendors executed a non-competition covenant restricting them from operating a 

similar business in the area for ten (10) years. 

4. Country Way’s business has been severely impacted by the COVID-19 pandemic.  In 2020, 

the Company’s gross monthly sales dropped by approximately 23% from pre-COVID 

levels.  Because of the impact the pandemic had on its cash flows, the Company was unable 

to loan further monies to 259 ON to pay the Share Vendors and to service its debt 

obligations and to pay its suppliers and employees.   

5. In response to the foregoing: 

a.  The Company commenced the Proposal Proceedings; and 

b. on April 30, 2021, 2655396 Ontario Inc. (“NumCo”), a related corporation, filed 

an application pursuant to section 182 and 186 of the Ontario Business 



 
 

 

Corporations Act (“OBCA”) for an arrangement (the “Arrangement”) involving 

itself and the Country Way, 

as a means of: (i) stabilizing the Company; (ii) altering the Company’s share structure 

to sever the Company from 259 ON; and (iii) offering its creditors a dividend that 

would be higher than its creditors would receive in the event of a bankruptcy.  

6. Information regarding the Proposal Proceedings has been posted to the Proposal Trustee’s 

case website (the “Case Website”) at https://mnpdebt.ca/en/corporate/corporate-

engagements/1776690-ontario-inc-aka-the-country-way-health-food-store. 

II. RESTRICTIONS 

7. In preparing this Report and making the comments herein, the Proposal Trustee has been 

provided with, and has relied upon, certain unaudited, draft and/or internal financial 

information, the affidavit of Shonna Lynn Saari, an officer and director of NumCo and 

Country Way, dated April 26, 2021 (the “Saari Affidavit”) in connection with the 

Arrangement, the Company’s books and records, discussions with the Company’s 

management (“Management”) and information from other third-party sources 

(collectively, the “Information”).  Except as specifically noted in this Report, the Proposal 

Trustee has not audited, reviewed or otherwise attempted to verify the accuracy or 

completeness of the Information in a manner that would wholly or partially comply with 

Generally Accepted Assurance Standards of the Chartered Professional Accountants of 

Canada. 

8. The Proposal Trustee also bases its report on the Company’s cash flow projections and 

underlying assumptions and notes that its review and commentary thereon were performed 

in accordance with the requirements set out in the Canadian Association of Insolvency and 

Restructuring Professionals’ Standards of Professional Practice No. 9 (Cash Flow 

Statement). Certain of the information referred to in this First Report consists of financial 

forecasts and/or projections. An examination or review of financial forecasts and 

projections and procedures, in accordance with standards set by the Chartered Professional 

Accountants of Canada, has not been performed. Future oriented financial information 



 
 

 

referred to in this First Report was prepared based on estimates and assumptions provided 

by Management. 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 the projections, and such variations could be material.   

9. Unless otherwise stated, all monetary amounts contained in this Report are expressed in 

Canadian dollars. 

III. PURPOSE OF THIS REPORT 

10. The purpose of this Report (the “First Report”) is to: 

a. Provide the Court with information in respect to the activities of the Company and 

the Proposal Trustee since the filing of the Proposal; and  

b. provide the Proposal Trustee’s support for, and observations in respect of the 

Company’s request that the Court to grant an interim order (the “Interim Order”), 

inter alia: 

i. authorizing that notice of the Arrangement involving the Company be 

included in the Proposal and be provided to the Company’s creditors by 

MNP providing only the creditors of Country Way with a copy of the 

Proposal as required by the BIA; 

ii. amending the style of cause for the Proposal to include: AND IN THE 

MATTER OF THE SECTION 182 AND 186 OF THE BUSINESS 

CORPORATIONS ACT, R.S.O. 1990 C. B. 16, AS AMENDED, AND 

IN THE MATTER OF A PROPOSED ARRANGEMENT OF 2655396 

ONTARIO INC. AND INVOLVING 1776690 ONTARIO INC. COB 

THE COUNTRY WAY HEALTH FOOD STORE; and 

iii. that the Arrangement shall be deemed to be approved if the Proposal is 

approved by the unsecured creditors of Country Way as required by the 

BIA. 



 
 

 

IV.  ACTIVITIES OF THE MONITOR 

11. The Proposal Trustee has undertaken its statutory activities under the BIA, including 

attending a series of general meetings of creditors to consider the Company’s creditors, 

each of which was adjourned to have the Court consider NumCo’s application for the 

Interim Order.  The general meeting of creditors is scheduled to reconvene on February 1, 

2022. 

