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Case Name:

Phillips (Re)

IN THE MATTER OF The Dealer Member Rules of the Investment
Industry Regulatory Organization of Canada (IIROC), and

David Charles Phillips, and
John Russell Wilson

2013 LNIIROC 52

2013 LNOCRCVM 52

2013 IIROC 52

Investment Industry Regulatory Organization of Canada
Hearing Panel (Ontario District)

Toronto, Ontario

Panel: Terrance Sweeney, Chair; Charles MacFarlane, Member;
Stuart Livingston, Member

Heard: September 16 and 17, 2013.
Decision: October 2, 2013.

(71 paras.)

Appearances:

Diana lannetta, Senior Enforcement Counsel, IIROC.

Rob DelFrate, Enforcement Counsel, IIROC.

Messrs. Phillips and Wilson did not appear nor were they represented by Counsel.

DECISION OF THE HEARING PANEL

OVERVIEW

1 David Charles Phillips and John Russell Wilson (the "Respondents"), through their
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deceitful practices, ruined the financial security of hundreds of families

2 They gained the trust of their clients and were able to use that trust to convince them
to purchase poorly diversified holdings of high risk funds, despite the fact that the resulting
portfolios were far riskier than the clients' New Account Application Forms ("NAAFs")
required.

3 Although the Offering Memorandums ("OMs") and Prospectus detailed many of the
dangers of investing in the First Leaside funds, probably most of the clients did not read
those documents and relied on the recommendations of their First Leaside advisers
(including Phillips and Wilson).

4 The advice given to the clients regarding the character and risk levels of the funds
ranged from confused and confusing to lies.

5 The misrepresentation was bolstered by one-page marketing documents, which were
misleading and seemed to guarantee a monthly distribution rate.

6 Clients were led to believe that the investments within the funds were successful and
healthy and were generating the funds for the distributions. In fact the Funds' underlying
value had been diluted by outrageous fees and were worth far less than the $1 per unit
value Phillips placed on them. In actual fact the regular monthly distributions could only be
sustained by using contributions from other clients.

7 Phillips, in addition, placed himself in an unworkable conflict of interest given the
number of roles he played in the various First Leaside entities, and the various ownership
positions he had in the FL group. He should have just completely avoided those conflicts
but, of course, this would have prevented him from diverting so much of his clients' funds
into his own pocket.

8 Phillips and Wilson thoroughly abused their clients' trust for their own benefit. They are
an embarrassment to our capital markets.

i~[~:Zej:til~P.~~;

9 We were constituted as a Hearing Panel of the Ontario District Hearing Committee of
the Investment Industry Regulatory Organization of Canada (IIROC) to consider a
complaint against the Respondents.

10 Phillips is a Registered Representative ("RR"). He owns over 99 percent of the
issued shares in First Leaside Wealth Management Inc. ("FLWM"). He and Wilson were
directors. It controls over 100 entities. First Leaside Securities Inc. ("FLSI") is the Dealer
Member. During the relevant time, Phillips was its president and director. F.L. Securities
Inc. is an exempt market dealer.

11 Wilson had been with FLSI since 2004. He had no prior experience in the investment
industry. He was the "Director, Investor Relations". He was the senior person in the sales
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group and, by far, its biggest producer. He was paid a bonus of $800,000.00 for his
services in 2010. Among other positions in the FL Group, he was a director of First
Leaside Realty II, which was the General Partner of several First Leaside Limited
Partnerships.

12 The FL Group manufactured, marketed and sold units in Limited Partnerships ("LPs")
and Funds primarily for real estate property investments (together, the "FL Products").
Each year, new LPs were formed and sold to clients.

13 With one exception, the FL Products were sold by Offering Memorandum ("OM") as
exempt securities.

14 Ali investors who purchased FL Products did so through client accounts at FLSI and
Phillips approved every trade.

15 On February 24, 2012, IIROC staff made an application to an IIROC Hearing Panel
and was granted an order suspending F~SI's membership on the basis that it was in such
financial or operating difficulty that it could not be permitted to continue to operate without
risk of imminent harm to the public, other Dealer Members or the Corporation.

16 On December 7, 2012, a judge of the Ontario Superior Court of Justice granted an
Order appointing a Receiver of all of the assets, undertakings and remaining property of
the First Leaside entities subject to the Order. This Order did not include Wimberly
Apartments Limited Partnerships ("WALP"), the aggregator of Texas properties ultimately
owned by the FL Group.

17 By a Notice of Hearing dated October 2, 2012, IIROC alleged four contraventions
against Phillips and Wilson and one additional contravention against Phillips as follows:

Misrepresentation of Fund Products

Between January 2009 and October 2011, David Charles Phillips
("Phillips") misrepresented, and allowed First Leaside Securities Inc.
(FLSI") sales staff to misrepresent to clients, that the proprietary
fund products recommended and sold by the firm were low or
medium risk, when, in fact, they were high risk, contrary to Dealer
Member Rule 29.1;
Between January 2009 and October 2011, John Russell Wilson
("Wilson") misrepresented to clients that the proprietary fund
products which he recommended and sold were low or medium risk,
when, in fact, they were high risk, contrary to Dealer Member Rule
29.1;

Marketing Materials
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iii. Between November 2009 and September 2011, Phillips authorized
the preparation and issuance of marketing materials for investment
products sold at FLSi, which included statements which were
misleading and failed to fairly present the potential risks of those
products to the client, and provided these marketing materials to his
clients, contrary to Dealer Member Rule.29.7(1);

iv. Between November 2009 and September 2011, Wilson provided
marketing materials for investment products sold at FLSI to his
clients and potential clients, which included statements which were
misleading and failed to fairly present the potential risks of those
products to the client, contrary to Dealer Member Rule 29.7(1);

Risk Tolerance on NAAF

v. In and throughout 2009, 2010 and 2011, Phillips and Wilson failed
to ensure that the recommendations which were made and orders
which were accepted were in accordance with the risk tolerance
stated on clients' New Account Application Forms ("NAAF"),
contrary to Dealer Member Rules 1300.1(0), (p) and/or (q);

Sales of Properties Fund

vi. Between January 1, 2010 and May 1, 2011, Phillips and Wilson
solicited sales of First Leaside Properties Fund from clients, while
failing to ensure that those transactions were suitable for the clients
or within the bounds of good business practice, and preferred their
own interests ahead of the clients, contrary to Dealer member Rules
1300.1(0) and (q) and 29.1; and

Conflict of Interest

vii. Between January 2007 and October 2011, Phillips as the General
Partner ("GP") of certain First Leaside Limited Partnerships ("LPs")
was in a conflict of interest with clients who invested in those LPs,
which was not addressed in a fair and equitable manner and in a
manner that considered the best interests of the clients, contrary to
Dealer Member Rule 29.1 and NI 31-103.

18 Counsel for Phillips and Wilson filed a Response dated November 2, 2012. However,
by letter dated August 8, 2013 addressed to Staff and the Hearing Panel, Counsel for the
Respondents advised that Phillips and Wilson would not attend this hearing.
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19 At the opening of the hearing, the Hearing Panel made the following rulings:

a. The hearing would proceed in the absence of the Respondents;'

b. The names and records of individuals affected by the actions of
Phillips and Wilson would be kept confidential;z

c. The Hearing Panel would accept hearsay evidence.3

20 The Hearing Panel marked the following exhibits:

a. IIROC Staff Hearing Book;4

b. Affidavit of Brian Connell-Tombs dated September 12, 2013. He is a
Senior Investigator in the Enforcement Branch of IIROC and headed
the team which investigated the Respondents. Attached to his
affidavit are 10 volumes of documents.5

c. Affidavit of Michelle Bernardi dated September 10, 2013.6 Ms.
Bernardi is a paralegal with IIROC. She attests to the notices
provided to Counsel for the Respondents in respect of this hearing.

21 Mr. Connell-Tombs was sworn and testified for one-and-a-half days. He impressed
the Hearing Panel with his knowledge of the facts in the case. He was of considerable
assistance to the Hearing Panel in understanding a very complex matter. A measure of the
amount of work he put into the case is that he spent nearly 700 hours interviewing Phillips,
FL Group clients, and supervising others who worked on the file. ~ -

22 The Hearing Panel is also indebted to Counsel for IIROC for her presentation of the
evidence, her oral submissions and the fulsome written argument which she produced.

DECISION

23 The Hearing Panel has carefully considered all of the evidence, the submissions of
Counsel and her written argument. IIROC has proved its case against Phillips and Wilson
on a balance of probabilities. They will, therefore, among other things, be permanently
removed from the capital markets as IIROC registrants. Detailed reasons for our decision
follow.

TFiE CASE FOR IIROC

Allegation 1: The Misrepresentation of the Fund Products

24 Mr. Connell-Tombs by his affidavit and in his oral testimony addressed this matter.
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The investigation started in November 2011. He and/or members of his staff interviewed
the Respondents, nine employees of the FL Group and over 100 clients of the FL Group.
Most of the clients were at or approaching retirement age. They were often high net worth
individuals but were in the low range of investment knowledge.

25 Phillips controlled the FL Group through his over 99 percent share interest in the top
company, FLWM. All transactions went through FLSI, the Dealer Member.

26 Mr. Connell-Tombs described the FL Products as illiquid with no secondary market.
In fact, the Funds, except for the Mortgage Fund, shared the following factors which made
them speculative and/or high risk:

i. Their only assets were unsecured promissory notes from another
FL entity;

ii. Payment of the interest was not guaranteed;
iii. The debtor company, at its discretion, could forego the interest

payment and add the interest payable to the principal amount of the
notes;

iv. There was no secondary market for the units; and
v. There was a credit risk. FL Group members who received loans

from the Funds may not be able to repay those loans when due.

27 The cornerstone of the FL Group was Wimberly Apartment Limited Partnership
("WALP"). This was an Ontario Limited Partnership established in 1992 and in 2011 held,
directly or indirectly, eleven apartment complexes in Texas, U.S.A.

28 The financial statements for WALP, however, for 2006 to 2009 contained a "going
concern" note indicating that it would have difficulty meeting its obligations.

29 Notwithstanding the foregoing, Phillips and Wilson described the Funds in the FLSI
NAAF as "Balanced/Medium Risk" and "Balanced/Moderate Risk". Phillips and Wilson
prepared spreadsheets for potential customers where a Fund Product would be described
as 'MEDIUM RISK-Income". The OM for the Mortgage Fund described it as "speculative",
yet Wilson and others classified it as "low risk" on the spreadsheets.

30 The sales team at the FL Group was inconsistent in its assessment of the risk of the
Products. Some said they were 50 percent medium risk-50 percent high risk. Wilson
himself said they were medium risk when interviewed by IIROC Staff. Phillips in his
interview said that all FL Products were high risk.' The due diligence committee of the FL
Group, which included Phillips and Wilson as members, on two occasions, described
certain FL Funds as "risky".8

Allegation 2: Misleading Marketing Material

31 Mr. Connell-Tombs identified a 20 0 "one-Pager" for F.L. Universal Limited
Partnership.9 He said it is typical of the type of "One-Pager" each potential investor
received before he invested. The largest font shows "6%" as the "Annual Distribution
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Rate". It does not say that it is not guaranteed. Moreover, the document says that,
"Wimberly Apartments Limited Partnership still generates -after 18 years -continuous
monthly cash distributions for hundreds of investing partners." It fails to note that the cash
distributions are not coming from earnings in WALP but, largely rather, from new investor
money.

32 The document also shows the logo of the Canadian Investor Protection Fund
("CIPF") which might cause some investors to believe that their investment would be
covered by CIPF. However, because the LPs were not carried on book at FLSI, any losses
incurred would not be eligible for CIPF protection.

33 Other "One-Pagers" include the phrase "... provides excellent potential for significant
capital appreciation".

34 Mr. Connell-Tombs testified that most clients thought that the underlying investments
in the Funds were earning sufficient income to pay their distributions.

Allegation 3: Phillips and Wilson Failed to Give Consideration to the NAAFs

35 Mr. Connell-Tombs and his staff prepared a chart comparing a FL Group client's risk
tolerance on his NAAF with his actual holding.10 In a sample of 69 clients, 59 were 100
percent in high risk FLSI Products when their NAAFs said they were to have no more than
50 percent in high risk investments.

36 Mr. and Mrs. W. opened accounts with Phillips in 2007 when he was 64 and she was
63. By November 2011, 70 percent of Mr. W's cash account was invested in FL Products
when his NAAF indicated he was only prepared to accept 50 percent high risk. He told
Staff during his interview that he did not know that the LPs were speculative. Had he
known he would not have invested in them. Mr. and Mrs. W. have lost nearly $2.7 million
by investing in FL products.

Allegation 4: Phillips and Wilson Put Their Own Interests First in Soliciting Sales of First
Leaside Properties Fund

37 First Leaside Properties Fund ("FLPF") issued a prospectus on March 19, 2009. It
was successfully completed. This was the only FL Product sold by prospectus.

38 In 2010 and 2011, FLSI had clients who were non-accredited investors with cash in
their accounts. Phillips and Wilson then solicited sales of units of Properties Fund from
their clients so that non-accredited clients could buy them. About 40 clients were induced
by Phillips and Wilson to sell their units in Properties Fund. Most purchased First Leaside
Fund with the proceeds."

Allegation 5: Phillips Was in a Conflict of Interest

39 A "blind pool" is defined as follows:
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A blind pool is a Limited Partnership with no stated goal for the funds that
are raised from investors. in a blind pool money is raised from investors
usually trading on the name of a particular individual or firm but few
restrictions or safeguards are in place far investor security.1z

40 Between January 2007 and October 2011, Phillips promoted four blind pools as
limited partnerships and raised more than $30,000,000.00. In each limited partnership, he
was the president and director of the general partner. In each case, 35 percent of the
investors' contribution went to Phillips-related companies as a "Selling Fee", "Business
Development Fees" and "Promotion". Moreover, in each case, additional large fees were
paid to FL companies for things like "Acquisition Analysis" and "Market Feasibility".

41 Mr. Connell-Tombs and his staff analyzed the results and produced two charts. One
chart13 itemized the actual related party expenses of each blind pool. They ranged from
45.5 percent to 61.6 percent of the net contribution from investors. The other chart14
tracked the revenue producing asset owned by the blind pool as a percentage of gross
contribution. One blind pool's ratio was zero as it did not buy an asset. Another was only
11 percent of the investors' contribution.

42 The moneys were spent on loans to related companies, related company fees and
distributions to individuals owning LP products.

ANALYSIS

43 ... managing money on behalf of others is a sacred trust. To be worthy of that trust
goes far beyond simple honesty and integrity. It demands exceptional knowledge and
experience ... ,15

Setting the Standard for Investor Care.'6

44 These words are taken from the 2010 brochure for FLWM. Notwithstanding these
pious platitudes, Phillips and his complicit colleague Wilson sought to gain the trust of
elderly, gullible people. Once they obtained that trust they abused it to enrich themselves.

Allegation 1: The Misrepresentation of the Fund Products

Business Conduct

45 IIROC Dealer Member Rule 29.1 and the Code of Ethics can be distilled into a single
principle: A Dealer Member must deal honestly with its investors.

46 One IIROC Hearing Panel" described the duty as follows:

People who work in the investment industry have occasion to control
other people's money. The most fundamental expectation is that they do
so honestly.

47 A Dealer Member also has a duty to provide potential investors with an objective
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assessment of risk. In Bilinski,18 the Hearing Panei said, in part, as follows:

Assessment of risk must be based on a realistic and objective
assessment of the circumstances of the investment and the investor.
Clients are entitled to receive from their registrant an objective
assessment of risk.

48 Phillips and Wilson, and indeed others in the FL Group, failed miserably to meet this
basic principle. No reasonably intelligent RR would describe the FL Units and FL Debts as
anything other than high risk. Yet, Phillips and Wilson did just that so that the new money
necessary to keep the FL Group afloat would continue to flow in.

Allegation 2: Misleading Marketing Material

49 Dealer Member Rule 29.7, in essence, prohibits a Dealer Member, among other
things, from issuing to the public sales literature which:

(a) contains any untrue statement or omission of a material fact or is
otherwise false or misleading;

(e) fails to fairly present the potential risks to the client.

50 The evidence in this regard is persuasive. Phillips approved all marketing material's
Wilson was a senior person in the FL Group and, thus, probably knew that the marketing
materials were misleading. The "One-Pagers" were used to induce people to invest in FL
Products rather than give them an objective assessment of the risks therein.

51 A few examples will suffice to show this.

1. The "Annual Distribution Rate" is displayed in the largest font on the
"One-Pager". There is no indication that the rate is not guaranteed,
may be a return of capital and was largely dependent not on
earnings but on new money coming in.

2. The CIPF logo was cynically used. Far example, a brochure from
FLWM reads, in part:

IIROC membership enables the firm to participate in the Canadian
Investor Protection Fund ... set up by the investment industry to
ensure the return of customers' securities .... if an investment dealer
that is a CIPF member is not able to do so because it is bankrupt.

52 This Hearing Panel rules that it was more likely than not that Phillips and Wilson
knew that FL Products were not covered by CIPF. They were not held "on book" as they
were distributed to the clients. -

53 The FLWM Inc. Brochure reads:

309



Page 10

Partners in its pioneering deal, Wimberly Apartments Limited Partnership,
have enjoyed a monthly paid cash flow ... with total returns averaging
more than 9 per cent annually ... .

54 However, the evidence establishes that, from at least 2007 to 2010, WALP was
making losses rather than profits. Nevertheless, WALP paid substantial amounts to the
unitholders of WALP and the WALP Funds. We know now that the source of those
payments was, to a large extent, money borrowed from other FL Group entities which
received funds from other investors.

Allegation 3: Phillips and Wilson Failed to Give Consideration to the NAAFs

55 The Hearing Panel refers to the chart prepared by IIROC Staff, referred to in
paragraph 35 above. The Hearing Panel accepts this chart as a reasonable approximation
of the instances in which Phillips and Wilson blithely ignored the risk tolerances of clients
as set forth in their NAAFs. Eighty-five percent in the sample held investments which were
inconsistent with the risk tolerance percentages recorded on the NAAFs. Fifty-four percent
of the accounts in the sample had double the level of high risk that the clients had
indicated they were prepared fio accept.

56 Phillips and Wilson, therefore, offended against Dealer Member Rules 1300.1(o)(p)
and (q). These Rules require a Dealer Member to use due diligence to ensure that a
recommendation to buy a security is suitable for the client taking into account, among
other things, hip risk tolerance. Moreover, the r~~ponsibility to use due diligence, in
recommending a security to a client, rests solely with the registrant. It cannot be
transferred to the client even if the clienfi acknowledges that he is aware of the risks
associated with the investment.

57 As an illustration of the depths to which Phillips and Wilson typically sank, consider
the case of Mr. A. He is legally blind. Mr. Connell-Tombs testified that it was very evident
that he had serious sight issues. Understandably, he instructed Wilson that he was a "Inw"
to "medium" risk investor. But, Wilson, by September 2011, had 59 percent of Mr. A's
money in high risk FL Products even though Mr. A's NAAF read that he was to be no more
than 10 percent in high risk.

Allegation 4: Phillips and Wilson Put Their Own Interests First in Soliciting Sales of First
Leaside Properties Fund

58 Phillips and Wilson had non-accredited clients with cash in their accounts at the FL
Group. They induced some of those clients who owned units in Properties Fund to sell
those to clients who had cash. Phillips and Wilson then suggested that the sellers invest
the proceeds in another FL Product.

59 Phillips and Wilson did not consider the suitability of the Properties Fund as an
investment for those unfortunate clients who were in cash. Rather, they focused on their
need to expand the pool of investors, and thus money, so that they could access it for their
own selfish ends.
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60 As discussed in Allegation 3, Phillips and Wilson breached Dealer Member Rules
1300.1 (o) and (q) and Dealer Member Rule 29.1, as they ignored their duty to exercise
due diligence to ensure that their recommendation was suitable for clients.

Allegation 5: Phillips Was in a Conflict of Interest: The Blind Pools

The Blind Pools

61 National Instrument 31-103 discusses, in great detail, the circumstances as to when
a conflict between a registered firm and its clients may arise and how to deal with it.

62 No rule is required to find that Phillips was in a conflict of interest. Common sense is
sufficient. He controlled FLWM, the top company in the FL Group. He was a director and
president of the General Partner in each blind pool. It was in his interest and contrary to
that of his clients that he induced them to invest in the blind pools. He, thus, assured
himself that he could extract the rapacious fees from these blind pools (described above in
paragraphs 39 and 40), which ultimately would accrue to him as the controlling
shareholder in FLWM.

63 The Hearing Panel notes that his various roles were disclosed in the OMs. However,
this was insufficient since by then his unfortunate clients were firmly within his thrall. As he
said, "... when I called they bought."20

64 An ethical RR in the situation of Phillips would have avoided this conflict entirely, Of
course, by now, the Hearing Panel recognizes that this was beyond him His greed trumped
his ethics.

65 The facts in this case illustrate the all too familiar story. Unsophisticated investors
were gulled into relying on those whom they trust while ignoring warnings in public
documents, like the OMs in this case. Had they not relied exclusively on Phillips and
Wilson, and read the documents closely, one might reasonably suppose that they would
not have bought any FL Group Product

SANCTION

66 We have considered the evidence in the case, the law, the Sanction Guidelines and
Counsel's submissions, both written and oral. The Hearing Panel is well aware of the
factors to be considered in fashioning an appropriate sanction. Any sanctions imposed
should be preventive, protective and prospective in nature.

67 The evidence establishes, on a balance of probabilities, that Phillips and Wilson
abused the trust placed in them by their clients and enriched themselves at the expense of
those clients most of whom were vulnerable elderly people. Phillips and Wilson are beyond
redemption and should suffer substantial penalties. But, in addition, the penalties imposed
herein are intended to deter others who might be tempted to engage in such scandalous
behaviour.
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68 We believe that the sanctions imposed in the Order below are within the reasonable
range of appropriateness and will meet the mandate reposed in us to enforce high quality
regulatory and investment industry standards, protect investors and maintain competitive
and efficient capital markets.

69 Counsel submitted a bill of costs.21 We accept her request which is reflected in the
Order.

ORDER

70 This Panel hereby orders that:

1. Mr. Phillips is permanently barred from approval with IIROC;
2. Mr. Phillips is ordered to pay a fine in the amount of $2,000,000;
3. Mr. Wilson is permanently barred from approval with IIROC;
4. Mr. Wilson is ordered to pay a fine in the amount of $500,000;
5. Mr. Phillips and Mr. Wilson shall pay IIROC $230,000 in respect of

costs of the investigation and hearing of this matter, on a joint and
several basis.

71 Staff has advised that it will not seek to enforce the fine or costs against Mr. Phillips
and Mr. Wilson until the determination of investor claims through the Receivership
proceedings.

Dated at Toronto, Ontario this 2nd day of October 2013.

Terrance A. Sweeney, Chair

Charles Macfarlane, Panel Member

Stuart Livingston, Panel Member

1 IIROC Rule of Procedure 13.5

2 Dealer Member rule 20.2(1)

3 /bid, Rule 20.2(2)

4 Exhibit 1

5 Exhibit 2

6 Exhibit 3
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7 Exhibit 2, Vol. 7, Tab 1, p. 63

8 Exhibit 2, Due Diligence Worksheets Vol. 2.2, Tabs 32-34

9 Exhibit 4

10 Exhibit 2, Vol. 4.1, Tab 1A

11 Exhibit 2, Vol. 5, Tab 3

12 Wikipedia, 2013

13 Exhibit 2, Vol. 6, Tab 1, p. 1

14 Exhibit 2, Vol. 6, Tab 2, p. 2

15 Exhibit 2, Vol. 1, Tab 6, p. 2

16 Ibid, p. 1

17 Peroni (Re), [2006] I.D.A.C.D. No. 27 at pars. 60

18 2002 LNBCSC 1

19 Exhibit 2, Vol. 7, Tab 1, p. 32

20 Exhibit 2, Vol. 7, Tab 1, p. 53

21 Exhibit 6
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Court File No.

ONTARIO
SUPERIOR COURT OF JUSTICE

Commercial List

BETWEEN:.

FIRST LEASIDE WEALTH MANAGEMENT INC., FIRST LEASIDE
FINANCE INC., FIRST LEASIDE SECURITIES INC.

and FL SECURITIES INC.
Plaintiffs

-~i;~h'=r' 
andT ~'

~~
rl ( ~~

'`'' ~!~;t;,~ } E1V~ PHILLIPS, MARGARET DAVIS and 470877 ONTARIO INC.~~
'• ~ %` ~s.~ Defendants

':} ~
+• .? _,

~~.

STATElVIEN l OF CLAIM

TO THE DEFENDANT(S):

A LEGAL PROCEEDING HAS BEEN COMMENCED AGAINST YOU by the
Plaintiffs. The Claim made against you is set out in the following pages.

IF YOU WISH TO DEFEND THIS PROCEEDING, you or an Ontario lawyer acting for
you must prepare a Statement of Defence in Form 18A prescribed by the Rules of Ctvil Procedure,
serve it on the Plaintiff s lawyer or, where the Plaintiff does not have a lawyer, serve it on the
Plaintiff, and file it, with proof of service, in this court office, WITHIN TWENTY DAYS after this
Statement of Claim is served ~n you, if you are served in Ontario.

If you are served in another province or territory of Canada or in the United States of
America, the period for serving and filing~you~ Statement of Defence is forty days. If you are
served outside Canada and the United States of America, the period is sixty days.

Instead of serving and filing a Statement of Defence, you may serve and file a Notice of
Intent to Defend in Form 18B prescribed by the Rules of Civil Procedure. This will entitle you to
ten more days within which to serve and file your Statement of Defence.

IF YOU FAIL TO DEFEND THIS PROCEEDING, JUDGMENT MAY BE GIVEN
AGAINST YOU IN YOUR ABSENCE AND WITHOUT FURTHER NOTICE TO YOU. IF
YOU WISH TO DEFEND THIS PROCEEDING BUT ARE UNABLE TO PAY LEGAL FEES,
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LEGAL AID MAY BE AVAILABLE TO YOU BY CONTACTING A LOCAL LEGAL AID
OFFICE.

IF YOU PAY THE PLAINTIFF'S CLAIM, and $750 for costs, within the time for serving
and filing your Statement of Defence, you may move to have this proceeding dismissed by the
Court. If you believe the amount claimed for costs is excessive, you may pay the Plaintiff's claim
and $400 for costs and have the costs assessed by the Court.

~; ;
Date Au~ttst 28, 2012 Issued by

Local Reg►strar ~, it;~i~~;~r;;=-,~r,•+
Address of l ''~~ ~', .t=.
court office: 393 IJni~ers~ty Avenue~-1 Oth-~loor ,~

To~~o-ON~ IvI~SG~~~fr ~~'j̀ ~

TO: David Phillips ~~~~y~}q ~~URT ~ JUSTFCE
430 Regional Road #8 ~p~ g~~~~RE UE ,K3sTIC~
RR1 Uxbridge, ON L9P 1Rl ~~{~ptt,l~'TCY J COIyt1~R~tM.

CCIUATS
AND TO: Margaret Davis 33'U lt~dii/it~8t'T`t' /tY~'Ntl~

430 Regional Road #8 71'N ~LGQR

RR 1 Uxbridge, 4N L9P 1 Rl ~~~~`~~~' ~~~~ ~~ ~ ~

AND TO: 970877 Ontario Inc.
430 Durham Raad
Suite #8
Uxbridge, ON L9P 1R1
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CLAIM

1. The plaintiffs, a group of affiliated companies (collectively, the "FI, Plaintiffs"), claim, as

set out herein:

(a) As against the defendant, David Phillips ("Phillips"). and, as set out below, 970877

Ontario Inc. ("970877"), damages in an amount to be determined before trial, for

misrepresentation, fraudulent misrepresentation, breach of contract, breach of

fiduciary duty, breach of duty of loyalty, oppression, conversion, conspiracy,

unjust enrichment, knowing assistance and knowing receipt, including:

(i) An Order for payment of the sum of $202,420.00 representing loans made

by First Leasida Wealth Management ("FLWM") to Phillips, as evidenced

by two promissory notes dated December 31, 2009 and December 24, 2010

in the amounts $50,000.00 USD (converted at the time to $52,420.00 CAD)

and $150,000.00 respectively, signed by Phillips in favour of FLWM;

(ii) - An Order for recovery of $3,843,549.92 of funds improperly diverted from

the FL Plaintiffs by the defendant, Phillips, to himself and to his wife, the

defendant, Margaret Davis ("Davis"), directly, or to benefit Phillips and

Davis, including:

(1) $44,800.38 in improper payments caused by Phillips to be made

from FL Securities Inc. ("FL Securities") to Phillips and Davis or to

benefit Phillips and Davis throughout the 2Q11 fiscal year;
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(2) $459,418.86 in improper payments caused by Phillips to be made

from FLWM to Phillips and Davis or to benefit Phillips and Davis

throughout the 2011 fiscal year;

(3) $49,384.14 in improper payments caused by Phillips to be made

from First Leaside Securities Ina ("PLSI") to Phillips and Davis or

to benefit Phillips and Davis throughout the 2011 fiscal year; and

(4) $657,696.54 in improper lump sum payments caused by Phillips to

be made from several of the FL Plaintiffs to Phillips and Davis or to

benefit Phillips and Davis throughout the 2011 fiscal year,

comprising:

(A) improper payments amounting to $131,093.74 caused by

Phillips to be made to 970877, a company owned by

Phillips, from FLWM; and

(B) improper payments amounting to $526,642.80 caused by

Phillips to be made to 970$77 from First Leaside Finance

Inc. ("First Leaside Finance");

(5) $2,632,250.00 of finds improperly diverted from FLWM by

Phillips by way of improper and unauthorized dividends caused by

Phillips to be declared by FLWM and received by 970877, which

dividends Phillips subsequently caused to be paid from .970877 to

hitnself personally, dating from 2004 to 2010;
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(iii) An Order for recovery of $2,541,419.50 of funds improperly diverted from

FL Securities and FLSI by khe defendant, Phillips, to Davis directly, or to

benefit and improve the property located at 430 Regional Road #8 in

Uxbridge, Ontario (the "Uxbridge Property"), which property is in the name

of Davis and is the personal residence of Phillips and Davis, as evidenced

by:

(1) $1,687,564.00 in improper leasehold improvements to the Uxbridge

Property caused by Phillips to be paid by FL Securities;

(2) $267,855.50 in improper payments towards a windmill on the

Uxbridge Property caused by Phillips to be paid by FL Securities;

and

(3) $586,000.00 in improper "rent" payments caused by Phillips to be

paid by FLSI to Davis directly; .

(b) As against the defendant, Davis, damages in an amount to be determined before

trial, for misrepresentation, fraudulent misrepresentation, breach of contract,

breach of fiduciary duty, breach of duty of loyalty, oppression, conversion,

conspiracy, unjust enrichment, knowing assistance and knowing receipt, including:

(i) An Order for payment of the surn of $160,000.00 representing loans made

by FLWM to Davis, as evidenced by two promissory notes dated December

24, 2010 in the amounts of $150,000.00 and $10,000.00 respectively,

signed by Davis in favour of FLWM;
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(ii) An Order for recovery of $2,541,419.50 of funds improperly diverted from

FL Securities and FLSI and paid to Davis directly, or to benefit and impzove

the Uxbridge Property, as described above;

(iii) An interim; interlocutory and permanent injunction enjoining Davis and

any corporations controlled or owned by her, or anyone acting on her behalf

or at her direction from dissipating, depleting or otherwise interfering with

any funds resulting from the sale of the Uxbridge Property or any of its

related assets;

(iv) An Order permitting a Certificate of Pending Litigation to be issued and

registered against the Uxbridge Property (as further described in Schedule

"A" hereto); and

(v) A declaration that Davis holds the Uxbridge Property in trust and on behalf

of FL Securities;

(c) An Order, injunctive or otherwise, interim and permanent ko preserve, trace and

locate all funds which the defendants have improperly taken from the FL Plaintiffs

as set out above;

(d) An Order for an accounting of all funds which the defendants have improperly

taken from the FL Plaintiffs as set out above;

(e) Pre judgment interest in accordance with the promissory notes referred to below,

and in the alternative, in accordance with section 128 of the Courts of Justice Act,

R.S.O. 1990, c. C.43, as amended;
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(~ Post judgment interest in accordance with the promissory notes referred to below,

and in the alternative, in accordance with section 129 of the Courts of Justice Act,

R.S.O. 1990, c. C.43, as amended;

(g) The costs of this proceeding on a substantial indenviity basis, plus all applicable

taxes; and

(h) Such further and other relief as to this Honourable Court may deem just.

The Parties

The Plaintiffs

2. The plaintiffs, First Leaside Wealth Management Inc., First Leaside Finance Inc., First

Leaside Securities Inc. and FL Securities (as above, the "FL Plaintiffs"), are a group of affiliated

companies. The four FL Plaintiffs form part of a greater enterprise that comprises a large number

of affiliated companies and limited partnerships (collectively, "First Leaside"). First I,easide is

currently under Companies' Creditors Arrangement Act ("CCAA") proceedings and is managed

and controlled by a Chief Restructuring Officer, discussed in detail below at paragraphs 20 to 28.

3. At the relevant times, First Leaside ran numerous businesses, including the operation and

development of commercial and multi-residential properties and retirement residences. It

provided investment and wealth management services to investors who had invested with First

Leaside. Specifically, First Leaside raised debt and equity, and sought investments with the

objective of providing investors with consistent monthly distributions, potential capital

appreciation, and, in the case of equity investrnents, potential tax deductions.
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4. There are significant intezrelationships between the various entities in First Leaside which

results in a complex corporate structure. Primarily, First Leaside's operations were centred on two

principal companies:

(a) First Leaside Wealth Management Inc. (as above, "FLWM"), a holding and

operating company and the ultimate parent of the First Leaside group of

companies; and

(b) First Leaside Securities Inc. (as above, "FLSI"), a wholly-owned subsidiary of

FLWM, and an investment dealer under Ontario securities law and is regulated by

the Ontario Securities Commission ("CSC") and the Investment Industry

Regulatory Organization of Canada ("IIROC")

5. At the relevant times, FLWM was owned and controlled by Phillips and Davis. Phillips

made all business decisions related to First Leaside including what investments First Leaside

would make.

6, FLSI is the company through which First Leaside clients invested their money. Clients

used FLSI to manage a portfolio of Lion-proprietary investment products, typically consisting of~

more conservative investments such as bonds, treasury bills, and marketable securities as well as

proprietary equity (such as limited partnership units) and debt securities issued by First Leaside,

7. In addition to FLSI, FLWM has five other wholly-owned subsidiary companies, including

the plaintiffs First Leaside Finance Inc. (as above, "First I_,easide Finance") and FL Securities Inc.

(as above, "FL Securities")
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8. First Leaside Finance is a conduit through which First Leaside facilitated intercompany

financial arrangements. In addition to its capacity as a ̀central bank' for First Leaside, from time

to time First Leaside Finance also acted as a buyer of client positions in investment products

through FLSI.

9. FL Securities is an exempt market dealer that is registered with the OSC. It acted as an

asset manager and promoter of real estate assets and charged fees for these services.

10. Until recently, First Leaside's head office was Iocated at 430 Regional Road #8 in

Uxbridge, Ontario (as above, the "Uxbridge Property"). Approximately 90% of the business of

First Leaside was operated out of an apportioned 3,200 square feet of the Uxbridge Property. The

Uxbridge Property is also Phillips and Davis' personal residence.

The Defendants

11. The defendant, David Phillips, is an investment advisor and trader.

12. Phillips founded First Leaside in 1989. From that time until November 2011, Phillips

controlled the operations of First Leaside and was its primary directing mind. Phillips and Davis

had signing authority in respect of all payments made from various First Leaside entities. Among

other titles, Phillips was the President, CEO and Secretary of FLSI and the President and a director

of FLWM. Phillips and Davis owned 100% of the common shares of rLWM.

13. 970877 Ontario Inc. (as above, "970877") is a holding company wholly owned by Phillips.

14, The defendant, Margaret Davis, is Phillips' wife. She is also a Director and Officer of a

number of First Leaside entities. At the relevant tithes, her day-to-day duties included acting as
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supervisor of all banking operations for all First Leaside entities. Since 1999, Davis has been the

sole owner of the Uxbridge Property.

The Uxbridge Property

15. Davis purchased the Uxbridge Property from FL Securities in 1999 for $400,000.00. At

the time of the purchase, the Uxbridge Property was a modest bungalow on approximately

eighteen acres of land. Since that time, it has served as Phillips and Davis' personal residence.

16. On January 1, 2004, Davis entered into a lease agreement with FL Securities (the "Office

Lease Agreement") setting out the financial terms of an agreement to run and operate First Leaside

from the Uxbridge Property. (Prior to the events leading to the CCAA filing, discussed below,

90% of First Leaside's business was operated out of the Uxbridge Property under Phillips'

direction.)

17. Pursuant to the Office Lease Agreement, the term of the lease is seven years, running until

January 1, 2011. The Office Lease Agreement further provides, inter alias

(a) "The said Lessee shall pay to the Lessor seventy-five percent (75%) of all

electricity costs and forty-four percent (44%) of all-other expenses, including, but

not limited to: maintenance, utilities {excluding electricity), insurance, property

tax, security and capital improvements (the "Rent")"; and

(b) "The Lessee hereby covenants with the Lessor that the Lessee will pay the Rent

herein reserved at the times and in the manner aforesaid."

1 S. In 2008, Toronto-Dominion Bank ("TD") was granted a mortgage on the Uxbridge

Property for $900,000.00.
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19. On June 20, 2012, the Uxbridge Property was listed for sale at a listed selling price of

$2,290,000.00. It was sold on August 7, 2012 for $2,235,010.00 with a closing date of October 1,

2012.

Events Leaduig to First Leaside CCAA Filing

20. In the fall of 2009, the OSC eommenc~d an audit of First Leaside. In or about March 2010,

the OSC escalated the audit to an investigation of First Leaside.

21. On March 5, 2011, and in connection with the OSC investigation, First Leaside, through

its counsel ("Counsel"), engaged an independent consultant, Grant Thornton Limited ("GTL") to

review its business operations, assess its overall viability, and report and make recommendations

about First Leaside's business, assets and operations.

22. GTL released a report on August 19, 2011 (the ".August 19 Report"). The August 19

Report advised, inter alia, that First Leaside was facing serious cash flow and operational

challenges, had weak financial reporting protocols, and proposed several recommendations.

23. On Novernber 3, 2011, the Board of Directors of FLWM appointed an independent

committee (the "Independent Committee") to assume all decision-making authority in respect of

First Leaside and to oversee its operations. The decision to appoint the Independent Committee

was made in consultation with Counsel and with the OSC.

24. On November 4, 2011, First Leaside retained GTL as an independent monitor to, in part,

satisfy the OSC that First Leaside was iinplernenting a restructuring plan.
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25. In late October 2011, the OSC advised First Leaside that it intended to bring proceedings

against it, First Leaside then negotiated and implemented a voluntary cease-trade order over all of

its entities on November 7, 2011.

26. In early December 2011, the Independent Committee appointed G.S. MacLeod &

Associates Inc. as Chief Restructuring Officer of First Leaside ("CRO"). The Independent

Committee asked the CRO to develop a workout plan for First Leaside.

27, In late January 2012, the CRO concluded that it was too risky and uncertain for First

Leaside to pursue a resumption of previous operations. The CRO's recommendation to the

Independent Committee was that first Leaside should undertake an orderly wind-down of

operations. The Independent Committee approved the proposed wind-down and the resultant

Companies' Creditors A~•rangement Act ("CCAA") filing.

28. On February 23, 2012, a number of First Leaside affiliated companies and limited

partnerships (the "Applicants") made an application to the Ontario Superior Court of Justice

(Commercial List) (the "Court") to commence proceedings under the CCAA (the "CCAA

Proceedings"). On February 23, 2012, the Court issued an initial Order pursuant to the CCAA (the

"Initial Order"). Among other things, the Initial Order affirmed the appointment of the CRO and

gave the CRO the power and authority to manage the affairs of First Leaside, including the

con-imencement of legal proceedings.

The Defendants' Unlawful Conduct is Revealed

29. Since the Initial Order was granted, First Leaside has discovered that Phillips and Davis

had for some time been improperly diverting and converting the assets of the FL Plaintiffs to their

own use and for their own use.
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Accounts Receivable

30. Phillips exercised his powers over the FL Plaintiffs in order to improperly divert

$3,843,549.92 of the FL Plaintiffs' fiznds away from the FL Plaintiffs and to Phillips and to Davis

directly, or to benefit Phillips and Davis directly.

31. Specifically, Phillips and Davis lived an extravagant personal lifestyle, which was funded,

directly or indirectly, by each of the FL Plaintiffs. For example, with further details to be provided

prior to trial, Phillips and Davis caused the FL Plaintiffs:

(a) to pay for landscaping, renovation, repair, utilities, telephone and other household

expenses relating to the Uxbridge Property, with title taken in Davis' name to

shield the Uxbridge Property from Phillips' creditors;

(b) to pay the salaries of household staff, including a housekeeper, a dogsitter and a

gardener;

(c} to fund the purchase of luxury goods, including rare wines and expensive art for

Phillips and Davis' own benefit;

(d) to pay Phillips' life insurance policy;

(e) to purchase Phillips' vehicles, and pay for vehicle costs, including gas, repairs and

other expenses;

(~ to pay personal credit card debts and other personal obligations;

(g) to pay Phillips' and Davis' personal taxes; and

(h) to pay for Phillips' and Davis' personal travel, hotel and meal expenses.
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32. The improper payments listed above were not approved by either the FLWM Board of

Directors or the Independent Committee.

33. Further, First Leaside has discovered that Phillips caused a further $2,632,250.00 of funds

to Ue diverted from FLWM by way of improper and unauthorized dividends caused by Phillips to

be declared by FLWM and received by 970877, a company owned by Phillips, and subsequently

caused by Phillips to be paid by 970877 to himself personally. The $2,632,250.00 in improper

dividend payments were made between 2004 and 2010.

34. Phillips made no requests of the FLWM Board of Directors to declare the dividends, nor

were any resolutions passed by the FLWM Board of Directors with respect to the payment of

dividends to 970877. Rather, the dividend payments were unauthorized and made unilaterally by

Phillips for Phillips's personal gain.

35. Together, the costs, payments, expenses and improper dividend declarations listed above,

and others, were made entirely for the personal benefit of Phillips and Davis and in no way

benefitted First Leaside. These funds were diverted from the FL Plaintiffs exclusively for Phillips

and Davis' personal gain.

36. Accordingly, the FL Plaintiffs seek an order requiring that Davis, Phillips and 970877

reimburse the FL Plaintiffs fox the full $3,843,549.92 in personal costs and expenditures

improperly charged to the FL Plaintiffs, and unauthorized dividends improperly paid by the FL

Plaintiffs, as set out above, plus additional amounts, the details of which will be provided prior to

trial.
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Loans Receivable

37. Phillips and Davis have also received improper and unauthorized loans from FLWM.

3 8. Phillips has received loans from FLWM in the amount of $202,420.00 which have not been

repaid, as evidenced by two promissory notes. The first is dated December 31, 2009 in the amount

of $50,000.00 USD (converted at the time to $52,420.00 CAD) with an interest rate of 4% per

annum. The second is dated December 24, 2010 in the amount of $150,000.00 with an interest rate

of 6%per annum. Both promissory notes are signed by Phillips in favour of FLWM.

39. Similarly, Davis has received loans from rLWM in the amount of $160,000.00 which have

not been repaid, as evidenced by two promissory notes. The first is dated December 24, 2010 in

the amount of $150,000.00 with an interest rate of 6% per annum. The second is also dated

December 24, 2010 in the amount of $10,000.00 with an interest rate of 7.5% per anmlm. Both

promissory notes are signed by Davis in favour of FLWM.

40. The loans to Phillips and Davis set out above were not approved by the FLWM Board of

Directors.

41. Accordingly, the FL Plaintiffs seek an order requiring that Davis and Phillips pay FLWIVI

for the full $362,420.00 representing the funds loaned to them, plus interest in accordance with the

amounts prescribed in the promissory notes, and as evidenced by the promissory notes referred to

above.

Improvements to the Uxbridge Property Funded by the FL Plaintiffs

42. In addition to the $3,843,549.92 of funds caused by Phillips to be improperly diverted from

the FL Plaintiffs to fund Phillips and Davis' personal lifestyle, Phillips also caused a total of
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$2,541,419.50 of improper payments to be made by FL Securities and FLSI to Davis directly, or to

benefit and improve the Uxbridge Property, and thus to ultimately benefit Davis directly, as

evidenced by:

(a) $1,687,564.00 in leasehold improvements to the Uxbridge Property caused by

Phillips to he paid from FL Securities (the "Leasehold Improvement Payments");

{b) $267,855.50 in payments towards the purchase and maintenance of a windmill on

the Uxbridge Property caused by Phillips to be paid from FL Securities (the

"Windmill Payments"); and

(c) $586,000.00 in improper rent payments caused by Phillips to be paid from FLSI

(the "Rent Payments") to Davis.

I easehold Impr-ovement Payments

43. As set out above, the Uffice Lease Agreement pertaining to the Uxbridge Property

provides that the lessee, FL Securities, shall pay 44% of all expenses (the "FL Securities

Allocation"), including, but not limited to: maintenance, utilities (excluding electricity), insurance,

property tax, security and capital improvements. _

44, The Office Lease Agreement was entered into for the sole purpose of improperly enriching

and benefitting Phillips and Davis and was not in the best interests of FL Securities. Simply, the

Office Lease Agreement was a vehicle pursuant to which Phillips and Davis diverted money from

FL Securities to themselves to fund their lifestyle and increase the value of the Uxbridge Property.
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45. The Office Lease Agreement is oppressive and was entered into in breach of the

defendants' duties owed to the FL Plaintiffs. The Office Lease Agreement is void and/or should

be set aside.

46. Since 2004, Phillips and Davis have directed the following Leasehold improvements to be

made to the Uxbridge Property using money of FL Securities:

(a) extensive renovations and upgrades to the bungalow, including additions,

renovations and improvements to the living quarters, the establishment of a fitness

room and a rooftop deck;

(b) significant landscaping development, including the development of .a pond and

well on the property;

(c) development of a stone pathway entrance to the home and wrought-iron fencing;

(d) development of a spa, swimming pool and waterfall on the property; and

(e) the addition of a large garage with a fully finished loft therein on the property,

which garage also housed an atrium and a greenhouse.

47. Further in spite of the FL Securities Allocation, Phillips has, since 2004, directed FL

Securities to pay 100% of all expenses in respect of all Leasehold improvements to the Uxbridge

Property, and FL Securities has done so at Phillips' direction. Although 56% of leasehold

improvements were notionally allocated back to Davis (the "Davis Allocation") in accordance

with the Office Lease Agreement, the Davis Allocation was charged to a loan receivable account

due from David Phillips on the books of FL Securities. As a result, FL Securities has effectively
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paid for 100% of the leasehold improvements to the Uxbridge Property. Neither Phillips nar Davis

has paid for any portion of the leasehold improvements personally.

48. In any event, none of the leasehold improvements giving rise to the $1,687,564.00 of

leasehold improvement payments paid by FL Securities are in any way linked to the business,

affairs or operations of First Leaside and, as a result, can not be deemed to be contemplated by the

Office Lease Agreement. Rather, each and every one of the leasehold improvements was made to

personally benefit Phillips and Davis.

49. As a result, the leasehold improvement payments caused by Phillips to be made from FL

Securities to benefit the Uxbridge Property were made in breach of Phillips and Davis' fiduciary

duties and duties of loyalty, and constitute oppression, conversion, conspiracy, unjust enrichment,

knowing assistance and knowing receipt.

50. Accordingly, the FL Plaintiffs seek an order requiring that Davis and Phillips repay FL

Securities the sutra of $1,687,Sb4.00 representing the total amount of leasehold improvement

payments caused by them to be paid by FL Securities to benefit the Uxbridge Property.

S 1-. As a result of the leasehold improvement payments, the value of the Uxbridge Property has

been greatly increased at the expense of the FL Plaintiffs and for the sole benefit of Davis and

Phillips.

52. The Uxbridge Property, purchased by Davis for $400,Q~0.~0 in 1999, was listed for sale on

June 20, 2012 at a listed price of $2,290,000.00. It was sold on August 7, 2012 for $2,235,000.00

with a closing date of October 1, 2012.
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53. As a result of the above, the FL Plaintiffs seek an interim, interlocutory and permanent

injunction enjoining Davis and any corporations controlled or owned by her, or anyone acting on

her behalf or at her direction from dissipating, depleting or otherwise interfering with any funds

resulting from the sale of the Uxbridge Property or any of its related assets, as well as an Order

permitting a Certificate of Pending Litigation to be issued and registered against the Uxbridge

Property

Windmill Payments

54. In addition to the $1,687,564.00 in improper leasehold improvement payments benefitting

the Uxbridge Property and the defendants paid f'or by FL Securities as set out above, Phillips and

Davis also caused FL Securities to make $267,855.50 in improper payments towards the purchase

and maintenance of a windmill on the Uxbridge Property.

55. The windmill is owned by F.L. Research Management, a company that is owned by

Phillips and Davis. The windmill in no way connected to the business, affairs or operations of

First Leaside and, as a result, can not be deemed to be contemplated by the Office Lease

Agreement. Rather, each of the improper windmill payments was made for the personal benefit

and enjoyment of Phillips and Davis.

56. Accordingly, the FL Plaintiffs seek an order requiring that Davis and Phillips repay FL

Securities the sum of $267,855.50.

Rent Payments

57. In addition to the Leasehold Improvement Payments and Windmill Payments detailed

above, all of which served to benefit and improve the Uxbridge Property and thus betxefit Davis
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and Phillips directly, since January 2005, Phillips and Davis caused an additional $5$6,000.00 of

"rent" payments to be paid by FLSI directly to Davis.

58. Specifically, Phillips directed FLSI to improperly pay Davis $6,000.00 in January and

February 2005, and for every month thereafter until November 2011, Phillips directed FLSI to

improperly pay Davis $7,000.QO per month.

59. These lump sum payments are not authorized by the Office Lease Agreement or by any

other agreement and are entirely improper. The payments were made directly to Davis for her

personal benefit old at Phillips' direction. Accordingly, the FL Plaintiffs seek an order requiring

that Davis repay FLSI the sum of $58b,000.00 representing the total amount of "rent" payments

she received from FLSI.

60. As the primary directing mind of First Leasidc and as President, CEO and Secretary of

FLSI; Phillips is jointly liable by causing the monthly "rent' payments to be made by FLSI to

Davis.

Damages Suffered by the FL Plaintiffs as a Result of the Defendants' Wrongful Acts

61. The FL Plaintiffs plead that they.have suffered enormous pecuniary losses as a result of the - ~ _

defendants' extensive wrongful conduct as pleaded in this Statement of Claim.

62. The defendants' wrongful conduct has been ongoing for years. As a result, the FL

Plaintiffs have suffered exponential losses for which the defendants are liable. The gains that the

defendants have received from their wrongful conduct have funded the defendants' extravagant

personal lifestyle. The gains from the defendants' wrongful conduct have also funded extensive

renovations to the defendants' real estate, including the Uxbz-idge Property, and expenditures on
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assets related to the Uxbridge Property, which have drastically increased the value of the Uxbridge

Property at the expense and to the detriment of the FL Plaintiffs.

The FL Plaintiffs are Entitled to the Relief Claimed

63, The FL Plaintiffs are entitled to all of the relief requested herein, including the interim

remedies, interim and interlocutory orders which they seek as a result of the defendants' actions as

set aut above.

Misrepresentation and Fraudulent Misrepresentation

64. As the sole directing mind of First Leaside and as President, CEO and Secretary of FLSI

and President and director of FLWM, Phillips owed a duty of care to First Leaside, including all of

its entities.

65. However, Phillips has made inaccurate and misleading statements to the FL Plaintiffs with

respect to his use of the FL Plaintiffs' funds. He falsely represented that the FL Plaintiffs' moneys

were being used exclusively for proper purposes, when they were in fact being used for improper

personal purposes; specifically, to benefit and enrich hunself and Davis personally, and to benefit

and improve the Uxbridge Property.

66. Phillips made these false representations with the knowledge and intent that the FL

Plaintiffs would rely on them. Phillips' representations were false and, as a result, the FL Plaintiffs

have suffered the damages pleaded herein.

Breach of Contract, Fiduciary Duty and Duty of Loyalty

67. As the sole directing mind of First Leaside, and as President, CEO and Secretary of FLSI

and President and a director of FLWM, Phillips was in a fiduciary relationship with First Leaside

and owed all of First Leaside, including all of the FL Plaintiffs, the commensurate duties and
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obligations. He had a duty to act in the best interests of the FL Plaintiffs, to conduct himself

honestly and in good faith, and to avoid conflicts of duty and self interest in accordance with the

duty of loyalty.

68. Phillips did none of the above, Instead, he misappropriated, diverted and converted the FL

Plaintiffs' funds to himself and to llavis and for his and Davis' personal use and benefit In

flagrant breach of his fiduciary duties to the FL Plaintiffs, including his good faith obligations and

duty to avoid conflicts of duty and self interest, Phillips took advantage of his position at First

Leaside, benefitting personally for years by wilfully and entirely disregarding the FL Plaintiffs'

interests.