V. FINANCIAL POSITION OF THE COMPANY  

ASSETS 

12. Country Way’s assets are comprised of cash, inventory, furniture and store fixtures.  

13. On the Date of the Proposal, the Company estimated the realizable value of its assets as 

follows: 

Asset Description 
Estimated Realizable 

Value ($) 

Inventory 54,000 

Vehicles 12,000 

Trade Fixtures 48,450 

Total 114,450  
 

14. Based on discussions with the Company’s management, the current value of the inventory 

is consistent with the valuation on the SOA. 

CREDITORS 

Summary 

15. Based on the SOA, the Company’s liabilities are summarized as follow: 

Liability Description Estimated Liability ($) 

Secured      114,450 



 
 

 

Preferred     Nil 

Unsecured   458,385 

Total 572,835 
 

Secured Creditors 

16. A search of the Ontario Personal Property Security Act (the “PPSA”) registry with a file 

currency of February 11, 2021, indicates that TNT Holdco Inc. (“TNT”), Toyota Credit 

Canada Inc. (“Toyota”) and Royal Bank of Canada (“RBC”) have each registered a 

secured interest against the Company. 

17. Based on the SOA, the Company’s secured debt obligations to TNT and RBC (collectively, 

the “Secured Creditors”) total approximately $262,082, of which approximately 

$192,487 is due to TNT and $69,595 is due to RBC.  

18. Gowlings has provided the Proposal Trustee with an opinion confirming that, subject to 

certain standard assumptions and qualifications, that the TNT and RBC loans and security 

in respect of the Company are valid and enforceable as against the Company. 

19. Pursuant to the terms of the Proposal, the Secured Creditors are unaffected creditors. 

Unsecured Creditors 

20. As noted above, the unsecured creditors are owed a total $458,385, of which a total of 

$219,6321 is owed to the unaffected creditors.  Of the remaining $238,753 in potential 

unsecured claims, creditors having claims totaling $181,965 have delivered voting letters 

indicating support for the Proposal and the Arrangement.  While the Proposal and 

Arrangement remain subject to a formal vote at a general meeting of the Company’s 

 
1 Under the terms of the Proposal, Unaffected Creditors means the Secured Creditors and any amounts owing by 
the Company to RBC, including any amount owing to RBC pursuant to the Canada Emergency Business Account.  
The $219,632 is comprised of the unsecured portions of the amounts owing to RBC and TNT being $129,595 and 
$90,037, respectively. 



 
 

 

creditors, the Trustee is unaware of any creditor intending to vote to reject the Proposal 

and the Arrangement. 

21. As noted previously, the Share Vendors are not creditors of the Company. 

VI. THE SHARE PURCHASE AGREEMENT 

22. As noted above, because of the impact the pandemic had on its cash flows, the Company 

was unable to loan further monies to 259 ON to pay the Share Vendors. 

23. The Share Vendors filed an application with the Court seeking relief against 259 ON and 

others arising for 259 ON’s failure to make certain payments under the SPA.  On December 

22, 2021, the Ontario Court of Justice ordered (the “December 22nd Decision”), inter alia: 

a. A declaration that 259 ON repudiated the SPA and its associated agreements by 

virtue of the respondents conduct between April-October 2020, which the Share 

Vendors accepted on or around October 14, 2020. 

b. A declaration that, in consequence of the acceptance of the repudiation, the Share 

Vendors’ ongoing obligations under the Agreements, including the Share Vendors’ 

obligations under the non-competition covenant, ceased as of the date of acceptance 

of the repudiation. 

c. Judgment against 259 ON for all amounts due and unpaid under the SPA and the 

Agreements up to the date of acceptance of the repudiation. 

d. A declaration that the respondents were in default as defined by the SPA by at least 

April 2021 by virtue of the payments not made up and including the payment due 

on April 1, 2021. 

e. A declaration that in consequence of the default, the Share Vendors are entitled to 

exercise all rights in the shares in the purchased business including voting rights. 

f. A declaration that, in consequence of the default, the Share Vendors are entitled to 

transfer to the inventory and tangible assets of the store at a price of $0. 



 
 

 

g. Prejudgment interest on all amounts awarded under the preceding paragraphs. 

A copy of the December 22nd Decision is attached as Appendix “E”. 

VII. THE ARRANGEMENT 

24. As noted in the Saari Affidavit, one of Country Way’s key objectives in the Proposal 

Proceedings is to reorganize Country Way’s capital structure as a means of, among other 

things, stabilizing Country Way’s business and enhancing its ability to repay its creditors. 