69. Similarly, Davis was in a fiduciary relationship with First I_easide, including the FL

Plaintiffs, due to her position as a Director and Officer of a number of First Leaside entities and her

role as supervisor of all banking operations for all First Leaside entities. Like Phillips, Davis also

misappropriated, diverted and converted the FL Plaintiffs' funds to herself and to Phillips for her

and Phillips' personal use and benefit. In flagrant breach of her fiduciary duties to the FL

Plaintiffs, Davis took advantage of her position at First Leaside, benefitting personally for years by

wilfully and entirely disregarding the FL Plaintiffs' intezests.

70. The FL Plaintiffs seek an accounting from Phillips and Davis and the entities related to

Phillips and Davis for all funds improperly taken and profits earned therefrom as pleaded herein.

Further, the FL Plaintiffs seek disgorgement of all funds improperly taken and profits earned

therefrom as pleaded herein and/or equitable and common law damages, in amounts to be

determined prior to trial.
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Oppression

71. At the relevant times, Phillips had the de jure control of both FL Securities and FLSI.

72. As sole shareholder of FL Securities and FLSI, FLWM has standing as a "complainant", as

that term is defined in section 238 of the C,'anada Business Corporations Act, R.S.C. 1985, c. C-44

("C13CA"), to seek a declaration pursuant to section 241 of the CBCA that Phillips and Davis have

exercised their powers over FL Securities and FLSI in a manner that is oppressive or unfairly

prejudicial to and that unfairly disregards the interests of FLWM.

73. As pleaded herein, Phillips improperly diverted funds from FL Securities and FLSI to

himself and Davis directly, or to benefit himself and Davis, and to benefit and improve the

Uxbridge Property. Davis, with the knowledge and support of Phillips, also diverted funds from

FL Securities and FLSI to herself and Phillips or to benefit herself and Phillips, and to benefit and

improve the Uxbridge Property.

74. These acts were committed by Phillips and Davis for the wrongful purpose of enriching

themselves at the expense of FL Securities and FLSI. These actions violated FLWIVI's interests

and expectations as sole shareholder of FL Securities and FLSI and were not in the best interests of

the companies.

75. FLWM reasonably expected that FL Securities and FLSI would continue to operate as

profitable ventures for many years to come. FLWM also reasonably expected that the companies

would be operated and managed responsibly ley Phillips and that FLWM would enjoy along-term

interest in the increasing value of these businesses. However, Phillips pursued a course of conduct

designed to deprive FL Securities and FLSI of many of their assets in order to fund Phillips and

Davis' personal lifestyle and to benefit and improve the Uxbridge Property. These wrongful
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actions unfairly disregarded the interests and expectations of FLWM and were not in the best

interests of the companies.

76. As a result of Phillips and Davis' wrongful acts, the plaintiff FLWM seeks a declaration

pursuant to section 241 of the CBCA that the defendants have exercised their powers in a manner

that is oppressive or unfairly prejudicial to and that unfairly disregards the interests of FLWM, and

damages caused by their actions.

Conversion

77, The defendants, Phillips and Davis, by their misconduct, wrongfully converted the FL

Plaintiffs' funds for their own use, as pleaded herein.

7$. The v~~rongful conversion of Phillips and Davis stems from their misappropriation ofthe FL

Plaintiffs' funds and their transfer of the FL Plaintiffs' funds to their own personal use. In doing

sa, Phillips and Davis intentionally exercised control over the funds of the FL Plaintiffs in a

manner that impeded the possessory rights of their rightful owners — FLWM, PLSI, FL Securities,

and First Leaside Finance.

79. In taking the FL Plaintiffs' funds for their own personal use, Phillips and Davis knowingly

and wrongfully converted the funds by treating them as if they were their own and exercising

unauthorized control over their use; for instance, to pay extravagant personal living costs, personat

debts, obligations and other expenditures, and to pay for leasehold improvements and additions to

the Uxbridge Property, as set out in detail above.

80. Further particulars of the conduct of the defendants are within their knowledge.
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81. As a result of the conduct of the defendants, the FL Plaintiffs have suffered significant

financial damages and losses as pleaded herein.

Conspiracy

82. Together, Phillips and Davis agreed upon and coordinated a deceitful scheme, the

predominant purposes of which were to commit a series of unlawful acts, namely the wrongf'u1 acts

of enriching themselves and injuring the FL Plaintiffs by misappropriating, diverting and

converting the FL Plaintiffs' funds for the puzpose of achieving personal gain, and to ensure that

the FL Plaintiffs remained unaware of their unlawful behaviour.

83. Further, the conspiracy between Phillips and Davis was planned and conducted in such a

way that Phillips and Davis knew or ought to have known that injury to the FL Plaintiffs would be

likely to result from their wrongful actions. As a result of the defendants' actions, the FL Plaintiffs

have suffered damages as pleaded herein.

Unjust Enrichment

84. The defendants, Phillips and Davis, have been unjustly enriched by their misconduct. As

described above, the defendants have benefited from their wrongful misappropriation and misuse e

of the FL Plaintiffs' funds, despite having no juristic reason for this eiu-ichment. The FL Plaintiffs

have correspondingly been deprived of the benefits of ownership over their own funds, as

described above. The defz~dants should not benefit from their misconduct. The enrichment they

have enjoyed from the misuse of Company money should be accounted for and disgorged to the

FL Plaintiffs.
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K~aowing Assistance and Knowing Receipt

85, The defendants, Phillips and Davis, knowingly assisted one another in breaches of their

obligations to the FL Plaintiffs, specifically, in breaches of their fiduciary duties and their duties of

trust and loyalty, in order to misappropriate, divert and convert the FL Plaintiffs' funds for their

own use and benefit.

86. Phillips and Davis had actual knowledge of, or were reckless ar wilfully blind to, one

another's wrongful misappropriation and misuse of the FL Plaintiffs' funds, and assisted one

another in breaching their obligations to the FL Plaintiffs.

$7. Davis has also knowingly and willingly accepted the fruits of Phillips' wrongful

misappropriation and misuse o£ the FL Plaintiffs' funds. As described above, both Phillips and

Davis have been greatly enriched by Phillips' breaches of his obligations owed to the FL Plaintiffs

and his wrongful misuse and misappropriation of the FL Plaintiffs' funds to benefit and improve

the Uxbridge Property,

Place of Trial

88. The plaintiffs propose that this action be heard in Toronto.

August 2~, 2012 LAX O'SULLIVAN SCOTT LISUS LLP
Counsel
Suite 1920, 145 King Street West
Toronto, ON MSH lJ8

Matthew P. Gottlieb LSUC#: 32268B
Tel: (416) 644-5353
Shannon Beddoe LSUC#: 59727B
Tel: (416) 646-7998
Fax: (416) 598-3730

Lawyers for the Plaintiffs
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SCHEllULE "A"

Part of West half of Lot 31 Concession 4, Uxbridge, Part 1, 40R1921, PIN 26856-0058 (LT),
Township of Uxbridge, Regional Municipality of Durham
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Fiduciary Duty: a duty obli~atui~; a

fiduciaxy to act with loyalty and

honesty in a manner consistent with

the besC isrterest of the beneficiary of

the f duciary relationship.

Merriam-[Y~ebrter's Dictionary of.I~aw

oux ~nsszo~ i

There is no risk worth r _.~___.
losing the trust of one's partner.

Duvid C Phi!lip~•

y the time we established First Leaside Wealth
hlanagernent Inc. in 2000, I had come to
understand, after 20 years in the investment

industnr, drat managing money on behalf of
others is s~ sacred trust. To be woxth~ of that
trust goes far beyond simple honest~~ and
integrity. It demands exceptional knowledge and
exper ent ce in order to seek aut the best financial
solutions and to avoid the many pitfalls and
misiakes that can plague an inti estor in ~*olatile
times.

Consolidation in the financial setzrices industr~~
has standardized financial advice, with most
fi~.rns selling similar financial products and calling
it service. It became our objective, therefore, to
redefine the relationship between ad~-isor and
client; to form a partnership, if you will, with the
ultimate goal of protecting the client's capital
while ma.~unizing uzvestment returns. To be
successful, our business model would need to
provide exceptional value to our clients at a cost
unprecedented for the financial services industry.
end in oxder to best serve our partnexs' interests,
that business mode] would also need to
recognize that suvin$ our clients' money is an
inv'atua e pbT art of'~ma ng it.

Most Ftrens think that a financial planner's job
ends at managing a client's balance sheet.
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At First. I.easide, we recognized that sometimes
the quickest waS to ma~nize a client's net worth
is to Focus nn the income .rtutc~nent, Fox most of
us, the amount of annual investable income is
ac#ually gwite small relative to total eam~d
income. Net investable income can, however, be
dramatically increased by reducing outlays
through a more efficient stnicturing of
household finances to minimize taxes and other
financial expenses—thus leading to substanrial
increases in net worth.

'tY/hen is does came to managing our partners'
income statements, we know that substanriall~
reducing transaction, management and other
investment expenses, while providing best-in-
class service and execution, improves investment
returns. In fact, by suhstanria.11y lowering
investment costs, our partners can actually ndarce
their risk profile while maxirxuzing their return
on high quality investment products.

Keeping Che confidence of our partners is our
primary• mission. To da that, one needs solid
investment performance, and that means
avoiding mistakes. Therefore, managing money
successfully for the long term means a~roiding
unnecessaxy risk. First Leaside believes there is
nn risk worth lasing the trust of one's partner.

~~s investment advisors, we understand that the
average investor is simple looking for an honest
and competent financial.. guide—someone who
can say "if I were you I'd..." or spmeone who
can show an investor a more efficient way to
aclueve their financial objectives. Above all,
investors axe looking for someone they can trust.

~t First Leaside Wealth: Management Inc., we
belie~*e it is time to bring back the role of the
trusted family financial advisor whose
cominirment to fiduciary duty is unimpeachable.
Our partners can also be confident that First
L.easide advisors are surrounded by a team of
professionals who represent the best resources
of the financial services industry.

David C.: Philli~ir, FC.S.T..
P~sident card Chief F_.xecuiive O,~icer,
Fiat Learide Group of Commpanfes



_~. NEB' BU~i\'ESS P_'iR~DIGt~f

A New Business Paradi mg
for ~-

~~~~x ~~~~z~xa~~,~~za
~~

FIDUCIARY DUTY RFQUIR~'S A LOW-COST MODFL

believed spine 22 years ago that thexe vas
need in the investment industry far a firm
dedicated to servicuzg retail (individual) clients
with the utmost focus on quality advice ~vlvle
providing aloes-cost model.

Under the prevailing indusuV business model,
advisors are cost-inefficient and a major drain on
an}' return involving safe money. The
investment advisorldistribution network has
become expensive and its value debatable.

A recent Harvard study, entitled Assessing the
Costs and Benebts of Brokers in the Mutual
Fund Irtd~stry, failed to find tangible benefits
in the broker distriburion channel, concluding
that "An even broader polity and busuiess
question is whether distribution channels—
which have experienced less academic scrutinq—
are agents that improve the welfare of the
households why trust them."

Clearlq, any advisor paying attention to their
Fduciarr duty realizes that lowering costs is an
integral part of doing our job.

So we asked ourselves, how can the current
business model be improved for clients and
brokerage owners alike? Tn particular, how can
this model be reshaped in a ~vay most conducive
to serving clients as a trusted familp financial
advisor.?



NEB' BUSINESS P:1R~DIG~i 5

RISK 1i~lANAGEM~'NT &HOW W.~' MAtVAG~' MONEY

~~ have evaluated what it means to manage
~vealth intergenerationally, and have
identified the requisite parts for a gnod
wealth manager when pxeservin~ and
enhancing family wealth across
generations is the. prime objecti.~e. You
must be able to evaluate risk properly and
understand economics in a hiFtorical
context

A simple look at North American interest
rates and stock market p~rrformance over

90 Day UST-Bill
,~.~ , - -

,~~ .__-- ---.---_T_~.---._ _._____ _

e.wx t - ----- --- 
-... 

__ 
__ ..

so,,, ~ .__ _ __. ------- --- ____ ____._.__~...._,__._ _-_----- - _
o.«~ i . _

r C~ T O~ A A Oi A C~ O~ A OI T OI tl~ P A OI T tl~ G~ O~ Obi C~ P A O~ Q~ ~~ N 0~ S O O 4 tl

a cesitury reveals drat the t>anables are
infinite. In fact, given sufficient time, all market variations will occur. Therefore, time is your only real vaxiable.
Solid investment performance over the loxi~ term means avoiding costly mistakes.
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First Leaside management is ideally positioned with
extensive experience in managing and evaluating risk.
One of our Founding partners, DR I.EO DE BEVER
is particularly well-regarded in this area.
A member of the Board of Directors of First

Leaside ~lealth Management Inc., Dr. de Bever is a
world-renowned investor, xecendy hired as the first
chief executive of Alberta InvesCment Management

Corp. Managing approximately $70-billion in public sector funds,
AIMCo is ranked among the largest pension funds in Canada. Dr. de
Bever returned home from Australia where he had been serving as Chief
Investment Officer of Victorian Funds Management Corporation,
managing investments of approximately X39-billion for entities of the
State of Victoria. He was Chief Forecaster for the Bank of Canada and,
more recently, held positions as Executive Vice President of Manulife
Financial Global Investment Management, the largest Canadian based
insurer with worldwide assets of X90-billion, and Senior Vice President
Research and Economics of the no~v $96-billion Ontario Teachers
Pension Plan Board. Over the past thirty years, he worked in both
public and private sector conte.~cts, focusing in the last decade on non-
traditional but risk-efficient ways to meet long-term pension and
insurance obligations, his main emphasis being the improvement of how
managers match risk and return of long-dated obligations with listed
securities and non-traditional assets like corporate indexed-linked bands,
timberland, infrastructure, commodities, and real estate.

DAVID PHILLIPS, F.C.S.I., President and CEO
of First .Leaside ~X%ealth Management Fnc., has 30
years of insight into the brokerage izidustry. He had
been a retail advisor at some of Canada's largest
bre,kerages, with a successful caxeer as an experienced
account executive, trader and risk reward specialist.
After eight pears in the securities industrp, specializing
in tax-advantaged investments (i.e., limited

partnerships), Mr. Phillips became the president of Fitst Leaside Capital
Inc. (FLT in May of 1988. His abilitp to source, market and manage
real estate partnerships has allowed First Leaside related properties to
grow to nearly 2,300 residentia.t rental units and other real estate assets
worth r~aore than $135-million (U.S.) in the United States and Canada.

In 1997, Mr. Fhillips led First Leaside's analysis of the structural
impediments of the industry that prevent advisors from giving good advice.

He quickly realized that most firms are ui the business of selling risk,
and are making large profits doing so. However, the greater pour
exposure to risk over time, the greater the probability that you will
eventually experience significant toss. Since a trusted family fuiancial

advisor manages intergenerational wealth whsch by its men- nature will

see markEt crises over a long period of ame, he concluded that the
current industr} brokerage structure almost assuredly spells disaster.

After evaluafing risk, two
integral parts of wealth
management are tl~e
ability to give good advice
and the ability to execufe
efficiently on that advice.
Giving good advice
requires more than
knowledge. Frequently,
advice is influenced by
the business structure of
the brokerage.
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THE' N~'ED f'OR A NF, W WEAI. TH MANAG~'ME'nTT A~f ODFI_

.~~ in~Testment industry structure has inherent biases towards risk. The following table demonstrates haY~

tm~r~action blur potent~all~• distorts an advisor's recommendation because the compensation structure has built

in reward; when an ad~-isor increases a cli.etit's exposure to risk. In fact accorduig to Xnve3~tment Exeetititle,

I',rit~'s Financial Services ~°~utharit~r is na~v confronting the idea that corrunission .revenue may be natuzallj=

iacornpatible with indc~endent advice.

7~'PICAL GROSS SALES CO1t~IMIS'SIONS SCHEDULE'

L~;.'4S R~~K

INVESTM~;N"T' 1'R.C~I~U~:~l~ ~t~t,~~ L~?IvtMttiti(C)N 3

T-Bills

Commercial Paper

Banker's Acceptances

GIC's

Government Bonds

Corporate Bonds '

Stacks '

Mutual Funds 2' S

Income Trusts '~ 5

Hedge Funds '

~D% - 1 t4%

1/8%-114°!0

1/8% -114°l0

< 1%

1%-2%

1%-~%

2.5% - 5% +Trailing Commission

3% - 7°/n

3% -15°I~

1. Firm may also be paid underwriting proceeds and corporate advisory fees.
2. Commissions paid to industry advisors make up 30% - 70% of the figure
'3 All commissions are estimates and actual amounts may vary depending upon individual fiRn's policy.
4. Because stocks are traded more frequently than mutual funds; actual commission paid in a year can 5e significantly increased

depending upon the number of transactions involved.
5 Equity ownership as opposed to guaranteed dent investment.

THE' F~'E BASF_ D MOUEI, I.S' NOT AL WAYS THE ANS'W.~'R, ~'lTHER

~6'f`here annual fie-based structures are used b~- firms as 1I] 1IiCIL1a11Vt; tU COlIlI111SS1UtIS, a ~OCeTIC1aI ~7C1d1fCl IIIQJ'
towards high-yield, high-risk products also emerges. This is because a 1.5-2 per cent fee consumes nearly
t.wo-thirds of earned renirns can consen*atice investznenr. portfolios holding safe assets. T'hPrefore, exposure
to higher le~Tels cif .risk is the only wa}~ to avoid the erosion of returns on safer lower-yield investrxaent
products.

This anal}-si5 became the foundatic~ri for. a ne~v wealth maz~a~ement model.
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The First Leaside
C~ .f~~fC~jl. , , R

R~'DUClNG COST & ADDfNG YAL UE

1 e have developed a model that reduces both
clients' costs and risks. In the pxocess, we have
earned a reputation for safe money management
b3= remo~•ing the industc5 incentives that tend to
steer client portfolios away from safe investing_
nur model eliminates typical broker
commissions in Favour of a nominal annual
management fee based on portfolio site. ~t only
a fraction of the industry average, our fee
structiue is designed to have a negligible impact
on returns on conser~arn=e in~~estments.

'~~
~~~

Fee Effect on $1 00 of Invested Capital
(5%compounded real rate of return)

g~,saa~o - -- - -- - ._......_

56,500.00

$5,500.00

S4,500.00

$ 3, 500.00

Sz.50Q.OD

52.50~AO

S 500.00

A 2% annual tee based on assets under management reduces return`s
by 5095 over a 45 year period when compared to a 0.596 annualfee.

Remember, the easiest mone}~ earned as an
in~~estor is money saved. t1s an ad~~isor, isn't it
as unpartant to save your clients money as it is to
make them money? This takes on even greater
sigcuficance ~vhen applied multi-generationall3r
over time. The old adage holds true, "a dollar
saved is a dollar earned."

if clients can save 2 per cent amrually on their wealth
management fees, fhis could constitute a third of their capita!
once the impact of ccmpour~~+in~ is oaken into ronsiderafior
aver a 10-year period.

it V~ .-i M tf1 h Q1 M tJl t~ O1 ~-I M V1 f~ QI NQ My~ 1t1 1Q~ Gai .-1

O O O Q p O O o O O O d C! O O O O O C7 O O tl O
N N N N !V fV N N N H N N N H N fV N ('V N N N N ry



T.HF:; F~IR.ST I,F.:~SIDE SOLUTION i 9

By keeping client costs to a minimum, we belie~re that eve can attract a caliber of client and volume of
business that will more than compensate for the massive reduction in fees.

In order for this model to work, the firm obviousl}~ needs ro execute efficiently 'to minimize operational
costs.

Our txadin~ platform has been used by such
firms as E*Trade fot efficient clearing,
settlement and custody. We outsource to
Penson Financial Services Canada Inc., a
member of the Pensan Worldwide group of
companies and Canada's largest .independent
provider of correspondent clearing services.
With access to over 30 marketplaces, Person
provides trading and product solutions to a wide
range of financial services firms, including full
services brokers, institutional firms, online
brokers, Alternative Trading Systems (ATS),
ICPMs, market makers, bond dealers and
undenvritexs.

~~

~~J
1

.-1t First Leaside, keeping the confidence of our investing partners is our primars~ mission. ~~v'e are proud of
our impressive track record of efficient client service and understand that anything that can erode
confidence and impact the goodwill of our partners is a primary risk to the business. VG'hen your gr~odtvill as
actually worth zero on the balance sheet, gou're out of business.

CHRISTINE CHANG,
Vice President of Operations
for Hirst Leaside Sec.-urities
Inc., is an e~cpert in all facets
of administration and order
execution. Her consummate
attention to detail and

e~rperienee stand our clients in good stead b}~
znin,imizing costly administrative errors. Under
her guidance, the firm has taken additional steps
to reduce that risk as much as possible.

We are, for exaanple, the only investment dealer
in the country with a polic}' o£
pie-canfunung client orders in writing to
elimixiate anv second guessing -a critical
element. We.'vP reduced trading errors to
negligible. 1'he film's record for error-free

First Leaside in-house Legal
Counsel, LEON EFRA,IM,
LL.B., series as Chief
Compliance Officer far First
Leaside Securities Inc. His
professional expexience is tailor
-made for First Leaside. He

began his legal career at the Alberta Securities
Commission and the Canadian Venture Exchange,
followed by a year at the Calgary offtce of Osler
F~oskin & Harcourt rZ,P, where he practiced
primarily in the areas of corporate and securities
law. He then practiced at the prominent Carry
securities i~autique, Bursta.11. ~~/inger LLP, until
mowing to Toronto in 20Fk~ to serve as Counsel
for astart-up medical t~echnolog~ campaxiy and a
wealth management/mutual fund company.

txading is among the best in the industry.
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TH.E NFFD FUR .~X~'MPLAR Y" COM PL.1~1 NCE

r i~~n investment firm's most important asset should be its integrit~~. And une of the best indicators of that
integrity is its record of compliance, since "compliance" is a rule-based system designed to enforce integritt~.
First Leaside belie~ces it just makes good business sense to promote a "culture of compliance." From an
investor's point of view, we want to pzovide efficient execution and good sereice. From an owners point of
view, we want to eliminate certain business risks by furtheric~ a culture of cotr~pliance.

Joining Ivls. Chang, NIt. Phillips and ~;Ir. Efraiin in establishing and maintaining that
culture of compliance at First I.easide Securities Inc., is Chief Financial Officer BRIAN
SUTTON. Mr. Sutton heads Sutton Boyce Gilkes Regulatory Consulting Group Inc.,
the successor company to Cassels Brock Regulatory Consulting Inc., the affiliated
consulting company Af Cassels Brack & Black~vell LLP specializing in all legal and
re~ulaton• aspects of securities registration for dealers and adc*isers in [~ntario and across
Canada. Fie spent numerous years with Price Waterhouse befoze becorrung the first VP
of Finance for the r~lbetta Stock Exchange. From there, he moved into the industry- in

key operational and compliance roles, first ar Peters & Co. 1.united in Calgary, and then ~vith Scotia Mcleod
Inc. ui T'oronto and I ondon, England as Chief Financial Officer. He literall}' knows the industry* inside nut,
offering the unique perspective of someone with an accounting background .uho has been a regulator and
an industry participant, with aver 25 years of experience at the very highest levels.

Clients also need to be assured that their invested wealth is secure. As a
smaller firm, eve recognized that oue business model must address the

_~~~ ~` perception aznong some retail investors that larger firms provide greater
'~ protection of client assets than smaller firms.

1 For this reason, in 20 4, First Leaside Securities Inc. became a member
Canadian Invcs[or Protection Fund ' of the Investment Dealers Association of Canada (IDA) —now the

M E l~/I B E R Investment Industry Regulatory Organization of Canada
(IIROC). IROC membership enables the 6zm to participate in the
Canadian Investor Protection un set u e uivestment
in us to ensure e return o customers' securities, cash balances and
certain other property wi e is an investment ea e~'r tit
is a CI'PF-member. is no a e pt.

II RO C Q C RC VM CIPF is the eat brokers e fnm equalizer. Smaller firms become, in a
imesunen[ Innuscry organisme canatllen de 1 ~L L
Rrgul.7toN Or~ullZatior, reglementalion du commerce sense, more secure than larger ones, ecause Ole tJAtl~ t O 1
~f iai~ada des ~aieurs mobilitres

s er firm has less rotenual to exhaust the fund before all o the
~irtn's cents receave the maxunum owable coverage for their
accounts. However, relatively few ba ptcies ha>>e occurre among
member invesunent dealers given their adherence to exacting CIPF and
IDA/IIROC compliance standards.

~ KPMG LLP, the auditor of First Leaside Securities Inc., is a Canadian
member Firm of I~I'MG, a global network of professional firms
providing 1'~udit, Tas, and Advisory services, and operaring in 146
countries with more than 140,000 professionals.
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INFORA~IATI~N TEC.f~NOLOfiY.' MA/NTfi1NING A COMPE'T/TlVt~ ADVANTAGE

~`Tirst I,casicie is also investing heavily in deg;eloping its own IT' solutir~ns to ratchet up the firm's ability tt~
provide more comprehensive infortnarion rc~ ~t greater number of clienrs. l~'e have, for example,
irnplemc:nted proprietary computerized si=stems allowing clients to access all Uf their accounts and tax data
at an uiir~recedc~~ted evaluative level ui the uidustry. "I1~is s~;stem enables the team to coordinate accounting
and service iruc~ one cohesive unit, yieldi~ig e~~en neater efficiencies in service opportunities.

DALWINDER SINGH, l~ianager of Infoxrnation TechnUl.ogy for First Leaside VG'ealth
11-Ianagement It~c., leads a team of five in-house experts plus contractors to develop
s3'6CPIIIS chat increase efficiencies az~d enhance client sere*ice throughout all company
c~epartsnents. His mastery of infrastructure, systems arelutecturc, security, and application
developrnenx is married ~virh a keen uisight into the needs of a securities term gained
through his years with R~Ianulife Financial Inc..

~:
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Famil Estate &TaxY
-~ t X111 ~>~~~~>z~~~~

THE A~f ERGING OF FINANCIAL & TAX ADV~C1

~:Jhe future gxotvth of the investment industrc~ will
inevitably be fueled b}- the merging n€ financial
and tax advice.

First Lexside's own growth stxateg}- ahead}=
places strong emphasis on the expansion of
in-house services available to first t..easide
partners and providing a market for further
growth. Spearheading this expansion axe Joanna
Hampton and Leon Efraim.

First Leaside is t~uilding t~c~ 22 }•ears of
demonstrated acumen in e~*aluating and
sttvcturitig tax efficient products. ~~'ith more than
I,~GD high net worth inrestars benefiting from
aver $l0U-million ui innovative product
originaCion through the course of the past sip
k~ears alone, this critical mass of retail clients

translates into inscitud~nal clout. It enables
indi~Tidual plrtners to access greater opportuni-
ries as a team than would be available to them
individually°, be it through our tax-efficient real
estate limited partnerships or other investment
vehicles. It is interesting to dote that investors do
not necessaril~r get the best deal when transacting
with banks and other large financial institutions
despite their insritutonal bu~~ing power.

As part of First Leaside's commiunent to evolt -
ing its sc-rvices t~ meet the needs of clients, we
realized that: it would be a natural, logical exien-
sion to mope into the area of ta.Y glamung for
our investors. In fact, it became a requisite
necessity of doing our job effectively.

t1nd, again, by extension, cvhat could be more
integral to building f~.mi1}r wealth than estate and
iax planning.

1'ropex family estate and ta.g planning often takes
years to develop and requires expertise in
accounting, taxation and the la~v.



Fr1~iII,1' E5TA'TE & T_~~: PL<?~N\fING I 1

~s Director of Finance of the First Leaside Gxoup of
Companies and President of F.L. Securities Inc.,
JOANNA HAMPTON, CGA, manages the day-to-
day accounting Euncticros £or the organization and
First Leaside's limited partnerships.

Ms. Hampton draws Erom a wealth of experience, at
the senior accounting Level, in.both personal and cor-

porate taxation and business valuation, as well as management of ac-
counting, tax and cash distribution requirements for limited partnerships
owiung commercial and residential rental propexties.

Her role also extends to all t~~.x aspects of the First Leaside Group of
Companies and First Leaside's limited partnerships and partners.

First Leaside Accounting and Tax Services Inc. is dedicated to pro-
viding tac advisory, preparation and related services for clients' personal,
corporate and U.S. income tas needs.

First Leaside in-house Legal Counse], LEON EFRAIM, LL.B., works
with Ibis. Hampton to ensure that our innrnTative tax solutions are in Line
with Canadian and U.S. tax la~v.

~if~, Accident &Health

~.1 ~>1 fill IrG~ l Z~C'~

~`_~RST LEASIDE INSURANCE INC. was
established in 2010 to sere First Leaside clients
requiring a review of their existing uisurance
contracts and advice on this particular area of
inter~enezational wealth management.

A licenced Iife insurance agency in the Province
of Ontario, First Leaside Insurance Inc.
pro~rides services with respect to life and
accident and health insurance.

The First Leaside Insurance team inclueies
indus~ veteran and edticat~r JIM BULLOCK,
Featured as the insurance e7cpert for the
CI3C MARKE77'1.t10E segment, "In Denial",
originally broadcast in February 2008 and
mailable for rep=iew online.

Igor further inEor~natian, please contact First
Leaside Insurance Advisors JOHN WILSON
and WARREN I7~ILJOHN.
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~1t First L.easide, our strength is our ability- to
kno~v our partners, discover their. financial need,
and design a product to fit that need. This is an
area where fees are justified in return far
providuig specific value.

tllthou~h we concentrate on safe moneS~, we also
know how to take risks by correctly- using the tax
system as a cushion against risk.

~~'e reco~nire that. it is essential to work with
both the client's balance sheet AND income
statement.

Our formula for outperforming other uirestment
rehicles over the long term combines the
reduction of wealth management fees anc~
income rases with the use of snore efficient safe
financial products.

As Director of Investor Relations, JOHN WILSON is responsible for the client
experience—an important aspect of client service. Ong of First Leaside's founding
partners and along-serving member of the board, he had been a beneficiart for many
years of the high returns enjoyed by clients. His intimate knowledge of both our
operations and or►x~ partners made him the ideal candidate to lead the company's
expansion of its real estate securities and other value-added services. His career spans
twenty-six years of corporate and international management in Canada, USA, Australia.
and South East Asia with Nordson Corporation, the world's leading producer of

precision dispensing equipment. In 2002, he relocated from Atlanta, Georgia to become President of F.L.
Securities Inc. In 2004, he was appointed the Director of Investor Relations for First Leaside Securities Inc.

JOAN WILSON, CA, Director of Real Estate, brings a tttemendous degree of expexrise
and leadership strength to First Leaside in the areas of business process design, project
management, accounting system development and real estate management. Following

three years with KI'MG LLP in senior accounting and ~toject management roles, she was
involved in the process of taking Retirement Residences ItEIT public in 2001 as Director

of Financial Services for Central Pazk Lodges. Immediately prior to joy^~ First Leaside

in 2004, she concentrated on multi-zesidential real estate and life lease developments as

Chief Financial Officer for St. Paul's L'Amoreaw~ Centre, a registered charity.

~~
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Real Estate
~t~l-~~lt

~ne of the keys to our success is the strength of
our real estate asset management. Knowing
when and how much capital to judiciously apply
in order to implement spedfic property
strategies. That kind of knowledge has been
critical to our over-alI performance. One can
easily invese too much capital with the same
effect as too little—=a disastrous outcome v~rith
poor investment returns.

At First Leaside, we have learned ho~v to
implement specific cotrcctive-ac~i~n campai~,ms
for under-perfomvng properries.

Our asset-management models provide die
blueprint for remarkable financial success. Since
1992, First Leaside partners ~a~re benefited from
capital appreciation and tax-efficient uicome
generated b~~ rental properties. Part~iers in its
pioneering deal, lx'imberlp Apartments I.irnited
Partuerslvp, have enjoyed a monthl}•-paid cash
t1o~v, as well as substantial Canadian income tax
deferrals, with total returns averaging more than
9 per cent annuall~~--rafter tax! ~

Our e~.pertise in multi-€amity rental properh~ acquisition and management is evidenced b}~
an expanciui~ real estate portfolio in Texas as well as in our home pro~•ince, Ontario. in
the Dallas-Fart worth and Shcrn~an azeas, First I.easide's portfolio of more than 2,100
apartment units is managed by SHARON GAI.IPEAU, President of Leaders Corpora-
tion. luring First Leaside's 21-gear relaticanship with Ms. Csalipeau, that portfolio has
grown from tivo properties acquired for $10-million (L'.S) to 13 properties valued at
more than $100-million (t,7.S.). Progtatns like the First Leaside Children's Club (an after
school and summer learning progr:un) add value for our residents. I~4s. Galipeau and her

team bring acumen, excellence and commitment to the table, recognizing that the asset extends beyond the
bricks and mortar of a property to the very tenants themselves. Satisfied residents translate into high occu-
pancy and low turno~Ter rates, ~*ieldin~; impressive resutks.

i "I'he inciieutecl after-tax ratr c~E ietum fir Wimbcxip Apamni:nt. Ianuted Pumrrship ~.~ based on a cc~mbineci federal and pr<ntincinl marginal n~

came taa gate of 4G.~1" ~, a eiistribua~m rr-invrstment of i.5° ~ aker tnx, and net asset value jeer unit of US1~30.70 as of tiepte.Tntxr ~1D9. '!hr actuv
afre~r-tax rates of return maq be diffi~rent dcprnding on rari<ws faetun inc}udinf,+ date of dispt~sition, applied tax rate, timing of actwll capitrl gain
ineiusi~ns ai d deeluctions. \CJhem an ixtvialment is denemiina~ed in a curn~nc} othc7 than the local currencg, changrs in the e~changr races mad• ha~-c

~i~ adverse effect on the value, prim or income of that im escmcnt.
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DALLAS/FORT WORTH & SHFA.MAN PORTFOLIO

Valued at more than $100-million (U.S.} by an ondependent valuator in September' ~~~09, Fers'

Leaside's portfolio of Texas-based income-producing properties is indicative of the type of propertie
which enay be acquired by First Leaside in the future;.
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CANADIAN POR TFOL10

h First Leaside Group of Companies is pursuing a strategy v£ acquiring ~:eal estate in C)ntario—
ranging from multi-family to commercial.. fur unique business and management strategics should
allow us to masinuze vahies. First Leaside's Canadian portfolio currentlz- includes the follow-in~
properties.

Qucenstots Manot.- 77-unii retirement apartment builciin~ ui St. Catharines, Ontaxio

BtftmtmeP: 70,000 square foot industrial/eonunercial building in Brampton, Onrario

a.
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Friendship Gardena Tow~ifiomee: Development of to~vnhomes in ~Yrheatley, Ontario

Fi~;st Leaslde C4-OP Bu~1lding:• The future borne of First Leaside in Uxbridge, Ontario

Fort Stt'eet 7"ot~mliomes: 50-unit tocvnhome family community situated in Tilbury ; ()~itario
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~y!'hile our rental propert3~ limited
pattnexships bare an established tack
record for success year after dear, axe
aze not content to rest on our laurels.
~X'e are constantly researching and
evolving ideas far iruiavative financial
products that keep First Leaside clients
ahead of the curve. Here's just one
example.

uF,
i s_4r ~S~

°y>~ ~,

jy P ~~#~
~,1 s. A.,.,

First Leaside Visions II LP, a registered Ontario Cammercializatiox~ Investment fund (OCII~},
was established in collaborarion with the Ontario government to help leverage pools of seed capital
for spin-ofF technology companies created b~~ faculty, staff and students of CJntario-based research
institutions. Drawing upon a combination of federal and provincial financing and grant programs,
First Leaside Visions II LP's unique structure will enable investors to reduce their down-side risk
with generous tax incentives and cash distributions, while participating in the future gro~-t~i of
companies engaged ~n the commercialization of leading-edge research.

Our network of sponsoring institutions includes the University of Toronto, lJniversity of D~%aterloo,
Uni~fexsit}T of Ottawa, Mcl~laster University and University of ~Xjestern Ontarza. Together, we share
the common goal of promoting growth and creating jobs in the province.

4F~~:

~ UNIVERSITY
~f TORONTO

University of

Waterloo _IIIII
~~ ~

~z Ottawa

~.ni~- ~xsi~y

Wes n
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DR DOUG HYATT, PhD
Investment Manager
First Leaside Visions Management Iac.
Tyr. Hyatt is a Professax: of $usiness Economics at the
Rotman School of Management, University of
Toronto. He began his career as a banker, and then
as an economist with the Ontario Ministry of Finance.
He has worked with a number of firms as thep have

executed strategic acquisitions and other private equity transactions. Far
a number of dears, Dr. Hyatt has pro~ricled litigation support in legal
matters that require esrimation of value of economic losses incuteed b}~
individuals and firms. He is also active in coggright and intellectual
property valuation. Dr. Hyatt teaches micro- and macro-economics iri
the Executive MBA program and has published a number of articles and
books on economics issues ranging £tom. risk sharing in pension plans
to child care and workers' compensation.

DR. TOM CORK, DBA, MBA
Former University Advisor
First Leaside Visions Management Inc.
Over the past three years, Dr. Corr was pi~~otal ui identifying new
investment c~ppornanities at Ontario universities for consicieraion by

First Leaside Visions II LP and its predecessor
partnership, First Leaside ~~isions I LP. ~~Uith

j~ investments in seven start-up companies now having
been made b~ those hvu parrnerships, Dr. Corr has
completed his mandate as University- Advisor.
Currently, Dr. Corr is the Chief Executive Officer of
the Ontario Centres of Excellence. His background
combines both the universit~~ research community and
the business ~eorld. 14iost recentl}~, he served as

Associate Vice-President of Commercialization at the University of
Waterloo and CFO of the Waterloo Research and Technology Park
Accelerator Centre. F~is background combines both the university
research community and the business world, including three dears as
Director of Commercialuaaon—IT and Communicarions, at
Innovations ~t tie University- of Toronto which manages the
commercialization of the inventions that are created as a result of the $2
-million per day that the University of Toronto spends on R&D. Dr.
Corr has more thazi 30 years of experience in the technolog}~ indusuy,
including 20 years as CEO of companies ranging from start-ups to ~50-

million publicly listed companies, and is a director of a number of
Canadian and U.S. technology companies. Dr. Corr contributed to the
best selling book The Art of the Start. He holds a Doctor of Business
Administration degree from Brunel University/Henley i~7anagement
College and an MBA from the University of 'T'oronto. llr. Corr also

teaches at the UniversihT of Toronto Rotman School of Management

sad in the 1Liasters of Engineering Program at McMaster University.

Accounting services provided by

SLOAN G RO lJ P
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TYPING AN SHOULDN'T BE A HIGH DOLLAR PROFESSION

4/1~~~ advisors send much of their day engaged u1
trading securities. This is exceptionally tune-
cansuming as each trade must be discussed with
each client on a case by case basis. By focusing
prunaril~~ on passive investments, First Leaside
advisors can dedicate more time to accumulating
assets rather than administering them.

At rust Leaside, we believe that typing an order
should not be a high-dollar profession. T11ere's
no added value in simply executing trades to
merit high-dollar fees.

While we recognize that each client has some
circumstances that are unique, we have come to
understand that clients generally have more
sunilarities than differences. Chances are that

people in the same tax bracket and OF 7 CELt111]
age can benefit from the same p.raduct. Ha~rin~
a predetermined specialized group of products
designed to fulfil] client needs frees up a
tremendous amount of time for advisors.

Our business paradi~n enables us to manage
significantlS greater assets per advisor than the
indust~ average, which not onlp increases
efficiencies, but also enables us to channel mare
of the firm's resources into research and product
origination.

A typical retail industry advisor ~vith 1G yeazs of
experience administers behveen ~3U-million and
$50-million in assets axuivally. A firm managing
$1.0-billion, would require at least 20 to 30
advisors to administer thus wealth.

In ?.006 and 2007, First Leaside's three advisors,
alone, averaged an annual increase in assets by
more than $37-million. First Leaside na~v
manages approximately X300-million and has
four new advisors under supen~ision. Based on
our model, a single advisor should be able to
administer at least X500-million to $1-billion in
assets, while providing impeccable service. 11us
reduced cost-dynamic is passed on to the client
iii reduced fees. Lower fees--higher returns.
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FIRST LEASIUE WEALTH MANAGEMENT INC.
A Member of the First Leaside Group of Companies

FIRST LE.A.SIDE F.L. FIRST LEASIDE FIRST LEA5ILlE FIRST LEASID
SECURITIES SECURITIES FUND INSURANCE FINANCE

INC. INC. MANAGEMENT INC. INC.
INC.

IIROC Dealer Exempt Market Investment Fund Licenced Life .Provides financing
Member Dealer Manager Insurance Agency and funding of

private equity
• [nvestment dealer •Registered with the • Kegistered with the • 1.icenced life insur-

with approx. Ontario Securities Ontario Securities ante agency in the
$300-million of Commission under Commission under Province of Ontario
Assets under "Exempt Market "Investment Fund •Provides services
Administration Dealer" category Manager" category with respect to life

• '`Dealer Member" of •Asset manager and •Provides fund man- and accident and
Investment Industry promoter of real agement services to health insurance
Regulatory Organiza- estate assets valued al I members of the
tion of Canada at more than $100- First Leaside Group
(IIROC) in the million (U.S.) and that are issuers to
Corporate Finance $35-million (GAD) the pubEic
Peer Group

• Member of Canadian
Investor Protection
Fund (CIPF}

i

FIRST LEASIDE FIRST LEASIDE
MANAGEMENT INC. ACCOUNTING AND TAX SERVICES INC.

• Canadian property management •Accounting and income tax advisory services, preparation

services and related services for clients' personal, corporate and
U.S. needs
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FIRST LEASI DE WEALTH MANAGEMENT INC.
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First Leaside Securities Inc. is a Dealer Member of the Investment Industry

Regulatory Organization of Canada (IIROC~ and a member of the Canadian

9nvestor Protection Fund (CBPF).

Canadian investor Protection Fund ~ ~ ~o ~ ~ ~ ~~ a
_ —_..___ _... _. _ Investment Fndustry Qrganisme canadien de

MEMBER ~'~~ulatory Organization reglemenration du commerce
of Crmarla des valeurs mobiligres

43Q Regions{ Road #8, RR 1, 4Jxbridge, Ontario L9P 1 R1
Tel.: 905-852-2500 d Toll Free: 1-866-681-9247 Fax: 905-852-4637

WWV~~. F~~LSTL,~.AS s U~.COht

First Leaside Wealth Management Inc. and First Leoside Securities Inc., the sole agent in respell of the offering, are members of the First Leaside Group of Companies

and as such, First Leaside Wealth Management Inc is a related issuer of First Leaside Securities Inc. The information contained in this repoR is believed to be reliable,

but its accuracy or completeness is not guaranteed. All opinions, estimates and other infarmaTion included in this report constitute our judgment os of the date thereof

and are subject to change without notice. This report is for information purposes only is not intended as an offer or solicitation with respect to the purchase or sale of

any security, rather, potential investors moy request addRionat information regarding the particulars of the offering. First Leaside Securities fnc., its directors, officers

and employees may, from time to time, buy, sell or hold a position in the security herein. Pest performance is not necessarily a guide to future performance. This report

should not 6e construed as offering tax advice. Individuals should consult with Their personal tax advisors before taking any action based upon the inforrnaTion in this

report. No securities commission or any similar authority has in any way passed upon the merits of the securities offered herein and any representation to the contrary is

an offense. Each prospective investor should cornu{t its own attorney, business advisor and tax advisor as to legal, business, tax and related matters concerning tfiis

offering.
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WITH THE CANADIAN
INVESTOR PROTECTION

FUND, YOU'RE PROTECTED

IF YOUR INVESTMENT DEALER

BECOMES INSOLVENT

Check the Member Directory on CIPF's website

to confirm you are dealing with a Member of the

Canadian Investor Protection Fund.

For more information on CIPF, please visit www.cipf.ca

or call toll-free at 1 866 243 6981 or 416 866 8366

or e-mail: info@cipf.ca.

Canadian Investor Protection Fund

- 'LJ~

MIX
Paper from

FSC 
responsible sources

~,,.f~.o~ FSC~ CO21249

'' ~

Canadian investor Protection Fund

Get CIPF Protection

Invest with an IIROC Regulated Member

Cette publication est disponible en fran~ais.

O June 2014



~ WHAT IS THE CANADIAN INVESTOR

-PROTECTION FUND?

CIPF was established by the investment industry to

ensure that client assets sire protected—within defined

limits—if an investment de+aler that is a CIPF Member

becomes insolvent. Assets include cash, securities

and certain other property <.;uch as segregated insurance

funds. CIPF is not a governi~nent organization. Payments

to clients are determined independently by CIPF, not

by the investment dealers. For more detail, please visit

our website at www.cipf.c~~.

WHO PAYS FOR THIS COVERAGE

AND HOW DO I GET IT?

You, the investor, pay no fees for CIPF protection.

Coverage is automatic whE;n you open an account

with an investment dealer that's a member of the

Investment Industry Regulatory Organization of

Canada (IIROC).

Each investment dealer contributes to a substantial

fund which CIPF maintains. CIPF determines the size

of the fund and the amount that each investment

dealer has to contribute.

WHO ARE THE? CIPF MEMBERS?
i

Approximately 200 investment dealers across Canada

are Members of CIPF as a result of being a Dealer

Member of IIROC. Ali Members are listed on our

website.

All CIPF Members must include either the words

"Member—Canadian Investor Protection Fund" or the

CIPF logo on your contracts and statements. Members

must also display the CIPF logo at their premises.

ARE THERE LIMITS ON MY COVERAGE?

The limit is $1,000,000 CDN for any combination of

cash and securities. Most investors will have two

accounts—a general account and a retirement account

—that are each eligible for $1,000,000 coverage.

If an investor has several general accounts, such as cash,

margin and $US, they are combined into one account for

coverage purposes. Similarly, retirement accounts, such

as your registered retirement savings plan (RRSP),

registered retirement income fund (RRIF), life income

fund (LIF) and locked-in retirement account (LIRA), are

combined into one account for coverage purposes.

If you have other types of accounts, you'll want to review

the information on our website as it will help you to

determine which of your accounts would be combined.

CIPF doesn't cover losses from market fluctuations, or

from the bankruptcy of an issuer of a security or deposit

instrument held in your account, no matter how drastic

or unfortunate.

/ IF THE VALUE OF MY ACCOUNT

IS MORE THAN $1 MILLION, WILL

I HAVE A LOSS?

The $1,000,000 limit applies to your shortfall, which

in most cases will be substantially less than the

value of your account. For an example, please visit

our website.

ALL MY ASSETS ARE SEGREGATED.

DO I STILL NEED CIPF

I PROTECTION?

Yes. Even if all your assets are segregated at a

Member, you may be allocated a loss under Part XII

of the Bankruptcy and Insolvency Act of Canada, the

legislation applicable to investment dealer bankruptcy,

which would then be eligible for up to $1,000,000 in

CIPF protection as outlined in our coverage policy.

For a more detailed explanation, please refer to the

FAQ section of our website.

WHAT DO I NEED TO DO IF MY i

INVESTMENT DEALER BECOMES j

INSOLVENT?

Generally, investors don't have to file individual claims

as your monthly statement is considered your claim.

Any additional information you'll need will be available

on our website or you can contact CIPF directly.

In most cases, your account will be moved to another

investment dealer where you can access it. Alternatively,

CIPF may deliver the contents or value of your account

to you. To the extent there is an eligible loss, each claim

is considered according to the coverage policy adopted.

It's important to remember that you're only covered if

your losses result from the insolvency of a CIPF Member.

To view the coverage policy, please visit our website.
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T0: Customers of First Leaside Securities Inc.

On February 24, 2012, the Investment Industry Regulatory Organization of Canada (IIROC)
suspended the membership of First Leaside Securities Inc. (First Leaside), First Leaside has
ceased dealing with the public and IIROC sfiaff may undertake any action with First Leaside's
carrying broker, Penson Financial Services Canada Inc., to facilitafie the orderly transfer of
customer accounts from First Leaside.

The Canadian Investor Protection Fund (CIPF) understands that First Leaside has ceased
business but does not have complete information as to its financial status. However,
customers with accounts at First Leaside who have suffered or may suffer financial loss
solely as a result of First Leaside being or becoming insolvent may be eligible for coverage
by CIPF for such losses to prescribed limits. Such loss must be in respect of a claim for the
failure of First Leaside to return or account for securities, cash balances, commodities,
futures contracts, segregated insurance funds or other property, received, acquired or held
by, or in the control of, First Leaside for the customer, including property unlawfully
converted. Losses that do not result from the insolvency of First Leaside such as losses
arising from changing market values of securities, unsuitable investments or the default of
an issuer of securities are not eligible for CIPF coverage.

For more information on CIPF coverage and the claims process, you may contact CIPF at
416 866 8366 or toll-free at 1 866 243 6981 or visit CIPF's website at www.cipf.ca. Claims
must be submitted to CIPF by August 22, 2012 and claim forms can be found here.

79 Wellington Street West, Suite 610, Box 75

Toronto, Ontario, Canada M5K 1E7
T 416 866 8366 Toll-Free 1 866 243 6981

F 416 360 8441 www.clpf.ca
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NOTICE ISSUED AUGUST 16, 2012

To: Customers of First Leaside Securities Inc. (FLSI)

Please be advised that the deadline to submit claims to the Canadian Investor Protection
Fund (CIPF) has been extended to align with a claims bar date to be established by the Court
in First Leaside's Companies' Creditors Arrangement Act (CCAA) proceedings.

CIPF is working with Fraser Milner Casgrain LLP, the representative counsel for FLSI
customers to establish a coordinated claims process.

For more information on CIPF coverage and the claims process, you may contact CIPF at
416 866 8366 or toll-free at 1 866 243 6981 or visit CIPF's website at cipf.ca.





Court File No.: CV-12-9617-OOCL

ONTARIO

SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

IN THE MATTER OF TIC RECEIVERSHIP OF First Leaside Wealth Management Inc., and
the Applicants Listed on Schedule "A" (collectively, "First Leaside")

SECOND REPORT TO COURT OF
REPRESENTATIVE COUNSEL TO THE INVESTORS

INTRODUCTION

1. Pursuant to the order of the Ontario Superior Court of Justice (the "Court") made on

February 23, 2012 (the "Initial Order") in the proceedings under the Companies'

Creditors Arrangement Act (the "CCAA") in respect of First Leaside Wealth

Management Inc. ("FLWM") and certain of its affiliates (together with FLWM, "First

Leaside"), Dentons Canada LLP (Formerly, Fraser Milner Casgrain LLP) ("Dentons"),

was appointed to act as representative counsel ("Rep Counsel") to all persons who are

clients of First Leaside Securities Inc. (the "Investors") with respect to First Leaside's

proceedings under the CCAA.

2. At a hearing on June 28, 2012, the Honourable Mr. Justice Campbell requested that Rep

Counsel report to the Court regarding their activities to date. On August 21, 2012

Dentons provided the Court with the First Report to Court of the Representative Counsel

to the Investors (the "First Report"). Since the First Report, Rep Counsel has engaged

in numerous activities on behalf of the Investors, which are described herein.

3. The appointment of Rep Counsel made in the CCAA proceedings was continued in these

receivership proceedings by order of Justice Wilton-Siegel made on December 7, 2012.

3407670_7~NATDOCS



2.

COMMUNICATIONS AND ACTIVITIES WITH INVESTORS

REPORTING LETTERS

4. Rep Counsel has prepared and delivered a total of nine formal reporting letters to the

Investors, the contents of the initial five letters (dated February 28; March 16; Apri120;

June 20 and August 2, 2012) were discussed in the First Report. Since the First Report,

Rep Counsel has delivered four letters to Investors (dated September 7, 2012; October

17, 2012; December 21, 2012 and April 26, 2013 (collectively, the "Reporting

Letters")). Copies of the Reporting Letters are attached as Appendix A hereto. The

Reporting Letters were sent by e-rnail with hard copies only beirng delivered to those

Investors who had specifically requested such. All Reporting Letters have been posted

by the Monitor/Receiver on their website.

5. The Reporting Letters were sent to the Investors to provide them with information about,

among other things:

(a) ongoing activities of Dentons as Rep Counsel;

(b) Rep Counsel's ongoing consultation with the steering committee of Investors (the
"Steering Committee");

(c) updates in the CCAA proceedings;

(d) the status of the sale of First Leaside's assets;

(e) the commencement of receivership proceedings;

(f~ updates on Investment Industry Regulatory Organization of Canada ("IIROC")
disciplinary hearing against Dave Phillips and John Wilson;

(g) updates on Ontario Securities Commission ("OSC") heaxing against Dave Phillips
and John Wilson; and

(h) Rep Counsel's dealings with the Canadian Investor Protection Fund ("CIPF");

TELEPHONE TOWN HALL MEETINGS

6. Along with the previously reported meetings on April 3, 2012 and on May 10, 2012, Rep

Counsel organized and hosted telephone town hall meetings with the Investors on

January 9 and July 16, 2013. The Investors, along with representatives of Grant
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Thornton Limited in its capacity as court-appointed Receiver (the "Receiver") were

invited to attend. Together with the Receiver, Rep Counsel addressed various questions

the Investors posed to Rep Counsel about tax returns, the transfer of investment accounts

and the values ascribed to investments, assistance with CIPF claims, the sale of First

Leaside's assets and distribution of proceeds related to any such assets, timing of

distributions to Ynvestors and the quantum of distributions to Investors.