25. A summary of the salient terms of the Arrangement are as follows: 

a) the Shareholders of NumCo and the Company shall have no right to vote on the 
Arrangement and no rights of dissent; 

b) the Arrangement shall be approved by the Unsecured Creditors at the Creditor 
Meeting to consider the Proposal; 

c) the Unsecured Creditors shall be in a single class for the purposes of voting on the 
Arrangement; and 

d) the Arrangement shall be accepted by the class of Unsecured Creditors by majority 
in number of the Unsecured Creditors who actually vote on upon the Arrangement 
at the Creditor Meeting or by a Voting Letter, representing two-thirds in value of 
the Proven Claims of the Unsecured Creditors in each class who actually vote upon 
the Arrangement at the Creditors Meeting or by a voting letter. 

 

26. If approved and implemented, the impact of this reorganization will be that the Company’s 

existing shares will be redeemed and cancelled such that:  (i) the existing shareholders of 

the Company shall no longer be shareholders of the Company and shall have no rights as 

shareholders except the right to receive the amount payable by the Company to redeem the 

Class A Redeemable Shares and Class C Special Shares, and (ii) there shall be no remaining 

issued and outstanding shares of any class other than the new Class A Common Shares 

issued by the Company; 

27. Under the Arrangement, the Company and NumCo shall be amalgamated into one entity 

(“New Country Way”) as follows: 

a) The name of New Country Way shall be its numbered name, but it shall carry on 
business as THE COUNTRY WAY HEALTH FOOD STORE; 



 
 

 

b) The By-laws and Articles for New Country Way shall be the same as the amended 
Articles for NumCo;  

c) The issued and outstanding Class A Common Shares of the Company shall be 
cancelled without any repayment of capital in respect thereof; and 

d) The stated capital of the Company shall be added to the stated capital of the NumCo. 

28. The principal of NumCo has agreed to fund the costs of the Proposal and Arrangement as 

consideration for being issued the shares in the New Country Way.  The costs of the 

Proposal Proceedings are approximately $50,000 plus taxes. 

29. If the Proposal and the Arrangement are accepted, NumCo shall apply for the Final Order 

at the same time as the Proposal Trustee applies for an Order approving the Proposal. 

Comparison of the Arrangement/Proposal with a Liquidation in Bankruptcy 

30. Given the potential impact of the Proposal and Arrangement on the Company’s unsecured 

creditors and shareholders, the Proposal Trustee has considered whether the Proposal and 

Arrangement would be more beneficial to Country Way’s stakeholders than a sale or 

otherwise realizing on the Property under a bankruptcy.  

31. As noted above, the Company’s assets consist primarily of its cash, inventory and store 

furnishings and equipment.  In assessing the liquidation value of the Property, the Proposal 

Trustee assumes that if Country Way were to become bankrupt, Country Way’s operations 

would be terminated, and its health food inventory and its store furniture and fixtures would 

be liquidated through a liquidation sale.   

32. Realizing on Country Way’s operating assets in a bankruptcy or receivership is potentially 

further complicated by the business operating out of rented premises that are leased by a 

related company.  In a bankruptcy, the Trustee generally has unfettered access to the 

commercial premises for a three-month period.  This would not apply if Country Way were 

bankrupt as the lease is not between the Country Way and the landlord.  Similarly, in a 

receivership, the Receiver would not have control over the assignability of the lease.  The 

lack of control over the lease would likely necessitate any purchaser considering an 

acquisition of the Company’s business as a going concern to have to relocate the business.  



 
 

 

Having to relocate the business would expose the business to a loss of customers, business 

interruption and the associated moving/relocation costs. 

33. The December 22nd Decision provided an order that the Share Vendors are entitled to 

transfer to the inventory and tangible assets of the store at a price of $0.  However, Country 

Way’s inventory and tangible assets are subject to the claims of the Secured Creditors. 

34. Based on the cost value of the inventory and the limited store furniture and fixtures and the 

extent of the Company’s obligation to the Secured Creditors, it appears likely that the 

Secured Creditors would suffer a significant shortfall in recovering their loan advances in 

the event of the Company’s bankruptcy.  Accordingly, the Proposal Trustee is of the view 

that the Proposal is likely to result in a better, and a more certain outcome for the Unsecured 

Creditors than a bankruptcy.  The Proposal also provides for the continued employment of 

Company’s employees and the preservation of business relationships with the Company’s 

existing suppliers and customers. 

35. The December 22nd Decision also entitles the Share Vendors to exercise all rights in the 

shares in Country Way including voting rights.  Based on the information above, Country 

Way is insolvent inasmuch as the aggregate of its property is not sufficient to enable 

payment of all of its obligations.  Accordingly, the terms of the Proposal and the 

Arrangement appear fair and reasonable given that the Share Vendors do not appear to 

have an economic interest in Country Way’s business. 

VIII. CONCLUSION AND RECOMMENDATION 

36. Based on the foregoing, the Proposal Trustee respectfully recommends that the Court 

make an order granting the relief detailed in paragraph 10. 
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