MEETINGS WITH THE STEERING COMMITTEE OF INVESTORS

7. As previously reported, a Steering Committee of interested Investors was formed to

consult with Rep Counsel about issues that are of interest to the Investors. On a regular

basis, Rep Counsel has continued to host meetings with the Steering Committee, the

majority of which have been attended by the Receiver, along with their respective

counsel. The focus of these meetings has been to address questions the Steering

Committee has with regard to the financial condition of First Leaside, strategy to

maximize realizations for the Investors, proposed rescue plans for certain First Leaside

properties by certain Investors, the involvement David Phillips (the former chief

executive officer of First Leaside) has continued to have with the Investors and certain

properties located in the state of Texas, the Receiver's proposed distributions and

discussions with CIPF.

8. The Receiver produced a preliminary report to the Steering Committee dated June 27,

2013 related to the financial position of First Leaside and a proposed interim distribution.

Rep Counsel held a meeting with the Steering Committee, attended by the Receiver on

June 27, 2013 to discuss the interim distribution and other financial affairs of First

Leaside.

E-MAIL UPDATES AND COMMUivICATIONS WITH INDIVIDUAL OR GROUPS OF
INVESTORS

9. Rep Counsel continues to maintain an electronic database containing contact information

and investment holdings for the over 1,200 known Investors. As required, the database

has been updated to account for new contact information for each Investor. Included in

the database is a mechanism which MOWS Rep Counsel to track all e-mail
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correspondence with each individual Investor and provides Rep Counsel with the ability

to send mass e-mail correspondence to the Investors.

10. Rep Counsel continues to maintain, monitor, and reply to a dedicated e-mail address and

telephone hotline for the Investors. Investors continue contact Rep Counsel on a regular

basis to seek assistance on many issues including, but not limited to, the nature of their

investments, the status of the insolvency proceedings and the CIPF claims process.

Where possible and appropriate, Rep Counsel sends e-mail updates to all Investors

collectively in an effort to reduce duplicating the comments provided to them.

11. The Investors represent a diverse group of individuals in terms of their age, level of

financial literacy and knowledge about their particular investments, understanding about

the CCAA process, understanding about the receivership process, and direct involvement

with First Leaside. Therefore, given the complex structure of First Leaside, and the

unique portfolio of investments that each Investor holds, Rep Counsel must frequently

tailor its response to address individual Investor queries or queries from groups of

Investors that hold investments in a particular First Leaside security. To date, Rep

Counsel has handled approximately 2043 ernails and 523 phone calls from Investors.

CANADIAN INVESTOR PROTECTION FUND ("CIPF")

12. As previously reported, on June 28, 2012, the Court approved the expansion of Rep

Counsel's mandate to include assisting Investors with the filing of claims with CIl'F and

the coordination of the CIPF claims process with any future claims process that may be

conducted in the within proceedings.

13. Rep Counsel subsequently met with CTPF to discuss the extension of the CIPF deadline

and a combined CIPF claims process with the CCAA claims process. On August 8,

2012, CIPF confirmed the deadline was extended.

14. In the initial meetings, CIPF counsel and staff members of CIPF appeared to be amenable

to discussing the logistics of a dual CIPF and CCAA/Receivership claims process ("Dual

Claims Process"). Despite the commercial efficiencies that would accompany a Dual

Claims Process for all interested parties, CIPF counsel later communicated that CIPF was

3407670_7`NATDOCS



5.

wnwilling to partake in the Dual Claims Process. As a result, all Investors are required to

deal with separate clauns forms in order to receive a distribution under the receivership

and, if available, any compensation from CIPF.

15. On November 15, 2012, Rep Counsel once again met with CIPF to discuss a coordinated

claims process and the possibility of a practical solution for resolving numerous claims

that were expected to be asserted by the Investors under CIPF's claims policy, While

there was no agreement regarding a modified claims process, Rep Counsel, as discussed

during the meetings, provided CIPF with the details of the Investors' claims position and

discussed the possibility of a resolution of claims on a global basis.

16. On April 11, 2013, CIPF published a notice on the CIl'F ~uvebsite that the deadline for

submission of claims to CIPF would be October 12, 2013. Rep Counsel understands that

CIPF has also sent letters to Investors to this effect.

17. On April 15, 2013, Rep Counsel sent a letter to CIPF which outlined the basis for

Investor coverage and which requested a meeting with CIPF staff, and as appropriate

CIPF's board, to discuss the possibility of a global resolution to the claims of the

Investors against CIPF (the "Global Coverage Letter"). A copy of the Global Coverage

Letter is attached hereto as Appendix S.

18. On June 14, 2013, CIPF provided a response letter to Rep Counsel (the "Responding

Letter"). The Responding Letter addressed the procedural aspects of CIPF's coverage

policy and stated that "allegations must be advanced by customers on a case-by-case

basis" and "CIPF must (and will) assess customer claims on a case-by-case basis based

on the particulars of any alleged loss." The Responding Letter did not provide a response

regarding the substantive issues of coverage or the merits of trying to resolve the claims

in a streamlined process. A copy of the Responding Letter is attached hereto as

Appendix C.

19. On July 15, 2013, Rep Counsel sent a further letter to CIPF's counsel reaffirming a

willingness to discuss the substantive issues of Investors on a collective or individual

basis. A copy of that letter is attached hereto as Appendix D.
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20. As a result of the requirement that Investors submit a separate CIPF proof of claim form,

Rep Counsel has prepared and will distribute a precedent proof of claim form that may

assist the Investors in making a claim that falls within CIPF's coverage policy. Investors

will have the opportunity to tailor the forms to fit their individual circumstances as they

see fit.

ATTENDANCE AT COURT PROCEEDINGS

21. Rep Counsel has attended at Court for all motions that have been brought by First

Leaside in the CCAA proceedings or by the Receiver. Rep Counsel reviews all materials

that are filed with the Court, including the Monitor/Receiver's Reports to the Court and

related motion records and communicates with the Steering Committee and Investors

regardyng such.

All of which is respectfully submitted this 19`" day of July, 2013.

Dentons Canada LLP in its capacity as
Court-appointed representative counsel to the Investors
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Schedule A —List of Additional Receivership Applicants

First Leaside Finance Tnc.
First Leaside Securities Inc.
FL Securities Inc.
Mill Street Limited Partnership
Harmony Townhomes Limited Partnership
First Leaside Management Inc.
Developrr~ent Notes Limited Partnership
Special Notes Limited Partnership
First Leaside Accounting and Tax Services Inc.
2086056 Ontario Inc.
First Leaside Properties Limited Partnership
First I.easide Realty Inc.
First Leaside Realty Limited Partnership
First Leaside Realty II Inca
First Leaside Investors Limited Partnership
First Leaside Premier Limited Partnership
First Leaside Progressive Limited Partnership
First Leaside Realty II Limited Partnership
First Leaside Ultimate Limited Partnership
First Leaside Universal Limited Partnership
Uxbridge Development Limited Partnership
First Leaside Retirement Residences Limited Partnership
First Leaside Venture Lunited Partnership
965010 Ontario Inc.
Wimberly Apartments Limited Partnership
1045517 Ontario Inc.
The Shores Limited Partnership
1024919 Ontario Inc.
Old Mill Pond Apartments Limited Partnership
1031628 Ontario Inc.
1056971 Ontario Inc.
The Bluffs of Lakewood Limited Partnership
1376095 Ontario Tnc.
F.L. Spring Valley Limited Partnership
1437290 Ontario Ltd.
First Leaside Partners Limited Partnership
First Leaside Opportunities Limited Partnership
1244428 Ontario Ltd.
Preston Racquet Club Real Estate Limited Partnership Series 910PA
Preston Racquet Club Real Estate Limited Partnership Series 910PB
Preston Racquet Club Real Estate Limited Partnership Series 910PC
Preston Racquet Club Real Estate Limited Partnership Series 910PD
PrestonOne Development (Canada) Inc.
PrestonTwo Development (Canada) Inc.
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PrestonThree Development (Canada) Inc.
Prestoia~Four Development (Canada) Inc.
2088543 Ontario Inc.
2088544 Ontario Inc.
F.L.W. Pond Master Ltd.
2088545 Ontario Inc.
F.L.W. Shores Master Ltd.
1331607 Ontario Inc.
First Leaside Acquisitions Limited Partnership
Queenston Manor General Partner Inc.
Queenston Manor Limited Partnership
2107738 Ontario Inc.
First Leaside Advantage Limited Partnership
2128054 Ontario Inc.
First Leaside Elite Limited Partnership
1132413 Ontario Inc.
First I.easide Entities Limited Partnership
2067171 Ontario Inc.
First Leaside Expansion Limited Partnership
2085306 Ontario Inc.
First Leaside Growth Limited Partnership
2086218 Ontaxio Inc.
First Leaside Unity Limited Partnership
First Leaside Visions Management Inc.
2007804 Ontario Inc.
First Leaside Wealth Management Limited Partnership
First I.easide Fund Management Ins.
F.L. Beverages Group Limited Partnership
First Leaside Global Limited Partnership
Special U.S. Notes Limited Partnership
FI,WM Holdings Limited Partnership
First Leaside Select Limited Partnership
Cherry Park Retirement Residences Limited Partnership
First Leaside Retirement Residences (Okanagan) Limited Partnership
Orchard Valley Retirement Residences Limited Partnership
The Shores Retirement Residences Limited Partnership
F.L. PrimeTime Living Limited Partnership
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Fraser Milner Casg►atn ur

77 King Street West, Suite 400

Toronto-Dominion Centre
Toronto, ON, Canada M5K oni

MAIN 416 863 4511
Fax 416 863 4592

September 7, 2012

BY EMAIL

To all persons who are clients of First Leaside.Securities Inc. (the "Investors")

Dear Sirs/Mesdames:

RE: Companies' Credf[ors Arronpement Act ("CCAA") proceedings involving First Leaside

Wealth Management Inc. {"FLWM"') and certain of fts affiliates subject to the Initial Order

of the Ontario Supertar Court of Justice (the "Court"') dated February 23, 2012 ("First
Leastde")

AND RE: Sixth Reporting Letter to Investors by Fraser Milner Casgrain LLP as Court-appointed
representative counsel for the Investors ("Rep Counsel")

This sixth reporting letter is intended to update you on the status of the CCAA proceedings and the
activities that we are currently engaged in on your behalf in our ppacity as Rep Counsel.

1. ~atemen~,of Gaim attainst Oavid Phillius and Marear t Davis

Attached at Aooendtx A is a copy of the Statement of Claim by First Leaside, as plaintiff, against, among
others, David Phillips and Margaret Uavis (the wife of David Phillips), each as defendants, which was
issued by the Court on August 28, 2012. Among other things, First Leaside's Statement of Claim alleges
that due to fraudulent misrepresentation, breach of contract, breach of fiduciary duty, oppression,
conversion, consptrary and unjust enrichment by David Phillips and Margaret Davis, damages are owed
to first leaside, including damages for the following sums:

(a) $202,420.00 for bans made by FLWM to Mr. Phillips;

(b) $160,000 for loans made by FLWM to Ms. Davis;

{c) $3,843,549.92 for funds allegedly diverted from First Leaside by Mr. Phillips to himself
and Ms. Davis; and

(d) $2,541,419.50 for funds allegedly diverted from FL Securities Inc. and First Leaside
Securities I»c. by Mr. Phillips to Ms. Davis directly, or to benefit and improve the
property located at 430 Regional Road #f8 in Uxbridge, Ontario, which is the personal
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residence of Mr. Phillips and Ms, Davis and that is held in the name of Ms. Davis (the

"Uxbridge Property~'j.

The Statement of Claim also requests, among other things, the following relief from the Court:

(a) an interim, interlocutory and permanent inJunction enjoining Ms. Davis and any

corporations controlled or owned by her, or anyone acting on her behalf or at her

direction from dissipating, deplet9ng or otherwise interfering with any funds resulting

from the sale of the Uxbridge Property or any of its related assets;

(b) an order permitting a Certificate of Pending Litigation to be issued and registered

against the Uxbridge Property;

(c) a declaration that Ms. Davis holds the Uxbridge Property in trust and on behalf of First

Leaside; and

(d) an order to preserve, trace, locate and account for ali funds which Mr. Phillips and Ms.

Davis have taken from First Leaside.

We have been advised that the Statement of Claim has been served on Mr. Phillips and is in the process

of being served on Ms. Davis. As matters in this regard prag~ess, we will notify the Investors of any

pertinent details.

2. Order with resoect~o the va~ous First Leaside Funds

On August 31, 2012, the Court issued an Order (the "August 31~` Order") with respect to the wind-down
of First Leaside entities located in the U.S. and relieving First Leaside and the court-appointed chief
restructuring officer, G.S. MacLeod and Associates (the "CRO") from taking any steps to "manage,
administer or maintain" any of the following:

"limited partnerships, corporations, trusts or properties located or
subsisting in the United States in which First leaside has a direct or
indirect equity or other interest, including, without limiting the
generality of the foregoing, properties held directly or indirectly by
Wimberly Apartments Limited Partnership, 2088544 Ontario Inc.,
2088545 Ontario Inc., 2088543 Ontario Inc., FL Master Sherman GP,
Inc., FL Master Texas, Ltd., FL Master Sherman Ltd., or F.L. US Holdings
GP, inc., except for Sherman Church property municipally known as 920
South Heritage Parkway, Sherman, Texas and the Spring Valley Mall
property municipally known as 7800-7798 Spring Valley Road, Dallas,
Texas (collectively, the "U.S. Entities")."

As part of the wind-down of the U.S. Entities, Rep Counsel discussed at length in meetings with the
Steering Committee (ij the position taken by the Trustees of the First Leaside Properties Fund, First
Leaside Fund and the Wimberly Fund (collectively the "Funds") that the Trustees ought to be in control
of the U.S. Entities, (ii) the fact that First Leaside, through its CRO, does not have the corporate authority
to deal with the U.S. properties or any of the Funds, and (iii) the relief sought by First Leaside in the
proposed August 31°~ Order to cease taking any further steps in respect of the U.S. Entities. After
discussions with First Leaside, the CRO, the court-appointed monitor, Grant Thornton Limited (the



K~

"Monitor'), and Rep Counsel (with the support of the Steering Committee, the Trustees agreed not to
oppose the reilef requested by First Leaside in the proposed August 31'` Order.

The August 31" Order provided for the following: (i} First Leaside is authorized and directed to "take no
steps to manage, administer or maintain" the U.5. Entities, (It) the CRO is directed to transfer the funds
available in the First leastde Mortgage Fund (the "MoKgage Fund") bank account held with TD Bank to
Torkin Manes LLP (counsel to the Trustees of the Mortgage Fund), in trus# on behalf of the Mortgage
Fund, ~lii) First Leaside is authorized "to attend to the preparation and filing of tax returns for the US
Entities for the 2011 taxation year', and (iv) First Leaside is authorized to "deliver copies of any business
or corporate records in its possession relating to the U.S, Entities to an officer or director of the relevant
U.S. Entity."

The Court agreed to grant the relief requested by Fl~st Leaside and issued the August 31rt Order on the
basis that each of the Funds will cab and hold a meeting of their respective trust unitholders within sixty
(60) days of August 31, 2012. The August 31" Order also states that the Court was advised that the
purpose of the meeting to be held by the Trustees of the Funds is for the Trustees to provide a report to
the trust unitholders and for an election of the Trustees to take place. A copy of the August 31~ Order of
Justice Newbould can be found at the following website: www.grantthornton.ca/firstleaside.

We have been made aware that the Trustees of the First Leaside Fund, Wimberley Fund and First
Leaside Properties Fund have invited the unitholders of each of these Funds to attend an information
meeting on Wednesday, September 12, 2012, at 7:30 p.m at the Sheraton Parkway Toronto North Hotel
& Suftes, 600 Wighway 7 East, Richmond Hill, Ontario, in the Grand York C Room. Attached at Anoendtx
~ is a copy of the notice of the meeting. Please be advised that Rep ~unsei does not endorse al(the
facts as stated by the Trustees in their notice. that said, Rep Counsel is providing a copy of the letter to
ensure that those unitholders who have an interest in these Funds have been provided with the
necessary information should they wish to attend this meeting.

3. Ose~e~ with respect to the sale of e?!n+b!+ E[rsr seaside assets

On August 23, 2012, the Court issued an Order (the "August ~3"~ Order') granting the relief requested
by First Leaside wfth respect to, among other things, the approval of the sale of certain businesses
carried on by First Leaside and the sale of First Leaside's interests in certain businesses, including the
fofiowing:

Braintree Property. The Court approved the proposed sale of the property located at 36
Braintree Court, Brampton, ON, which is owned by First Leaside Growth LP, which is to
turn owned by First Leaside Expansion LP, to Outset Media Corporation for the purchase
price of $5,600,000. According to the affidavit of the CRO with respect to this
transaction, "the sale prke Is in excess of the amount provided for in both valuation
opinions from C.B. Richard Ellis Limited ("CBRE") and from Colliers International Canada
("Colliers"):'

Harmony Townhomes. The Court approved the proposed sate of the property located at
65 Fort Street, Tilbury, ON, which is owned by Harmony Town Homes LP, which is in tum
owned by First Leaside investors LP, to SkyUne Real Estate Acquisitions (III inc. for the
purchase prince of $2,600,000. According to the affidavit of the CRO {n respect of this
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transaction, "the sale prke is consistent with the upper end of the appraisals that First

Leaside obtained from CBRE and Colliers."

Accounting Practices. The Court approved the proposed settlement of the interest of
First Leaslde Accounting and Tax Services Inc. ("ftAT")1n certain accounting practices in
western Canada, pursuant to two term sheets.

(i) Hampton Term Sheet. The first sale of FLAT's interest is pursuant to a term

sheet entered into between FLAT, Joanna Hampton, TD Canada Trust ("TD"),

and Jlm Brander ("Brander"), by which Hampton Holdings Inc. ("Hampton tnc.")
will acquire FLAT's interest in McMillan Thorn & Co. Ltd., a B.C. accounting firm;

D. McCormack &Company Inc., a B.C. accounting firm; and Allan Welsh &

Company, an Alberta accounting firm, for $734,000. This amount is comprised

of (i) a cash payment to FLAT in the amount of $150,000, and (ii) an assumption

of approxPmately $584,000 of the amount owing by FLAT to TD. In return for

FLAT agreeing to the sale and surrendering its interest in the aforementioned
firms, TD has agreed that FLAT is released from liability under a loan made by TD
to FLAT in the amount of $1,173,5D0.

(ii) Brander Term Sheet. The second sale of FLAT's interest is pursuant to a term
sheet entered into between FIAT, Brander, Jim Brander Professional
Corporation ("JBPC"), Brander Professional Corporation ("BPC'), TD, Hampton
Inc., Smart Books Accounting Services Inc. ("SBAS") and Matthew E. Bakker
Professional Corporation ("MEB"), by which FIAT will provide Brander, JPBG,
BPC and SBAS a release of its interests in the Rodney M. Coppcock Professional
Corporation accounting practice. As consideration for the release of FIAT's
interest, Brander, JBPC and SEAS agree to compensate FLAT for $374,000. This
amount is comprised of (i) a cash payment of $250,000 by Brander to FLAT; and
(ii) an assumption of approximately $224,000 of the amount owing by FLAT to
TD.

A copy of the August 23`~ Order of Justice Strathy, the Monitor's report and an affidavit by the CRO with
respect to the aforementioned can be found on the Monitor's website: www.grantthomton.ca/firstleaside.

4. Th adi 1 vas or P nd "CIP "

In an e-mail update that was sent to the Investors an August 8, 2012, Rep Counsel advised the investors
that CIPF agreed to extend the deadline for submitting a CIPF claim until such later date that will be
determined by CIPF on the basis of a dual purpose claims process in conjunction with the CCAA
proceedings.

Several individual Investors have sent their CIPF claims to Rep Counsel. We wish to remind the Investors
that it is not necessary to send us this information; our involvement with the Investors CIPF claims is
only intended to supplement the claims that Investors have already filed with CIPF or will eventually ale
either !I) as part of adual CCAA/CIPF claims process, or (ii) further to an extended deadline (CIPF advises
they will provide Investors with reasonable notice of the new deadline once it has been determined). A
copy of the new notice issued by CIPF in this regard is attached at Aooendix C and can also be found at
the CIPF website: www.clpfca.
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5. Distributions to Investors of the Be

As discussed in our fifth reporting letter to Investors, dated August 2, 2012 (the "FiRh Reporting
Letter"), first Leaside Beverages limited Partnership was sold to Provincial Beverages of Canada Inc.

("Provincial") on May 17, 2012. The mortgage registered against the property in the amount of

$1,000,OQO, was assumed by Provincial (the "Beverages Mortgage"►. With respect to those Investors
who hold an tnte~est 1n the Beverages Mortgage through mortgage participation ownership certificates
(90 King Ste. E. MPOC 696) (the "Beverages MPOCS"), the Beverages MPOCs continue to be held at
Denson Financial Services Inc. ("Denson"). We advised you that FL Nominee Services Inc. ("Nominee

Services") continues to collect the monthly interest payments on the Beverages Mortgage and that

interest payments are up to date.

Our Fifth Reporting Letter also advised the Investors that Rep Counsel was notified that the process for

distributing the funds was delayed because Denson needs IIROC's approval in order to distribute the

funds. Counsel to NROC has advised ~s that th informa~iQn we received was (naccuvate 7'he

distribution of such interest payments to the relevant Investors is (i) not an IIROC matter; and (ii) IIROC's

approval is not required, nor is it within IIROC's jurisdiction to either approve or deny these

distributions. According to IIROC, these payments should be handled by Pennon in the normal course
and in accordance with Pennon's general policies and procedures. IIROC has advised Denson accordingly.

Rep Counsel has also sent a formal request to Denson to advise us when the Investors can expect to

receive such distribu#ions.

6. P_enson Transfer Fee

Several of the Investors have contacted us to express their concern that Penso~ is charging the Investors
a $125.00 transfer fee for each account that an Investor holds with Denson, which they transfer to a new
broker. Some Investors have also advised Rep Counsel that the request to initiate such transfers came
directly from Denson in a Letter Denson sent to each Investor and that the Investors were not notified in
this letter that they were being charged transfer fees by Denson.

Rep Counsel has sent formal letters to Denson requesting them to provide us with a copy of the contract
between Denson and the Investors, which gives Denson the right to charge such transfer fees and pay
itself from the cash that is held in the Investors accounts with Denson. To date, we have not received a
response from Denson. However, we are aware of Denson waiving transfer fees in limited circumstances,
particularly in respect of direct Investor complaints.

7. Ontario Securities Commission ("OSC') PraceedtnEs

As Rep Counsel previously reported, the OSC has started proceedings against David Phillips and John
Wilson and issued a Notice of Hearing and Staff s Statement of Allegations against Mr. Phillips and Mr.
Wilson on tune 4, 2012. The hearing in this matter, which was scheduled to be held on August 28, 2012,
was adjourned to February 11, 2013. Information regarding the OSC proceedings against Mr. Phillips and
Mr. Wilson can be found at the OSC website: htt~LLwwuv,osc.aov.on.ca.

8. Additional Communications from FLip~„4;

Attached at Aneendix D is a copy of a notice provided to us by the First Leaside Investor Protection
Association ("FLIPA") of a meeting that FLIPA is holding on Monday, September 10, 2012. FLIPA has
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invited atl of the Investors to attend this meeting. Any opinions expressed at this meeting do not
represent the official views or opinions of Rep Counsel.

If you have any questions or concerns, please contact us through our hotline at 416-863-4414 (within
the GTA~/ 1-877-669-4414 (outside the GTA) or by email at FirstLea~ide@fmo-law.com.

Yours Trufy,

Fraser Milner Casgrain LLP

-- - -- —_-~'-
9

~ A~~

Shayne Kukulowicz

cc: Jane Dieulch, Fraser Milner Casgrain LLP
cc: Greg Macleod, G.S. MacLeod &Associates Inc.
cc: John 91rch, Cassels Brock & elackweil LLP
cc: David Ward, Cassels Brock &Blackwell LLP
tc: lonathae Krieger, GrantThornton Limited
cc: Daniel Sobel, Grant Thornton LlmRed
cc: Pamela L. Huff, Blake, Cassels &Graydon LLP
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Court File No.

BETWEEN.

pNTARlO
SUPERIOR COUR3' OF JUSTICE

eammercIal List

FIRST LF.ASIDE WEALTH MAI~FAGENILNT INC., FIR5T LEASIDE
FINANCE 1NC., FIRST LEASIDE SBCURTTIES INC.

amd FL BBCIJ~tT.fIBS INC,

and

MARGARET DAMS and. 97U87? Ql~'I'ARIO T.i~C,

ST~~N~N'~'' OF Ci.AIM

TO ZTiE DEFENDAIVT(S):

Plaintiffs

Defendants

A LEGAL PROCEEDING HAS BBEN COMMENCED AGAINST YOU by the
PlairtdfPs. The Claim made against you is set out in the following pages.

IP YOU WISH TO DEFEND THIS PRC7CBEDINC,F, you or sn Ontario lawyer acting for
you must prepare a Statement of Defense in dorm 18A prescribed by the Rules of Civtl Procedure,
serve it on the Plaintiffs Ia~vyer or, where the plaintiff dogs not have a lawyer, serve it on the
Plaintiff, and file it, r~t~ proof of service, in this court office, WITHIN TWENTY DAYS ai~er this
Statement of Chian is sorvet,~ on you, if you are served in Ontario.

If you are ser~reri. in another province or territory of Canada ox in the United States of
America, the period for sewing and filing }+ou~l'Statement of Defence is fatty days. If you ara
served outside Canada aad the United States o.~America, the period is sixty days.

Instead of serving and filing a Statement o~ Defense, you mag serve and file a Notice of
Intent to Defend in Fornn 18H prescn`bed by the Rules of Civil Procedure. This will entitle you to
ten more days within which to serve and file your Statement of Defence.

IF YOU FAIL T4 DEFEND THIS PROCEEDING, JtJD~rMENT MAY BE GNEN
AOAtNST YOU IN YOUR ABSENCE AND WITHOUT FURTf~ER NOTICE 3'O YOU. IF
YOU'P1fISH TO DEFEND THIS PROCEL~DIN~ BUT ARE UNABLE TO PAY LEGAL FEES,
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LEGAL AID MAY BE AVATLABI~E TO YOTJ BY CONTACTING A LOCAL LEGAL A1D
OFFICE.

~ YOU PAY THE PLAIlVTIPF'3 CLAIM, and $750 far costs, within the time for serving
and fi1~ag your Statement df Defence, you may move to have this proceedinig dismissed by the
Court. If you believe the amount claimed fnr costs is excessive, you may pay the Plaintiff's claim
and $400 for costs and have the costs assessed by the Court.

Date . Arwguat ~,~, 2!312 Issued by
Lo A,. Anissir~ot~~

Address of rye ~,,~~R:

court o~ca: 393~"A'ty` 8th-~'loor
To~o'QZJ I~~-1~ v

'TO: David Phillips ~ ~ p~ _ '
430 Regional Road #8 ~~ ,
RRl Uxbridge, ON L9P 1 R1 l~~y~~ •i~

AND ~'4: Margaret Dave ~~ , ~,f.NY!!i~

43D Regional Road #8 ~~~t
RRl Uxbridge, ON L9P LRl ~~~#'~

AND TO: 970877 Ontario Inc.
4~0 ~htt~am Road
Swte #8
Uxbridge, ON L9P 1R1
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CLAIM

1, Theplaintiffs, a group of affiliated companies (collectively, the "FL Plaintiffs', claim, as

set out herein;

(a) As again3t the defendant, David Phillips ("Phillips"). and, asset out below, 970877

Otiiario Ina (`"970877"), c~mnages in an amount to be detannined before trial, for

misrepresentation, fraudulent xnisrepreeentation, breach of contract, breach of

fiduciary duty, breach of duty of loyalty, oppression, conversion, conspiracy,

umjust enrichment, knovying assistance and Ict~owing receipt, including:

(i) An Order for payment of the stain of 5202,42Q.04 representing loans made

by First I.easide Wealth Management ("FLWM'~ to Phillips, as evidenced

b~ two p~missQry notes dated December 31, 2009 and December 24, 2010

in the amounts $50,000.00 I3SD (converted at the time to $52,420.00 CAD)

and ~1 SO,000.OU respecttively, sigaed by Phillips in favour of FLWM;

(u) An Order for recovery of $3,843,549.92 of fwnds impmpetly diverted from

flte FL Plaiuti.#~s by the defendant, Phillips, to himself and to his vtirlfe, the

defendant, Margaret Davis ("Davis' ,directly, or to benefit Phillips and

Davis, including:

(1) $44,$00.38 in improper p~y~nents caused by Phillips to be made

from FL Securities Inc. ("~L Securities") to Phillips and Davis ox to

bene$t Phillips and Davis throughout the 2011 fiscal year;
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(2} $459,418.86 in iunptoper payments causcd by Phillips to be made

horn FLWM to Phillips and Davis or to benefit Phillips and Davis

throu~gh0ut the 2011 fiscal year;

(3) ~49~384.1~4 in imp~+oper payments caused by Phillips to be made

from First Leaside 3ncurities Inc. ("FLSP~ to Phillips and Davis or

to bonefit Fhillips acid Davis throughout tha 20I 1 fiscal year; and

(4) $657,695 S4 in innproper lump sum payments caused by Phillips to

be roads from sevarat of the FL Plaintiffs to Phillips and Davis or to

benefit Phillips and Davis throughout the 2011 fiscal year,

comprising:

(A) improper payments amounting to $131,093.~a oauaea by

Phillips to be made to 970877, a company owned by

Phillips, firnn FLWM; and

(B~ improper payments amounting to $526,b02.8Q caused by

Phillips to he made to 970877 from First Leeside Finance

Inc. ("Fixst seaside Fin~nce'~;

(5) $2,632,250.00 of i~nds imptnporly diverted from FLWM by

Phillips by way of improper and unauthorized dividends caused by.

Phillips to be declared by FLWM and received by 970877, which

dividends Phillips subsequently+ cau~od to be paid from 970877 to

himself personally, dating fi~om X004 to 2010;
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{ifi~) An Qrder for ~ovezy of X2,541,419.50 of funds improperly diverted from

f~L Securities ar~d FLSI by the defendant, Phillips, to Davie directly, ox to

befit and improve the property located at 430 Regconal Road #8 in

Uxbridge, Ontario (the "U~tbridge Propert}~'), which property is in the name

of Davis and is the personal z~sidence of Philips and Davis, as evidenced

by.

(I) $1,68?,564.00 in improper leasehold improvements to the Uxbridge

Property caused by Ptuilips to be paid by FL Securities;

(2) $267,855.50 in improper payments towards a windmill on the

Uxbridge Property causcd by Phillips to be paid by PL Securities;

and

(31 $586,00 ,00 in improper "rent" payments caused by Phillips to be

paid b~ VLSI to Y7~v~s directly;

(b) As against the defendant, Davis, damages in an amount to be determined before

taaly for misrepresentation, fraudulent misrepresentation, breach of confiract,

breach of fiduciary duty, breach cif duty of loyalty, oppression, conversion,

cons,piracy, unjust enrichment, lmowing assistance and knowing receipt, including:

(i} ~ln Oxd~r for paynnent of the sum of ~I60,000.00 representing loans made

by FLWM to Davis, as evidenced by two ,promissory notes dated Decewber

24, 2010 in the mnounts of $1SO,000.00 attd $10,000.00 respecrively,

signed by Da~ris in favour ~f FLWM;
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(ii) An order for recovery of X2,541,419.50 of funds ixnpropexly diverted from

FL Securities anc~ FISI and laid to T2avis directly, ar to benefit and improve

the Uxbridge Prr~perty, as descn'bed above;

(iiij An interim, int~rrlocutory and permanent injunction enjoit~ing Davis and

any corporations cvntrollecl or owned by her, or anyone acting on har behalf

or at her dire~Gion from dissipating, depleting or otherwise interfering with

any fi~sds resulting from the sale of the Uxbridge Property or any of its

related assets;

(iv) An Order permitting a Certificate of Pending Litigation to be issued and

registers agei~st the Uxbridge Property (as further described in Schedule

•'A•• h~ato); and

(v) A declac~tioa that Davis holds the Uxbridge Property irx tcvst and on behalf

ofFL Securities;

(c) An order, in~junc~Ive or otherwiea, interim and permanent to pureserve, trace and

locate all funds wbiah the de~ndants have improperly taken from the FL Plaintiffs

as set out Qbove;

(d) An Order for an accounting of alt funds which the defendants have improperly

tai~en. froze the'FL Plaintiffs as set out above;

(e) pre-judgment interest in accordance with the promissory notes referzed to below,

and in the alternative, in ~ccordanca with section 128 of the Courts of Ji~sttce Act,

It.S,O. 1990, c, C.43, as amead~d;



-7~M

(t~ Past judgment interest in accordance with the promissory notes referred to below,

and in tie al~~rnative, in accordenae with section 129 of the Courts of Justice Act,

RS.O. 199Q, a. C.43, as amended;

(g) The costs off'this proceeding o~ a substantial indemnity basis, plus all applicable

taxes; and

(h) Such fiu~ther an~ other relief as to this Honourable Court raay diem just.

The PaYtieg

7~ie Pl~in~i„~s

2. The pla~z~tiffs, First Leaside Wealth Managemec~t Inc., Firsi Leaside Finance Inc., First

Leas~de Securities Inc. and F~, Securiries (as above, the "FL Plaintiffs', are a group of affiliated

companies. The four FL Pla'~ntiffs form part of a greater enterprise that comprises a large nunnber

of affiliated companies and limited partnerships (collectively, "First Leaside"). First Leaside :is

cuirm~ly under Companies' Creditors 14rrangem~tt Act ("CCAA") pxoceedings end is managed

and controlled b~► a Chief Restructuring Officer, discussed in detail below at paragrap~is 20 to 28.

3. At the relevant times, First ~..easide raft numerous busirsesses, including ttie operation and

development of commercial and multi-residential properties and retiz~ement residences, It

provided iavestme~tt and wealth management s~'vices to investors who had invested with First

I.easida. Specifically, First I.easide raised debt snd equity, and sought investments with the

obJective of providing ~nvesWrs with consistent monthly disbrihutions, potential capital

appreciation, and, in the case of equity investments, potential tax deductions.
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4. 'There are significant intercelatiionships behween the various entities in First Leaside whic,~►

results in a complat corporate structure. Primarily, Fu~st Lea~ide's oper~Yions wexe r~entred on two

principal companies:

(a) First Leaside Wealth Managcment Ina (as above, "FLWM'~, a holding anc~

operatuig company and the ultimate parent of the first Leaside group of

companies; and

(b~ Firsfi Leaside $scarifies dnc. (a~ above, "~LS~"), a wholly-owned subsidiary of

FLWM, and att invesbm6nt dealer under Ontario securities law and is regulated by

the Ontario Securities Commission ("03C'~ and the Investment Industry

Regulatory Qrganization of Canada ("llRQC~.

5. At the relevant times, rLVYlV! was gwned and con~vlleu Gy ~h~llips sari Davis. Phillips

made all business decisions related to ~~rst seaside including whae ir~rrest~►ents First Lcaside

would fie.

6. FLSI is the company Ehrou~h which First Leaside clients invested their money. Clients

used F~SY to manage a portfolio o~'non-proprietary investment products, typically consisting aYc

more eonservativt investments such as bo~~s, h`~ssury bills, and marketable securities as wall as

proprietary equity {such as United partnership units) and debt secuzities issued by First Leasida.

7. Iu addition to FISI, kZWM has five other wholly-owned subsidiary companies, including

the plaintiffs first Leaside Finance Inc. (as above, "First I,eas~de Finat~ce'~ and FL SecuriEies Inc.

(as above, ̀~L Securities").
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8. First I.~aside Finance is a conduit through which First Leaside facilitated intercompany

financial arrangements. In addition to its cgpa~ty as a ̀central bank' for First Leasxde, from time

to time First Leaside Finance also acted as a buyer of ~iient positions in investrnent products

through Ft,SI.

9. FL Securities is an exempt market dealer that is registered vv~ith the OSC. It acted as an

asset manager and promoter ofreal estate assets and charged fees for these services.

10. Until recently, Firsk I.easide's head office was located at 430 Regional Road #8 in

Uxbridge, Ontaria (as above, the "Uxbridge PrQperl~'j. Approximately 90% of the business of

First Leaside was operated out of an apportioned 3,200 square feet of the Uxbridge Property. The

• Uxbridgc Property is also Phillips and Davis' }~ecson~l residence.

The Defendants

11. 'i'he dcfendamt, Dav$d Phillips, is an investment advisor and Nader.

12. Phillips founded First Lcaside in 1989. From that time until November 2011, Phillips

controlled the operations of First Leaside and was its prirn~ry directing mind. Phillips and Davis

haci signing authority in respect of all payments matte firom various First Leaside ent~tias. Among

other titles, Phillips was the President,, CE0 and Secretary of FLSI and the President and a clirector

of FLWM. Phillips and Davis owned ~ 00% of the common shares of FLWM.

13. 970877 Ontario InC. (ss above, "970877") is a holding company wholly owned by Phillips.

14. The defendant, Margaret Davis, is Phillips' wife, She is also a Director and Officer of a

number of First Leasic~ entities. A~ the relevant rimes, hez~ day-today duties included acting as



-lU-

supervisor of all banking operations for all First Leaside entities. Since 1999, Davis has been the

sole owner of the ilxbridga Property.

The Uxbridge P~'operty

15. Davis pu~c~ased the Uxbridge Fropeity ~'zom FL Securities in l 999 for $400,000.00. At

the time of the purchase, the Uxbridge Property was a modest bungalow on approximately

eighteen acres of land. S9noe that time, it bas served as Phillips and Davis' personai residence.

16. On Januar,}► 19 2004, Davis enteret3 into a lease agreement with ~~. Securiries (the "Office

Lease Agreement's ,setting put the financial teams pf an agreement to nan and operate Fist L,easide

from the Uxbridge Property. (Prior to the events leading to the CCAA filing, discussed below,

90% of First Leaside's business was operand out of the Uxbridge Property under Pbillips'

direction,)

]?. Pwrsuant to the Office Lease Agreement, the term oftt►e Iease is seven yew, ~ug~tg until

January 1, 2011. The gffiCe Lease Agreement further provides, ~nier r~lia:

(a) "The s$id Lessee mall pay to the Lessor seventy-five percent (75%) of all

electricity costs and forty-four percent (44%a~ of all other expenses, including, but

not limited tn: anairrtcraance, utilities (excluding elect~icity)a 1IIS11I821CR' property

tax, security and capital improvements (the "]Z.ent"}"; and

(b) "The LesseB hereby covenants with the Lessor that the Lessee will pay the Rent

herein resarved at the times and in the manner af+oresaid."

18. In 2008, Toronto-Dominion Bank ("'TD"} wes granted a mortgage on the Uxbridge

Propei#y for 5900,UU0.00.
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19. On June 20, 2012, the Uxbridge Property was listed for sale at a listed selling price of

$2,290,000.00. It was sold on August 7, 2012 for $2,235,000.00 with a closing date of October 1,

2012.

Events Lead~ug to first Leaside CCAA F7iiing

20. In the fall of 2009, the OS C commenced an audit of First Leasids. Ia or about Mash 20 0,

the OS.0 escalated the audit to a~ investigation of First i.easide.

21, On March 5, 2011, and in connection with the OSC investig$tion, First Leaside, through

its counsol ("CounseY'), ~et►gsged an independent con~ultaat, Grant Thornton Limited ("GTL") to

review its business operations, assess its overall viability, and report and make recommendations

about ~iret Least@e's business, asses and operations.

22. C3TL released a report on August 19, X011 (the "August 19 Report"). The August 19

Report advised, i,rt'er alia, that First Leaside was facing serious cash flow and operational

cha]lenges, had weak fin8ncial reporting protocols, and proposed several recommendations.

23. On No~+ember ~, 2011, the Bosrd of Directors of FLWM appointed an iridependenk

comr~nittee (the "Independent Cominit#ee") to assume all deci~siott-making authority in respect of

First I.easide ayud to ovetaee its operations. The decision to appoint the Independent Committee

was made in consultation with Cotuaael and with the OSC.

24. On November 4, 2011, First L.easide retained GTL as an independent monitor to, in part,

agt~sfy the OSC that First .I~,easide was iiup].emcnting a re~truct~ring plan.
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25. In late October 2011, the USC adviscd First I.~aside that it intended to bring groccedings

against it. Fizst Le~side then negotiated and implemented avoluntary ceaso-trade order over all of

its entities ou November 7, 2011.

26. In early Dec~rnber 2U11, tote Independent Committee appointed G.S. MacLeod &

Associates Inc. as Chief Restruchiring Officer of First L,easide ("CRO'~. The Independent

Committee asked the CRO to develop a workout plan for First 1,easide.

27, Tn late Jauuar}r 201, ~lxe ~R.(3 concludexl fihat it was too aisky and uxicertain for First

Leaside to pursue a resumption of previous operations. The CRO's rocommen@atxon to the

Tndepende~at Comwnittee was that First Leaside should undertake an orderly wind-down of

operations. The Independent Cotn~ittee approved the proposed. wind-down and the resultant

Companies' Cred#tors Arrangement Act ("CCAA") filing.

28. On February 23, 212, ~ ntunber of First Leasicle affiliated companies and li~.ited

partuerslaips (the "Applicants") made an application to the Ontario Superior ~ouet of Justice

(Commercial List) (tie "Court's to commence proceedings under the CCAA (the "CCAA

Pro~ceedi~„). ~n Februar3~ 2~. 2012, the Court issued sa itutisl (h+der p~ersuA*tt ~~ the C;C~1A (the

"initial Order"). Among other thugs. the Inf tial tlyder affirmed the appointment of tt►e CRO and

gave the CRO the power anfl authority to manage the effaics of First Leaside, including the

commencement o£ le~ai proeecdings.

The Defendants' IInlawful Condact is Revealed

29. Since the Initial Order teas granted, First Leaside has discovered that Phillips and Davis

had for some dime been improperly divErdng and convertbag the assets of the FL Plaintiffs to their

own use and for tkeir own use.
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Accounts Receivable

30, Phillips exercised hip powexs over tie FI, Plaintiffs in order to improperly divert

$3,843,549.92 o~#he FL Plaintiffs' funds away tom the FL Plaintiffs and to Phillips and to Davis

directly, or to barest Plu'llips and Davis directly.

31. Specifically, Phillips and Davis lived an extravagant personal lifestyle, which was funded,

directly ar indirectly, by each of tha FL Plaintiffs. For example, wifh fiuther details to be provided

prior W trial, Phillips and Davis caused the FL I'Xaintiffs:

(a) to pay for landscaping, renovstian, repair, utilities, telephone and other household

expenses relating to the Uxbridge Property, with title taken im Davis' name to

shield the iJ~cbridge Property from Phillips9 areditors;

(b) to pay tha salaries of household staff, including a housekeeper, a dagsittar and a

gardener;

(c) to fund the purchase o£ luxury goods, including rare wines and expensive art for

Fhitlips and Davis' own benefit;

(d) to pay Phillips' life insurance policy;

(e) to purchase Phillips' vehicles, snd pay for vehicle costs, including gas, repairs and

other expenses;

eta to pay personal credit card debts. and other personal obligations;

(g) tq pay Phillips' and Davis' persaual taxes; and

(h) to gay for Phil~ipe' and Davis' personal travel, hotel and meal expe7nses.
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32. The unproper payments listed above were not approved by either the FLWM Board of

Directors or the Independent Cozpmittee.

33. Further, First Leaside has discovered that Phillips caused a further $2,632,250.00 of funds

~o be diverted ftam FLVVh~i by way ofimproper and unanthQrized dividends caused by Pbullips to

be declared by FLWM and received by 970877, a company owned by Phillips, and subsequently

caused by Phillips to be paid by 9708?~ to himself personally. The $2,632,250A0 in improper

dividend. payments auere made betareen 2004 and 2010.

3~F. Phillips made no requests of the PLWM Board of I~irecWrs to declare the dividends, nor

were any resolutions passed by the FLWM Board of Directors with respect to the payment of

dividends to 970877. Rather, the dividend payments were unauthorized ~tnd made un~latecally by

p i ir~g ~1'c►r Ph{~~g's ~ersonHl E►ai21.

35. Together, the costs, payments, expenses and improper dividend declarations Listed above,

and ethers, were made entirely for the gereonal benefit of Phillips and Davis and in no way

beneSkted First Leaside. These funds were diverted from the FL Plaintiffs exclusively for Phillips

andl T3avi~` psrs~nal gan.

36. A~~ciirrgly, ~e F~. Plaintiffs seek an order requiring that Davis, Phillips and 970877

reimburse the FL Plaintiffs for the full $3,843,549.92 in personal casts and expenditures

improperly charged to the F~. Plav~~sf~'s, and unauthorized dividends improperly paid by tie FL

Plaintiffs, as set out above, plus additioua~ amounts, the details ofwhich will be provided prior to

trial.
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Loans Receivable

37~~ Phillips and Davis. have siso recEived impxgper and unauthorized loans from FLWM.

38. ~'hillips has r~eeived Ioans from FLWM in the mmotant of $202,420.00 which have not beer.

repaid, as evidenced by fia►o promissory notese The first is dated December 31, 2009 in the amount

of $50,000.00 USD (con~rerted at the time to $52,420.00 CAD) with an interest rate of 4% per

annum. The second is dated Decembtc 2Q, 2010 iu the amount of $150,0(}OAO with an interest rate

of 6% pei anriwn. Both promissory notes are signed by Phillips in f$vour of FLWM.

39. .Similarly, Davis has received loans from FLWM in the amount of $160,000.00 which have

not been repaid,; as evidenced by two promissory notes. The first is•dated December 24, 2Q10 in

the amount of $150,000.00 with an interest rate of 6% per annum. The second is also dated

December 24, 2Q10 in the sinount of $10,000.flU with an in~~r~st rate of 7.5%per annum. Both

prdtnissory notes aze signed by Davis in favour of ~LWM.

'i0. The loans to Phillips and Da~rIs set out above were not approved by the FLW14~ Board of

Directors.

41. Accot~dingly, the FL Plaitttif~s seek an ozder zequi~'ing that Davis and Phillips pay FLWM

for fh~ full $362,420.00 representing the funds loaned to them, plus interest in accordance with the

amounts presen`bed in the promissory notes, and as evidenced by the promissory notes re£erced to

above.

Im~rovement~ to the Uxbxidge Property F~uderi by the FI. Plaintiffs

42. Irx addition to the $3,843549..92 offends caused by ~'hillips to be improperly diverted £rAm

the FL Plaintiffs to fund Phillips and Davis' personal lifestyle, Phillips also caused a total of
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$2,541,A19,50 of improperpayments to be madebyF~ Securities and FLSI to Davis directly, or to

benefit and improve the Uxbridge Property, aad thus to nitimateiy benefit Davis directly, as

evidenced by:

(a) $I;687,SC4.00 in leasehold improvements to the Uxbridge Property caused by

Pfullips to 1~~ paid from FL Securities (the "Leasehold Improvement Payments"~;

(b) $267855.50 in payments towards the purchase and rnsrntenanae of a windmill on

the Uxbridge Y'roperE~ moused by Phillips to be paid from ]FL Securities (the

"'VI+indmill Payments"); and

(c) $586,00.00 in improper rent payments caused by Phillips to be paid from FLSI

(the "Rent Payments") to Davis.

Leasehold Improvement Payments

43. As saf out above, the Office Lease Agreement peztatning to the Uxbridge Pzvpeity

provides that the lessee, FL Securities, shall pay 44% of all expenses (the "FL Securities

AU.oGatton"), including, b~'t not limited ta: maintenance, utilities (excluding electricity), insurance,

P~P~t3'tax, security and capital improvements.

44. The Office Lease Agreement was enteFed into for the sole purpose of improperly enriching

and benefitting Phillips and Davis and was not in the best interests of FL Securities. Simply, the

Office Lease Agreement was a vehicle p~xrsuaat to wtvich Phillips and Davis diverted money from

~L Securities to tliemgelves to fund their lifestyle and increase the value of the Uxbridge Propert3r,
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4S, The Office Lease Agreement is oppressive and was entered into in breaoh of ttie

defendants' duties owed to the FL Plaintiff's. The Office Lease Agreement is void andlor should

beset aside.

46. Since 2004, Phillips end Davis have directed the following leasehold improvements to be

made to the Uxbridge Property+ using money of FL Securities:

(a) extensive renovations and upgrades to the bungalow, including addatitons,

renovations and improvements t~ the living quarters, the establishment of a fitness

room and a rooftop deck;

(b) sigiificant landscaping develo~Znent, including the development of a pond and

well on the property,

{c) devielopment of a stone pathway entcanee to the home and wrought-iron fec~cing;

(d) development of a spa, swimming pool and waterfall on the property; and

(e) the addition of a large garage with a fully fuushed loft thereto on the property,

which gazage also housed art atrium and a greeniwnse.

47. F~uther in spite of the FL Securities Ai~ocation, Phillips has, since 2004, directed FL

Securities to pay 100% Qf all expenses in respect of alt leasehold improvements to the Uxbridge

Pmpetly, and FL Secur#ties hss done so at Phillips' direction. Although S6% of leasehold

impmvements were notionally allocated back to Davis (fhe "Davis Allocarion") in accordance

with the Office Lease Agre~raent, t$~ Davis Allocation was charged to a loan receivable ~.ccount

dae Rom David Phillips on the books of FL Securikies. As a result, FL Securities has effectively
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paid fox 100% o~tlae Yeasehq~d improvements to tie Uxbridge Property. Neither Phillips nor Davis

has paid f+~r any potion of the leasehold improvements person~aliy.

48. I~ any event, none of the leasehold improvements giving rise to the $1,687,564.00 of

leaseholdunprovement payments paid lty FL Securities are in any way linked to the business,

affairs at operations of First Leaside and, as a resuFt, can not be deemed to be contemplated by the

Oi~ice Lease Agreement. Etather, each and every one of the leasehold improvements was made to

pecso~ally benefit Phillips and Davis.

49. As a result, the leasehold improveanant pegments caused by Phillips to be made from FL

Secudti~s to benefit the ~7xbridge Property were made in bresczh of Phillips and Davis' fiduciary

duties and duties of loyalty, and constitute oppression, canveision, conspiracy, unjust enric~ent,

~Cuowing assistance and lrno~+~+ing receipt.

50. Accordingly, the FL Plaintiffs seek an order requuuig that D~.vis and Phillips repay ~L

Securities the sum of $1,687,564.00 representing the total amount o~ le~ehold improvement

payments caused by theffi to be paid by FL Securities to benefit the Uxbridge Froperty.

51. As a result ofthe leasehold improve~zent payments, the value of the Uxbridge Property has

beece greatly increased at the racpense of the Fr plaintiffs .and for the sole benefit of Davis and

Phillips.

52. This Uxbridgo Property, ptu~chased by Dsvis for $~t00,000.00 in 1999, was listed for sale on

June 20, 201x at a iist+ed price of $2,29Q,000.00. It was gold on August 7, 2d~2 for $2,235,040.04

with a closing date of Ootober Y, 2b12.
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53. As avzesult of the above, tha FL Plaindf£s seek an interim, interlocutory and penmanant

iAjunction enjoining Davis and any ~orporahons controlled oz owned by her, or anyone acting on

her behalf or at her direction from dissipating, depleting or otherwise interfering with any funds

resulting from the sale of the Uxbridge Property or any o£ its related assets, as well as an Order

~terntitting a Certificate of Pending Litigation to be issued and registered against the Uxbridge

Property

Windmill Payments

54. In addition, to the $1,687,564,p0 in improper leasehold improveixtent paymemts bene8tting

the Uxbridge property and the defendants paid for by FL Securities as set out above, Philbips and

i)avis also caused FL Securities to make $267,855.50 in improper payments towards the purchase

and maintenance of a windmill on the Uabndg~ Property.

55. 'The windmill is owned by F.L. Research Management, a company that is owned by

Phillips and I?awis. The windmill in no way cannected to the business, ai~airs err operations of

First I.easide and, as a result, can tot be deemed to be contemplated by the Office Lease

AgresmenE. Rather, each of the improper windmill payments vvas made for the personal benefit

aad enjoyment of Phillips anc! Davi$,

56. Accordingly, the FL Plaintiffs seek an order requiring that Davis and Phillips repay FL

Securifiies the swm of $267,855.50.

tent Payments

57. In addition to the Leasehold Improvement Payments and Windmill Payments detailed

above, all of whfoh served to benefit and improve the Uxbridge Property and thus benefit Davis
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s td P~llips dixectlyi since J~usry 2005, Phillips at~d Davis caused an additional 5586,Q00.00 of

"xent"payments to be paid by FLSI erectly to Davis.

S8. Specifically, Phillips directed .FLSI to improperly pay Davis $6,000.00 in January and

gabtuary 2005, end for every month thereafter until November 2411, P1iilUps directed FLSI to

improperly pay Davis $7,QUO.OU per month.

59. These lwnp sum payments are not authorized by the Office Lease Agreement or by any

~the~ agreetuent end are entirely unproper. The payments were made dixectly to Davis for her

personal benefit and at Phillips' direction. Accordingly, the FL Plaintiffs seek an order requiring

that D~via rcpa~► FLSI the swn of $586,000.00 representing the total amount of "rant" payments

she received from FLSI.

60. As the primary directing mind of Firs'c ire~idG auu~ ~ ~~id~y ~Gn ~*~~ Se~+±ery ~f

FLSI~ ~Irillips is jointly liable by causing tt►e monthly ̀~~~t" payments tc, be made by FLSI to

Davis.

Damages Suffered by the FL Plafnt~iffa as a Result of the Defendants' Wrongful Acts

61. Thy FL Plaintiffs plead ffiat they have suf~e~+ed enoxmons pecuniary irises ~s ~ resin# of the

defendants' extensive wrongful c.~nduct as pleaded in this Statement of Claun

G~. The defendants' wrongful conduct has been ongoing for years. As a result, the FL

Plaintiffs have suffered exponential losses for which the def~adants are liable. The gains that the

defendants have received from their wrongful conduct have fwided the defendants' extravagant

personal lifestyle, The gains from the defendants' wrongful conduct have also funded extensive

renovations to the defendants' real estate, including the Uxbridge Property, and expenditures on
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assets related to thie i.Jxbridga Property, which have drastically increased the valuc of the Uxbridge

Proparty at the expense and to the detriment of the FL Plaintiffs.

The FL Plainttf~'s are ~ntit~ed to the Relief Claimed

fi3e The FL Plaintiffs are entitled to all of the relief requested herein, including the interim

n~medies, interim and rinterlocutory orders which they seek as a result ofthe defendants' actions as

het c ut ai~ove.

Misreprese~tatlon anc~ ~`raudulezet Misrepresentation

64. As the sole directing mind of First Lcaside and as President, CEO and Secretary of FI.SI

and President and directox of FLWM, Phillips owed a duty of care to Fast Leaside, including all of

i#s entities.

65. However, ~'hillips has made inaccurate and mislead~tng statements to the FL Plaintiffs with

respect to his use o€'the ~L Plaintiffs' funds. He falsely represented that the FL Plaintiffs' moneys

were being used exclusively for proper purposes, when they were in fact being used for improper

personal purposes; specifically, to benefit and enrich himself and Davis personally, and to benefit

and improve the Uxbridge Property.

66. Phillips made these false representations with the knovc~ledge and intent that the FL

Plaintiffs would rely an them. Phillips' representations ware false and, as a result, the FL Plaintiffs

ha~►e steered the damages pleaded herein.

Breach of Contract, Fiduciary Dirty and Duty ofLoyalty

X67. ,As the sole directing mutd of First Leeside, and as Pressdent, CEO and Secretary of FLSI

and President and a dueatar q~EFLWII1~ii, Phillips w~ ini a fidttc~ary relationship with Pzrst Leaside

and owed all of First Leaside, including all of the FL Plaintiffs, the commensurate duties and
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ablig~tions. He lead a duty to act iti the best interests of the FL Plaintiffs, to conduct himself

honestly and u; good faith, and to avoid conflicts of duty anci self interest in accordance with tha

duty of loyalty.

68. Phillips did none oft~e above. Instead, ~he misappropriated, diverted and converted the FL

Plaintiffs' funds to }rimself and to Davis and for his and Davis' personal use aad benefit. In

flagrant breach Qf his fiduciary duties to the FLP~aintiffs, including his good faith obligations and

duty to avoid conflicts. Q~ duty and self interest, Phillips took advantage of his position at First

Leaside, benefitti~og perscuially for years by wilfully and entirely disregarding the FL Plaintiffs'

interests.

69. Similazly, Dania vyas in a fiduciary ralateonsbip with First L,easide, including the FL

plaaati!~'s, dus +~ ~~ ~sitin~ as a Director and Officer of s number of first Leaside entities and her

Fate as supervfsor afall banking ~peratio~ fer x+11 uirst _T,~aside entities. Like Phillips, Davis also

misappropriates, divezted and converted tb~ ~~, Plaintiffs' flnnds to heQself and to Phillips for her

and Phillips' personal use and bereft. In flagrant breach of hez fiduciary duties to fhe FL

Plaintiffs, Davis took advantage of her position at First Lesside, benefitting personally for years by

wilfull3~ and ent+rely disregarding the FL klaintiffs' interests.

70. 'Thk~ FL Plaintiffs seek an accounting from Phillips .and Davis and the entities related to

Phillips and Davis far all funds impxop~r~y taken and profits earned therefrom as pleaded herein.

Further, the FL Plaintiffs seek disgotgemenf of all funds improperly taken and profits earned

therefrom as pleaded herein and/or equitable and common law d,smages, in amounts to be

determined prior to trial.



-23-

Oppress~an

71. ~t the r$te~vant times, Phillips had the de jure control of both FL Securities and FLSI.

72. As sole shareholder of FL Securities and FLSI, FY.'C~IvI has standing as a "complainant", as

that term is definedux secbiom 238 of W~ Canada Business CarporatioirsAct, R.S.C. 1985, c. C-44

("CBC~4"), tv seek a declaration pufstiant to section 241 of the COCA xhat Phillips and Davis have

exerGi~ed their powers ovex FL Securttses and FLSI in a matmer that is oppressive az unfairly

prejudicial to and that ~un#sirly disregards the interests of ~LWNl.

73. As pleaded herein, Phillips improperly diverted funds from FL Securities and FLSI to

himself and Davis directly, or to benefit himself and Davis, and to benefit and improve the

Uxbridge Property. Davis, with the knowledge and support of Phillips, also diverted fund$ from

FL Securities and FLSI to herself and Flrillips or to benefit herselfand Phillips, and to benefit and

improve the Uxbridge Property.

74. These acts were co~sunitted by Phillips and Davis fox the wxongful purposo of enriching

thenr~selves at the expense of FL Securities and FLSI. These actions violated FLWM's interests

and expectations as sole shareholder ofFL Securities and FLSI and were not in the best interests of

the companies.

75. FLWN! reasonably expected that FL Securities and FLSI would continue to operate as

profitable venturea for many years to comae. FLWM also reasonably expected that the companies

would be operated. and man.eged raspoesibly bX Phillips and that FLWM would enjoy along-te~,nn

interest in the inc~e$sing va1~e ofthese businesses. However, Phillips gursued a course of conduct

designed to deprive FL Securities and FLSI ofman~ of their assets in order to fund Phillips and

Davis' personal li#'estyle and to beae$t and improve the Uxbridge Property. These wrongfW
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actions unfairly flisregarded tt~e interests and expectations of FLWM and were not in the best

interests of the companies.

76. As a result of Phillips and Davis' wrongE'ul acts, the plaintiffFLWM Seeks a declaration

pursuant to seckion 241 of the CBC.4 that the defendants have exercised their Bowers in a manner

that is gppressive or unfairly prejndi~ial #o and that unfairly disregards the interests of FLWM, and

damages caused by their actions.

Conversioa~

77. The defendants, Phillips end Davis, by their misconduct, v~rzongfiilly converted the FL

Plaintiffs' funds for their own use, as pleaded herein.

78. The wrongful conversion o~Phill.~ips andDavis stems from their misappropriation ofthe FL

~lainiiiis' funds and iaeir irauafer of the FY. ~iainti~s' i'unds io ineir own pe~sonai unc. iu u~iu~

so, t hillips anti ~7avis int~lionai~y exercisers conbroy over the fimc~s of the F~. Plaintiffs in a

marinter that impeded the possessory rights of their rightful owners ~ FLWM, FLSI, FL Securities,

and First Leaside Finance.

79. In taking tie FL Plaintiffs' funds for their own personal use, Phillips and Davis knowingly

and wxongfiilly converted the funds by traatiug them as if they were their own end exereisis~g

unauthorized control aver their use; for instance, to pay extravagant personal living costs, personal

debts, obligeHons and othez expenditures, and to pay for leasehold improvements and additions to

the Uxbridge Prnperty, as sit out in detail above.

80. F~uxther particulars ofthe conduct of the defendants are within their lrnpwicdge.
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81. As a result of the con~nct of tha defendants, the FL Plaintiffs have suffered significant

financial damages and lo9sss as pleaded herein.

Consptnacy

82. Together, Phillips and Davis agreed upon and coordinated a deceitful scbem,e, the

predominant ptuposes of wBicli were to commit a series ofualawful acts, namely tha wrongful acts

of enrichir►g themselves and injuring the FL Plaintiffs b3► m#sappropriating, diverting and

corrv~rting the FL Plaintiffs' funds for tho purpose of achieving persa~nal gain, and to ensure that

the FL Plaintiffs r~rn~ined unaware of their unlawfiil behaviour.

83. Further, the conspiracy between Phillips and Davis was planned and conducted in such a

way that Phillips anct Da`ris laicw or ought to have known that injury to the FL Plaintiffs would be

likely to result from their wrongful actions. As a result of the defendants' actions, tho FI. Plaintiffs

have auff~red damages as pleaded herein.

Un,~ustEnrich~rtent

84. Tho defendants, Pl~i~lips and Davis, have been unjustly enriched by theiz misconduck As

described above, the defendants have benefited from their wremgfut mxsapptnpriation and misuse

of the FL Plaintiffs' funds, despite having no juristic reason for this enrichment '['he FL Plaintii~s

have correspondingly beef deprived of the benefits of ownership over their ovt+n funds, as

described above. The defendants should not benefit from their misconduct. The enrichment they

h$ve enjoyed from the misuse of Company money should be accounted for and disgorged to the

FI., plaincif~s.
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Knowing Assistance and IGiawing Receipt

85. The deferidarits, Phillips and Davis, knowingly assisted ane another in breaches of their

obligations to the FL Plaintiffs, specrifically, inbreaches of Chair fiduciary duties and their duties o~

trust and loyalty, in order to misappropriate, divert and covert the FL Plaintiffs' fwids for their

own use and benefit.

86. Phillips and Davis had actual knowledge of, or were reckless ~r wilfully blind to, one

ano~her's wrongful misappropriation and misuse of the FL Plaintiffi' funds, end assisted ane

another in br~aclhing thew obligations tQ the FL Plaintiffs.

87. Davis h~ also l~ov►~ingly and willingly accepted the fruits of Phillips' wrongfiil

misappropriation and misuse of the FL Plaintiffs' funds. As described above, both Phillips and

Davis have been greatly enriched by P~illi}~s' breaches of his obligations owed to the FL Plaintiffs

and his ~vrongrful .misuse and misappropriation of the PL Plaintiff's' funds to benefit and improve

the Uxbridge Property.

Plsac of ̀frta!

88. 'The plaintiffs propose that this cation be heard in Toronto.

August 28, 2012 LAX O'SULLIVAN SCOTT LLSUS LLP
Counsel
Suite 2920,145 King Street West
Toronto, ON MSH 1J8

Matthew P. Gottl~teb LSIJC#: 32268B
'Pal: {41~ X44-5353
Shannon Beddoe LSUC#: 59727B
Tel: (41~ 646-7998
Fax: (4th 598-3730

Lawyers far the Plaintiffs
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~fotice of Meeting re Funds



September 5, 2012

Dear Unithotders,

'Fhe undersigned Trustees are writing this correspondence to provide you with natico tLat we are holding an

information mcetiag for the Unitholdare of Fjrst Leenide F~md, Wimberly Funds and First Leaside Properties Fund

(the "Funds'. 7'he details of the meeting are set ont below.

The pucposa of the meeting ie to provido the Unitholders with eurreM information about the Tmcas ~opertles (the
"US Properties"j wtueh Wimberly Apartments Limited Partaetstdp ("WALP") directly or indirectly awns os
comrols. being Master Texas Ltd. (which is the Master Texas Limited Partnership), F.L. MasDer Sherman Ltd.
(which is the Master Shcxman Limited Parhnership) and F7irst Lcaside Pmpedies Limited Parhrership (collectively,
the "US Llailted Partne~abJpe").

Until August 31, 2012, the Properties were managed by Leaders Management lnc. ("Leaders'7, who reported to
Crregory MaaI.eod, of G.S. MsoLeod &Associates Inc. (the "CRO'~. The CRO was appointed by the Court as the
Chief Reskucnuing Officer of various First Leaside entities ("Flrat Leaeide'7, inabding Wa US Limited
Padnerships, pursuant to procaediugs that were couunanced under the Companies' G"redttors Arrangement Ace (the
"CCAA'7 on Febntary 23, 2012, Puceuant to the terms of the initial order that was issued by the Court (the "Ioilial
Order', the CRO was aut3~orized end empowered to operate and manage the affairs of FLrst L.easide during We
CCAA prnceedengs,

According to the CRO in his davit sworn February 22, 2012, First Leaside would not continue as a going
coneem, but wotild be liquidated. As part of the wind-down of First Leasida, the CRO's intention was to sell the
U.S. Properties. At meetings held with FMC, representative counsel for cliems of Feet Loaside, and at other
meetings attendod by the trusbeea which included representatives of Wo CRO and Grant Thornton, several issues
arose that caused the trustees to have eoaeerne. The issues included, wiWout limitation, the followIag:

1. The CRO. Grant Thornton and various law Earns havo as administrative charge for legal and other
grofessionsl fens that rank in priority to the internals of e!1 ot6ar creditors of First LeasIde. C}iven that it was the
stated intention of the CRp to sell the US Propettics, the trustees bad wncxras Wet the US Properties would be sold
and the net pmcceds of ants (air mortgages end other trade ereditois were paicn would be bmught to Canada and
used by the CRO to fund ongoing restructuring coats, which is permitted under the Initial Order, as amended;

2. The CRO was initially of the view ffiat the US Limited Permeiahips were indebted to WALP is the
approximate amount of US~22,000.000 and that any amounts received by the US Limited Partnerships from tk~e sale
of the US Properties would have to be shared between the l~lwds and WALP on a pro rata basis. The result of a pro
rata stinting would have beoa to significantly dilute any ncovory to the Ftmda.

Grant 1lwrnwa undertook a review of the intercompany debt and other msttors as among the US Limited
Partnerships and WALP and in July, 2012, Ci~ant Thornton published s report in which it disclosed two signi5esnt
findings:

i. First Laeside 1►as no corporate authority to manage the US Properties. David Phillips, as sole
director and officer of the relevant U3 general paztnors, is the only person who has rho authoxity to manage the US
Properties; and

u. the books and records of first T.easide disclosed that WALP has no dimct creditor claim against
Master Toxes or Master Sh~maa. Based upon information made available to the trustees, the Funds are the only
creditors of Master Te~cas or Master Sherman.
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As a result of the review conducted by Gfrant Thornton, the CRO made a detemunation that it no longer wished to bo

involved is the management of the US Properties. The CRO sought an order of the Court, which was issued by Mr.

justice Newbould on August 31, 2012, pw~suant to which the CRO was authorized not to take any steps to manage

the US Properties. Without Mr. Phillips' ie►volvement in management of the U5 Pxopezties, chore would havo boon
no effective oversight of onsite management sad the US Properties would most l~cely lave been taken over by the
mortgage compmies that hold mortgages against theao properties. Accnrdiugly, at the request of Wa trustees, Mr.
Phillips, in lus capacity as direcWr and officer of the US genera! partriers agreed that he would resume management
of the US Properties.

Bffective August 31, 2012, the general partner appointed Myan Management Ina., a vcterau property maQagement
firm that was highly recommended and which was aL90 recognized by the CRO as being a reputable management
firm, to manage the US Properties. Myan manages mote than 12,000 apartunents in Texas and frequently works
with banks and teen services in undertaking property workouts. Myan's reputsdon is impeccable

Operationally, the transition of management of the US Properties was a smooth one, as the vast majority of enacts
employees are choosing to remain and accept employment with Myan.

As the general pacfiar has only recently resumed management, there have been delays in obtaining current
information with respect to the amount of money required to continue to operate the US Properties and to ultimately
realize maximum value from the US Properties for the benefit of Unitholders.

The Trustees will be holding a fuKher meeting of Unitholders to review a plan to address the issues rzlating to the
US Properties and to the Funds gone~rally, which meeting will be called as soon ss all information nquircd far the
Unithotders to make informed decisions about the US Properties and the proposed plan is available. The second
meeting will be held no later than October 30, 2U12, but the Trustees are 6opefid that the meeting will actually be
held much sooner than that date. Abroad outline of the proposed plan will be discussed at the iafomnation meeting.

There an compelling options for your consideration and the Trustees will be looking for a sense of what direction
Fund Unitholdars would now like to take to preserve and to enhance value in the US Properties.

We have booked the Grand York C rooaa at the Sheraton Parkway Toronto North Hottl &Suites, 600 Highway 7
East, Richmond Hill, Ontario on Wednesday evening, September 12th at 7:30 PM for an information meeting of
Fund Unitholders.

Regards,

Oa behalf of the Trustees of First Leaside El~ud, Wimberly end and First Leaside Properties Fund
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Appendix

New Notice from CiPF



C~PF
Canadian lmrestar Proteetlon Wnd

NOTfCE ISSUED AUQUST 16, 2012

To: Customers of First Leaslde Securities inc. (FI.SI)

Please be advised that the deadline to submit claims to the Canadian Investor Protection
Fund (CIP~ has been extended to align with a claims bar date to be established by the Court
in First Leaside's Companies' Creditors Arrangement Act (CCAA) proceedings.

CIPF is working with Fraser Milner Casgrain LLP, the representative counsel far FLSI
customers to establish a coordinated claims process.

for more information on CIPF coverage and the claims process, you may contact CIPF at
416 866 8366 or toll-free at 1 866 243 6981 or visit CIPF's website at cipf.ca.
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First Leaside Investor Protection Association

Meeting Monday September 10, 2012

Albion Bolton Recreation Centre (Auditorium)

150 Queen Street South Bolton Ontario L7E ].E3

Click on this link for a map htt»„~ //mayq.st_/Iq_ XGNa

Meeting Agenda__._~..
09:00 to 10:00 Registration

14:00 to 10:15 Directors Reports

10:15 to 10:45 Report an Canadian Properties sales

10:45 to 11:00 Coffee &Break

11:00 to 1130 Foreclosure and Sale of Family Tree by David Phillips

11:30 to 12:Oq Report on Texas Properties what can be done?

12:00 to 1:3Q ~,unch brovcm bag or local restaurants

1:30 to 2:00 First Leaside Trusts and Trustees and their actions

2:00 to 3:00 Removal of David Phillips General Partner of Texas Prap

3:30 to 4:30 Open Discussion

4:30 PM Adjourn

This is a critical meeting for those with investment in the First Leaside
Mortgage Fund, WALP and First Leaside Properties fund.

We will have legal representation and a Business Manager at the
meeting to provide expert advice x~ well as other experts.

Cost $20.00 per FLIP,A Member, Guests $30.00 per person

Free Parking at the Albion Bolton Recreation Centre
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October 17, 2012

BY EMAIL

Fraser Milner Casgrain «P
77 King Street West, Suite qoo
Toronto-Dominion Centre
Toronto, ON, Canada M5K oai

MAfN 416 863 4511
Fnx 416 863 4S9Z

To all persons who are Clients of First Leaside Securit9es Ire. (the "investors")

Dear Sirs/Mesdames:

RE: Companies' Credttors Arrangement Att ("CCAA") proceedings involving First Leaslde

Wealth Management inc. ("FLWM") and certain of its affiliates subject to the Initial Order

of the Ontario Superior Court of Justice (the "Court") dated February 23, 2012 ("First

Leastde")

AND RE: Seventh Reporting Letter to Investors by Fraser Milner Casgrain LLP as Court-appointed

representative counsel for the Investors ("Rep Counsel"~

This seventh reporting letter is intended to update you on the status of the CCAA proceedings and the
activities that we are currently engaged in on your behalf in our capacity as Rep Counsel.

1. IIROC Notice of Hearine

On October 2, 2012, the Investment Industry Regulatory Organization of Canada ("IIROC') issued a
notice of hearing for October 17, 2012, (the "IIROC Notice") in order to set a date for a disciplinary
hearing against David Phillips and John Wilson. Among other things, IIROC alleges that both Phillips and
Wilson "misrepresented the risk level of certain securities, issued and distributed misleading marketing
materials, failed to ensure that recommendations were made and orders accepted in accordance with
clients' risk tolerances, and preferred their own interests ahead of their clients' interests in soliciting
sales of certain securities:' IIROC also alleges that Phillips failed to address a conflict of interest with his
clients and in doing so, failed to act in the best interests of his clients. Attached at Annendix A is a copy
of the IIROC Notice.

2. CertlBcat~ ~f Pending Lineation issued a~afnst the Uxbridge Property

Attached at Anuendlx B is a copy of the endorsement issued by Justice Cumming granting a motion

brought by First Leaside for leave to issue a Certificate of Pending Litigation ("CPL")against the property
known as 430 Regional Road #B, Uxbridge Ontario (the "Uxbridge Property'). The purpose of issuing a

CPL against the Uxbridge Property (the residence of Phillips and his wife Margaret Davis) is to prevent
the sale of this property without regard to claims by First Leaslde, as a sale was scheduled to close on

October 3, 2012, until the merits of the lawsuit brought by first Leaside, as plaintiff, against, among

others, Phillips and Davis, have been resolved. We understand that the sale of the property was not

MONTREAL OTTAWA TOROtlTO EDMONTON CALGARY VANCOUVER fmc-taw.COrtl
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completed. Without ruling on the merits of the case, Justice Cumming found that First Leaside

established that there is "a triable issue", and noted that if the plaini'iffs were to win, there is a "strong

possibility" that they "would effectively be without any practical remedy" If a CPL is not granted.

~u a z {

Late in the evening on October 15, 2012, First Leaside served Rep Counsel with a copy of its motion

record (the "Motion Record") for a motion scheduled to be heard in Court on October 22, 2012. First

Leaside is seeking Court approval for, among other things, the following:

Distribution to the Mortgage Holders of the Bramt~ee Property. Authorization to distribute the

sum of $3,597,b72.50 plus per diem interest of $632.50 after September 24, 2012 (less fees)

from the net proceeds of the sale of the Bramtree property to the Investors that hold an interest

in the mortgage over the Braintree property (the "Braintree Mortgage") through mortgage
participation ownership certificates (Braintree Crt MPOC 696).

Reservation from distribution to certain Investors. Certain Investors, including Investors who
hold an interest in the Brarntree Mortgage, also owe money to First Leasfde on account of
monies advanced to them by other First Leaside entfties. As a result, First Leaside may be in a
position to assert set-off in respect such advances. First Leaside is seeking authorization to
withhold distributions to these Investors in the amount of money they owe to first Leaside until
such set-aff Issues are determined.

Distribution to the Mortgage Holders of 4he Thornburg Property. Provincial Beverages of
Canada Inc. (the purchaser of First Leaside's interest in Beverages LP) continues to make
monthly payments of principal and interest to the investors that hold an interest in the
mortgage over the Thornbury property through mortgage participation ownership certificates
(90 King St. E. MPO~ 6%). First Leaside Nominee Services Inc. has continued to collect monthly
mortgage payments since that transaction closed and seeks authorization to distribute the
$38,500 in accumulated payments.

Sale of retirement residences managed by PNmeTtme Living LP. After extensive negotiations
between First Leaside and BayBridge Seniors Housing Inc. ("BayBridge"), each of Venture LP,
First Leaside Okanagan LP, Cherry Park LP, Orchard Valley LP, The Shores LP and Retirement
Residences LP (collectively, the "Vendors"), entered into a purchase agreement with BayBridge.
The Vendors agreed to sell:

(a) the interest of Venture LP, First Leaside Retirement Residences (Okanagan) LP, Cherry
Park LP, Orchard Valley LP, and The Shores LP to certain retirement residences, including
the shares of 0742962 B.C. Ltd. (the holder of the undeveloped lands at 3211 Alexis
Park, Vernon, B.C.) and all assets related thereto; and

(b) aN of Retirement Residences LP's interest in: {I) the Limited partnership units of
PrimeTime Living LP and PrirneTime Management LP and (ii) the shares of PrimeTime
Living GP Inc., the sole general partner of PrimeTime Living LP and Pr(meTime
Management LP.

To protect the integrity of the sales process in the event that this transaction does not
close, the details of this transaction and underlying negotiations have been kept strictly
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confidential. However, the Transaction Subcommittee (composed of members of the

Steering Committee) and Rep Counsel have had the opportunity to discuss the details of

the transaction.

For more detailed information regarding First Leaside's upcoming motion, you can obtain a copy of the

Motion Record at www.srantthornton.ca/firstleaside.

4. The Canadian InvestorProtection Fund 1"CIPF"

In an e-mail update that was sent to the Investors on August 8, 2012, Rep Counsel advised the Investors

that CIPF agreed to extend the deadline for submitting a CIPF claim until such later date that wilt be

determined by CIPF on the basis of a dual purpose claims process in conjunction with the CCAA

proceedings. Rep Counsel has requested a meeting with CIPF to discuss the status of the claims process

and related issues. As soon as we have any information in this regard, we will notify the Investors.

5. Uudate reaardina the meetine with the Trustees of the various Funds

The Court endorsed a mot6on by counsel for the Trustees of the various First Leaside Funds (the
"Funds") for an extension of the date when a meeting will be held by the current Trustees with the
Investors of those Funds. The endorsement by the Court states that "having heard from counsel to the
Trustees of the difficulties involved in preparing the necessary and relevant information for Investors" a
meeting wilt be held with the Investors of the Funds "no later than January 4, 2013."

If you have any questions or concerns, please, contact us through our hotline at 416-863-4414 (within
the GTA)/ 1-877-669-4414 (outside the GTA) or by email at FirstLeaside(c~fmalaw.com.

Yours Truly,

Fraser Milner Casgrain LLP

Shayne Kukulo icz

tc: Jane Dietrich, Fraser Milner Casgrafn LLP
ce: Greg MacLeod, G.S. MacLeod &Associates Inc.
cc: John Birch, Cassels 6rock &Blackwell LLP
cc: David Ward, Cassels Brock & elackwel! LLP
cc: Jonathan Krieger, Grent Thornton Limited
cc: Daniel Sobel, Grant Thornton limited
cc: Pamela L. Huff, Blake, Cassels &Graydon LLP
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INVESTIVI~NT INDUSTRY REGULATORY ORGAI~IIZATION OF CANADA

IN THE riiATTER OF:

THE DEALER MEMBER RULES OF THE
INVESTMENT INDUSTRY REGUI.ATORX ORGANIZATION OF CANADA

I`►`i_7

DAVID CAARLES PHYLLIPS & JOAN RiJSSELi. WII.SON

NoTTCE of H~RnvG

TAKE NOTICE that pursuant to Part 10 of Dealer Member Rule 20 and Section 1.9 0~
Schedule C.1 to Transition Rule No.l of the Investment Industry Regulatory Organizarion of
Canada ("IIROC"), a set-date hearing will be held before a hearing panel of IIROC ("Hearing
Panel") on Wednesday, October I7, 2012 at the offices of IIROC, in the British Columbia Room,
121 King St. West, Suite 2000, Toronto, at 10 a.m., or as soon thereafter as this matter can be
heard.

TAKE FURTHER NOTYCE that, pursuant to Rule 6.2 of IIROC's Dealer Member Rules of
Practice and Procedure ("Rules of Practice and Procedure"), the hearing shall be designated on
the:

❑ The Standard Track

The Complex Track

THE PURPOSE OF THE IIEARING is to determine whether David Charles Phillips and John
Russell Wilson (together, the "Respondents") committed tha following contravenrions that are
alleged by the staff of ITROC ("Staff') on behalf of IIROC:

Misrepresentation of Rund Products

i. Between January 2009 and October 2011, David Charles Phillips ("Phillips")

misrepresented, and allowed Tirst I.easide Securities Iac. ("PEST") sales staff to

misrepresent to clients, that the proprietary fund products recommended and sold by the
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arm were low or medium risk, when, in fact, they were high risk, contrary to Dealer

Member Rule 29.1;

ii. Between Januaty 2009 and October 2011, John Russell Wilson ("Wilson")

misrepresented to clients that the proprietary fund products which he recommended and

sold were low or medium risk, when, in fact, they were high risk, contrary to Dealer

Member Rule 29.1;

MarketingMaterials

ai. Petween November 2009 and September 2011, Phillips authorized the preparation and

issuance of markering materials for investment products sold at FLSI, which included

statements which were misleading and failed to fairly present the potential risks of those

products to the client, and provided these cnarkedng materials to his clients, contrary to

Dealer Member Rule 29.7(1);

iv. Between November 2009 and September 2011, Wilson provided marketing materials for

investment products sold at FLSI to his clients and potential clients, which included

statements wIuch were misleading and failed to fairly present the potential risks of those

products to the client, contrary to Dealer Member Rule 29.7(1);

Risk Tolerance on NAAF

v. In and throughout 2009, 2010 and 2011, Phillips and Wilson failed to ensure that the
recommendations which were made and orders which were accepted were in aoc;ordance
with the risk tolerance stated on clients' New Account Application Form ("NAAF"),
contrary to Dealer Member Rules 13(3D.1(o), (p) and/or (c~;

dales of Properties Fund

v9. Between January 1, 2010 and May 1, 2011, Phillips and Wilson solicited sales of First
Leaside Properties Fund from clients, while failing to ensure that those transactions were
suitable for the clients or within the bounds of good business practice, and preferred their
own interests ahead of the clients, contrary to Deafer Member Rules 1300.1(0) and (q}
and 29.1; and

conflict of Interost

vii. Between January 2007 and October 2011, Phillips as the General Parkner ("GP") of
certain First Leaside Limited Partnerships ("LPs") was in a conflict of interest with
clients who invested in those LPs, which was not addressed in a fair and equitable
manner and in a manner that considered the best interests of the clients, contrary to
Dealer Member Rule 29.1 and NI 31-103.



-3-

PARTICULARS

TAKE FURTHER NOTICE that the following is a summary of the facts alleged and to be
relied upon by the Staff at the hearing:

,I~]%~~'~'~'I

1) David Phillips and john Wilson told clients they wanted to protect their clients'
invested capital and maximize their returns and in so doing eazned their clients' trust.
They then proceeded to abuse that trust, and repeatedly and oonsistent~y placed their
own interests ahead of those of their trusting clients. Contrary to their obligations to
their clients and the industry, they misrepresented their peoducts and failed to
wnsider the suitability of their products for their clients. Phillips also acted in a
direct conflict of interest in connection with some of his products.

2) Phillips owned and controlled a corporate enterprise cabled the First Leaside Group
("FL Group"). In 2010 and 2Qi1, the FZ Group was losing money. In order to
ensure the ongoing viability of the FL Group, new investor funds were conrinuously
required. During this time, Phillips solicited iwvestment funds from clients without
regard for the industry rules and regularions which exist to protect investors.

3) FLSI, an I1ROC Dealer Member, was part of the FL Group. Phillips was the
President and Ultimate Designated Person ("UDP") of FLSI. He approved all trades
made by clients through FISL He was also an RR at FISI and, as such, was directly
involved in the sate of securities, as described more fully below, to his own clients.

4) Wilson was an RR ai FISI. ~iowever, he was not just an RR. Wilson had been as
investor with the FL Group since 1991. He was Director, Investor Relations, for
FI.SI. He was also a part of the management of the FL Group and was a Director or
Trustee for several other FL Group entities which his clients invested in.

S) FLSI's main business was the sale of proprietary products raanufaclured by the FL
Group. There were two main types of products —LPs and fund products ("Funds").

6) Consequently, FLSI's client accounts were princiQally invested in FL Group
products.

'n Phillips, as UDP and an RR at FiSI, oversaw and was involved, as was Wilson, in the
malting of trade recommendations and the sales of the Funds to clients, all of which
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were characterized as medium risk or low risk products when in fact, they were

speculative and/or high risk.

8) Consequently, clients who had no tolerance for high-risk inveshnents had a portion or

all of their registered accounts) invested in the high risk Funds, which were

unsuitable for them.

9) In addition, although the LPs were high risk investments, Phillips acting as both

FLSI's UDP and an RR, and Wilson, acring as an RR, failed to ensure that only

clients who had tolerance for high risk as recorded on their NAAF invested in these

products.

10) Consequenfly, on the whole, client funds were invested in LPs and finds in a manner

that was inconsistent with the risk tolerances identified on the clients' NAAFs.

11) In connection with the sales of these high risk investments, Phillips and FLSI sales

staff including'Wilson, also distributed marketing material to clients and the public
which failed to fairly present the potenteal (or any) risks of those investments to
clients. The marketing materials were also misleading with respect to their
statements regarding the alleged success of Wimberly Apartments Limited
Partnership ("WALP"), a First Leaside investment.

12) Phillips and other FLSI sales staff, for whom he was responsible, including Wilson,
advised certain clients to sell a particulaz FL Group product for the sole purpose bf
allowing new clients to invest their funds with the FL Group.

13) Lastly, because of his many roles within the FL Group, Phillips had multiple
conflicts, the most notabte of which was with respect to fees which were paid fmm
investors' funds. Phillips' conflict of interest with respect to fees he earned from the
LPs, despite being disclosed to clients, were not addressed in a fair and equitable
manner and was not in the clients' best interest. As such, that conflict ought to have
been avoided by Phillips.

B. Memberslria in IIROC

FLSI

1.4) FLSI was admitted to membership in IiROC effective March 1, 2004, as a Dealer
Member.
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15) FLSI was an Introducing Broker with Penson Financial Services Canada Inc. as its
Carrying Broker.

16) FLSI's hcad (and only) office was in Uxbridge, Ontario.

1'~ On February 23, 2012, a judge of the Ontario Superior Court of Justice granted an
Order declaring that certain of the FL Group entities (including FI.Sn were
companies to which the Companies' CreditorsArrangeme~tAct ("CCAA") appaied
and were insolvent. As a result, these enkities are canently undergoing a court-
supervised orderly wind-down of operations, under the direction of a court approved
ChiefRestructuring Officer {"CRO").

18) On February 24, 2812, IIROC Staff made an application to an IIROC Hearing Panel
and was granted an order suspending FLSI's membership on the basis that it was in
such financial or operating dif:~culty that it could not be permitted to continue to
operate without risk of imminent harm to the publiq other Dealer Members or the
Corporation.

19) FLSI remains under suspension. It has limited staff remaining, and is not conducting
any business. Under the terms of the suspension order, upon completion of the
transfer of client accounts, and determination of any claims against FLSI, IIROC
Staff may move, without notice to FISI, for an order terminating the membership of
FLSI.

Phillips

20) During the material time, Phillips was the directing mind of the FL Group and all of
the entries within it, including FLSI.

21) He was the President and a director of the parent company of FLSI, First Leaside
Wealth Management Ina (°`FLWM"). Phillips also owned FLWM.

22) As of the date of FLSI's suspension, Phellips was registered as the President and UDP
of FI,SI. Ike was also registered as an RR.

23) Phillips' registration history is as follows:

Marchment ~ MacKay November 1981-October RR
2984

Midland Doherty October 1984-May 1985 ItR
Limited



-6-

Mass Lawson & Co. May 1985-May 1987 RR
Linnited
Richardson June 1987 —November RR
Greenshields of Canada 1988
McConnell & November 1988 — RR
Com an Limited December 1989
McDermid St. February 199Q-October RR
Lawrence Lunited 1990
F.L. Securities Inc. February 1988 —February OSC

2p04 Registration as
LNID

First Leaside Securities March 2004 —February YJDP, RR

Inc. 2012

24)Phillips' registration with ITROC ceased on February 29, 2012 when his employment
was terminated by FLSY (through the CRO).

Wilson

25) Wilson had been employed with FLSI since it became an ]IROC Dealer Member in
December 2004. I)urin~ his employment with FLSI, Wilson was registered with
IIROC as an RR.

26) During the material time, Wilson also held the title of "Duector, Investor Relations"
at FI.SI. He was describer[ by FLSI to clients as being "one of First I,easide's
founding partners and along-serving member of the Board".

27) Wilson was also considered a mentor within the entire FL organization.

28) Wilson had one of the largest books of basiness at kT.SI. For the yeas ending 2010, in
addition to his salary, he earned a bonus of almost $800,000, while the next highest
bonus paid eo an RR was in the amount of $177,000.

29) Wilson held the following positions within the FL Group:

i. Director, Investor Relations at FLSI;
ii. Director of FLSI;
ui. Director of First Leaside Wealth Management Inc. (FLW1Vn;
iv. Director of the General Partner of Wimberly Apartments Limited

Partnership (WALP);
v. Trustee of FLEX Fund;
vi. Trustee of FLWM Fund;
vfi. 1"rustee of FL Mortgage Fund; and
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viii. Director of First Leaside Realty II, which is the General Partner for
several FL LPs.

30)Prior to being registered with IIROC, Wilson was employed with F.L. Secarihes Inc.

("FL Securities") an exempt market dealer, from November 2002. FL Securities was

also part of the FL Group.

31) Wilson has no other securities industry experience.

32) Wilson's registration with IIItOC ceased on February 29, 2012, when his

employment was temainated by FLSI (through the CRO).

C. Ttie FL Grouu of Comoanles

33) There are over 100 entities within the FL Group; the relevant entities for this
proceeding are:

i. FLSI, the Dealer Member;
u. F.L. Securities Inc., the exempt market dealer,
iii. FLWM, the parent company; and
iv. FL Finance, the banking azm.

Attached as Appendix "A", is a listing of the companies which were included in the
CCAA application and a listing of the associated LPs.

34) Although clients purchased securiries through FLSI, they were referred to by Phillips,
Wilson, and other FISI sales staff, and in marketing material as being clients or
"partners" ofthe FL Group. There was no clear distinction made to clients between
the role of FI.SI and the role of the other entities within the PL Group with respect to
client investments.

D. The Business of the First Leaside Grouu

The Products

35) The FZ Group manufactured, marketed and sold the LPs and Funds primarily for real
estate property investments (together, the "FL Prodacts'~. Each year, new LPs were
formed and sold to clients.

36) With one exception, the FL Products were sold by Offering Memorandum ("OM") as
exempt securities.



-8-

3'~ All investors who purchased FI. Products did so through client accounts at FLSI, and
Phillips approved every trade.

38) There was no markct/liquidity for the FL Products. In circumstances where a client

wanted to sell his units, Phillips created a secondary market by using FL entiries or

other FL clients to buy those units. Except for WALP, these transactions always took

place with the units priced at $1.

FLSI —The Dealer Member

39) FLSI's main source of revenue was from its sale of FL Products. Specifically, FL
Securities paid FLSI ̀advisory fees' for each new FL Product that was sold, and FLSI
received an ̀ agency fee' for each FL Product. The money to pay these fees came
from the funds raised from investors.

40) Clients of FiSI generally held two types of securiries: FI. Products, and non-FL fixed
income securiries such as real return bonds, government bonds and treasury bills.

41) Generally, FLSI only recommended securities from the two categories described
above, No other equities, mutual funds or other securities were solicited for purchase.

42) In the majority of cases, client holdings of FL Products were shown at $1.00 per unit
on their statements.

WALP —The Cornerstone of the FL Group

43) WALP was the cornerstone of the FL Group. It was the largest and oldest I.P and
figured prominently in all FL Group promotional material. WALP indirectly owns
real estate properties in Texas, USA.

44) Since its formation in 1992, WALP has raised over $100 million from investors.

45) Phillips was the President and a Director of the General. Partner of WALP. Wilson
was also a Director of the General Partner of WALP.
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E. The High Risk Inds Were Misrepresented as Medium Risk or I~ow Risk

46) During the material time, Phillips, Wilson and FLSI misrepresented the risk
assessment of the FI, kinds as medium risk, when, in fact, they were all clearly
speculative and/or high risk investments. The one exception was Mortgage Fund,
which was misrepresented as low risk, when it was also high risk.

47) During the material time, FLSI sold units of the following Funds:

i. FYrst Leaside Wealth Management Fund ("FLWM Fund");
ii. First I,easide Expansion Fund ("FLEX Fund");
iid. Mortgage Fund;
iv. First Leaside Fund;
v. Wimberly end; and
vi. First Leaside Properties Fund.

48)As a result of the misrepresentations and recommendations made by Phillips, Wilson
and FISI, FL Funds were purchased by clients who had no tolerance for high risk
products, as evidenced by the information recorded on their respective NAAFs.

a) Representation of the Funds as "Medttan Risk" or "Low Risk"

49) The FLSI NAAF contained four risk categories:

i. Conservative Income/I.ow Risk;
ii. Income/Low Risk;
iii. Balanced/Medium Risk; and
iv. Growth/High Risk.

50) The FLSI NAAF stated that ̀ Balanced/Medium Risk" included (but was not limited
to) First Leaside Fund products or their equivalent. The LPs were referenced in the
"GrowthlHigh Risk" category.

51) Some FI.SI clients else received detailed proposals outlining their assets (non-FL)
and proposed invesbnents to be made in FL Products. These proposals were in
spreadsheet form and contained a heading for "Medium Risk". Wilson created this
spreadsheet template and prepared such a detailed proposal for some of his own
clients. Other FISI RRs also pzovided this spreadsheet to their own clients.

52) Where a Fond product was part of the proposal, it was included in the column for
"MEDIUM RISK —Income". The only exception was Mortgage Fund which was
listed as "Low Risk".
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53) None of the OMs or prospectus for the Funds (except for Mortgage Fund) contain a

specific categorization as to the risk of the investment. The OM for Mortgage Fand

indicates that it is a "speculativc investment".

54) Similarly, there is no indication of the risk rating of the investment and no discussion

of risk factors in any of the marketing material for the Funds.

b) Factprs Which MakeAll the Funds Htgh Risk

55) The Funds, except for Mortgage Fund, shared the following factors which made them

speculative and/or high risk:

i. Their only assets were unsecured promissory notes from another FL
entity;

ii. Payment of the interest was not guazanteed;
iii. The debtor compaay, at its discretion, could forego the interest payment

aad add the interest payable to the principal amount of the notes;
iv, There was no secondary market for the units; and
v. There was a credit risk that other FL Group members who have received

or may receive loans from the Fund and the debtor company may not be
able to repay those loans when due.

5~ The OM for Mortgage Fund stated that it intends to acquire secured first mortgages.
Although the OM describes Mortgage Fund as a speculative offering, Wilson and
other FLSI sales staff a@vised clients it was a low risk investraen~

5'~ As at December 3Z, 2011, $11M had been invested in Mortgage Fund. However,
only half of that amount had in fact been invested in mortgages, with the balance
being loaned to "related parties" — i.e., another FL entity.

c) Add~tinRal High Risk Factors,~or the WALP Funds

58) FL Fund, Wimberly Fund and Properties Fund (together, the "WALP Funds' had
additional risks which contributed to their high risk profile, as a result of their
associations with WALP.

59) The WALP Funds were debt vehicles for V~ALP, and each Fund lent monies to an
entity within WALP.

b0) Each of the financial statements for WALP for the years ended December 31, 2006 -
2Q10, all contained a "go[ng concern note" disclosure which stated that WALP did
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not have sufficient cash on hand to meet its obligations, including, among others,
regular principal repayments of mortgages payable, redemptions of promissory notes
(including those held by the WAL~P Fiords) and other current liabilities and funding of
future operating losses.

61) The "going concern note" also stated:

The Partnership has been experiencing significant negative cash flow from
operations over a number of years and such negative cash flows are expected to
continue as it proceeds with its plan to rehabilitate its properties.

62)Furthermore, the 2009 and 201fl Auditors' Report contains the "Emphasis of Matte"
paragraph to highlight the going concern issue:

Without qualifying our opinior~ we draw attention to Note I (a) in ehe
consolidated financial state►nents which indicates the existence of material
uncertainties that may cast significant doubt about the ability of Wimberly
Apartments Limited Partnership to continue as a going concern.

63) The financial statements also contained the following information:

Year Ended Partners DefSciency Overall Loss For The
Year

December 31, 2007 $32M $8M
audited
December 31, 2008 $41M $7M
audited
December 31, 2009 (draft $61M $10M
as at Se tember 2010
December 31, 2009 $61M $18M
audited
December 31, 2010 $77M $17M
audited

64) For the WALP Fund purchasers, the financial health of WALP, and the fact that the
going concern note specifically questioned WALP's ability to fund redemptions o£
the promissory notes held by the WALP Funds, were particularly relevant and
significanfly increased the risk associated with these products. '



r,~ Conclusion —Count I

65) Ail of the Funds were speculative and/or high risk. However,

i. The NAAF indicated the Funds were "balanced/tnedium risk";
ri. The proposal spreadsheets indicated the Funds were "medium risk" or

"low risk"; and
iii. Phillips, Wilson and the rest of the PLSI sales staff advised clients that

the Funds were low, medium oc moderate to Nigh risk.

66) Phillips and Wilson knew or ought to have known that the Funds were high risk
and/or speculative investments. Nonetheless:

i. Phillips as UDP allowed the NAAFs and spreadsheets to be provided to
clients which clearly indicated that the Funds were less than high risk;

ii. Wilson created the spreadsheet template and provided spreadsheets to his
clients which clearly indicated that the Funds were less than high risk;

iri. Phillips and Wilson failed to advise his clients who purchased the finds
that they were high risk investments; and

iv. Phillips failed to ensure that the sales staff knew and understood the
product they were selling and that it was high risk.

67) Consequently, during the material tuna, clients were not informed that the Funds were
high risk, and almost 100 FLSI clients, including clients of Wilson, who had no
indication at all of high risk on their NAAF purchased Funds. Many other clients had
some tugh risk tolerance (including clients of Wilson) but had that amount exceeded
by purchases of the Funds.

e) Examples of Clients Impacted by Count I

68) Clients Mr. and Mrs. A opened accounts with FLSI in 2008. Mrs. A advised Wilson
that she did not want any risk in her account. Wilson advised her that her account
was guaranteed by CII'F and that FLSI was "safer than the banks". As a result, and
on Wilson's recommendation, Mrs. A commuted her Ontario university pension and
invested the entire proceeds with FLSI.

69) The pension proceeds were transferred to her LIRA account at FTSI, where she
initially purchased exclusively Canadian Treasury Bills ("T Bills"). Subsequently, in
the summer of 2010, she sold the T Bills and used the groceeds to purchase two FL
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Pzoducts, including Mortgage Fund. Consequently, the risk profile of that account
rose to 100% high risk.

70) Mr. B opened an accoant at VLSI in 2007 when he was 45 years old. Mr. B had a
medical condition which rendered him legally blind. Both Phillips and Wilson were
aware of his condition. Although he was able to continue to work, he advised Wilson
that his prognosis was unknown, and at any time he may become completely blind
and unable to work. Consequently, his e~ectation was for safe and secure
investments which may ultimately be required to support bins and his young family.

71) Mr. B's risk tolerance as recorded on his NAA~ was 15%high risk, 20% medium
risk and 65% low risk for his registered accounts.

72) Mr. B purchased various FL Funds in his registered accounts. As at September 2011,
59% of the monies invested in his registered accounts (approximately $150,000) were
in FL Funds, thereby causing the accounts to be 59%high risk.

73) Mr. B's wife also opened her accounts at the same time with the same risk tolerances.
Wilson was also RR responsible for her account. As at September 2011, 58% of her
Spousal RSP ($1Q7,000) was invested in high risk FL Funds, and 100% of her TFSA
was invested in high risk FL Funds:

F. Marketiae Materjal Was Misleadins

74) Various forms of marketing material were made available to FLSI clients, induding:

i. One page marketing sheets specific to individual FL products (the "One-Pagers");
u. A brochure for FLWM and the First Leaside Group of Companies; and

iii. Brochures speck to individual FI, products (including WALP).

75) The Oae-Pagers were in mulri-colour and showed the rate of return in very large font
(the largest font used on the page). The One-Pagers were also available on the FZ
Group's website.

a) Misleading with respect to WALP

7~ Much of the FL Group marketing material that was made available to existing and
prospective investors during the material time emphasized the historical success of
w~.
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77) Despite the fact that the financial statements showed major losses for WALP, and
demonstrated Wat WALP was not funding its distributions during the material time
tLrough its revenues, marketing material continued to tout the alleged success of
WALP.

78) Marketing material dated 2010 stated:

Wimberly Partners as well as participants in subsequent First Leaside
parmershtps, have enJoyed some of the highest investment returns generated by
our industry. Since X992, an original Wi►nberly Partner has received a rate of
return of more than 9%, net of ta1t, per annum.

79) Mazketing material for First Leaside Fund dated 2009 stated:

First Least'de's Wimberly Apartments Limited Partnership (WALP) has a proven
16 year track record and more than a 9% after-tax annualized retrtrn. Sunce
inception, Wimberly has produced more than Y90 consecutive monthly cash
distributions.

80) Marketing material for Wimberly Fnnd, dated 2010 contained similar content:

Wimberly Fund is a RRSP/RRtF/RESP/TFSA-eligible anvestment that participates
in the performance of a large apartment portfivlio in the Dallas Fort Worth
Metroplex: Wi'mberlyAparhnentsLimited Partnership (WALP). As First
Leaside's original real estate partnership, WALP owns and mmrages
approximately 2,200 apartments, with a proven 18 year track record of success in
the real estate industry. Since inception, this partnership has produced more thon
200 consecutive monthly cash dis~r~iutions.

81) Marketing material for First Leaside Universal Limited Partnership and First Leaside
Ultimate Limited Partnership, dated 2010, and for First Leaside Global Limited
Partnership dated 2021, state:

... Wimberly Apartments Limited Partnership still generates — after Y8 years —
cantinuous monthly cash distributions for hundreds of investing partners.

82) However, from 2007-2010, WALP was not generating adequate cash flow from
operations to pay the distributions to clients in those years, including payment of the
interest to the WALP Funds.
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$3) Despite these losses, WALP continued to pay the following amounts in distriburions
and interest to unitholders of WALP and the WALP Funds:

Year Overall Loss Distributions Paid Interest Psid
2007 $8M $1.iM $1.3M
200$ $7M $1.2M $1.SM
2009 $18M $2.7M $3.2M
2010 $17M $2M $4.9M

84) These distributions and interest payments were not funded by revenue from
operations in WALP. In fact, the source of these payments was partly monies
borrowed from other FL Group enrities, which received funds from other investors.

85}Investors were unaware that the distributions and interest payments they were
receiving were funded in this manner.

86) The references to WALP having "investment returns", "generating" or "producing"
distributions is misleading given W.ALP's financial state during the material time, and
the fact that it relied on money boaowed from other FL Group entities to pay those
distributions.

b) Rate of Return and No Mention of Risk

87) Furthermore, each "One-Pager" contains a reference to the annual distribution or
interest rate of the product, with no indication that this is not a guaranteed rate of
payment to clients.

88) While the OMs for the FL Products (which were anywhere from 87 to 168 pages
long) contained discussions of the risks associated with those Products, there was no
mention of those risks in the more accessible, easier to read One-Pagers.

89) There is no indication in the marketing materials as to the risk (or any risk) associated
with these investments. The marketing materials fail to fairly present the potential
risks to the client.

90) While the mazketing materials describe the alleged success of WALP and the years of
paying distributions, none of the marketing material made available to clients
contains any discussion of the potential risks associated with the various investments,
nor of the actual financial situation of WALP and the risks associated therewith.
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G. i ack of Consideration Given to Risk Tolerances Recorded on NAAF

91) FLSI RRs, including Phillips and Wilson, completed a NAAF for each client who
opened a registered and/or non-registered account.

92) As set out above, there were four risk categories on the NAAF. The NAA.F stated
that "Alt First Leaside account holdings will be compared to the RISK and
OBJECTIVES percentages indicated in this table".

93}The NAAF required that a percentage figure be entered for each risk category and for
each type of account (i.e., registered and non-registered). For each account, the
percentages were required to tota1100°~G.

94)As set out above, the NAAF made specific reference to "First Leaside limited
partnerships" in tho High Risk category.

95)However, based on a sampling of 70 client accounts, $4% of client accounts were
found to have purchased securiries that exceeded the client's risk tolerance
documented in their NAAFs as at October 2011.

96) Based on the same sample, over 75% of Wilson's client accounts were found to have
purchased secwities that exceeded the clients risk tolerance documented in their
NAAFs as at October 2011.

97) Within the sample some clients bad no high risk tolerance recorded on the NAAF yet
had purchased only FL LPs which caused their account and their holdings to be 100%
high risk.

98) The accounts in the sample included those for which Phillips, Wilson and 8 other
FLSI RRs were responsible.

99) Phillips and Wilson and other FLSI sales staff repeatedly recommended and solicited
the purchase of FL Lps or Runds which would cause and did cause the client's risk
tolerance, as identified on the NAAF to be exceeded.

100) Phillips and Wilson and the FLSI sales staff, for which Phillips was ultimately
responsible, failed to give due consideration to the risk tolerances of clients as
recorded an the NAAF.
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Example of Clients Impacted' by Count 3

101) Mr. B (referenced above in paragaphs b1-63), also opened a cash account with
FLSI. His risk tolerance for that account, as recorded on his NAAF was 50%
medium risk and SO% high risk.

1Q2) Mr. B purchased LPs and First Leaside Wealth Management Preferred Shares, all
of which were high risk investments. As at October 2011,100% of the monies
($460,000) which had bean invested in Mr. B's cash account were invested in high
risk products.

H. Solicited Sales of Properties I+~nd With No Consideration of the Best Interests of the
Client

103) First Leaside Properties Fund ("Properties fund") was the only First Leaside
product sold by prospectus. Accordingly, Properties Fund was the only First Leaside
product which non-accredited investors could purchase.

104) Properties Fund held unsecured promissary notes from another FL entity, FL
Master Sherman LW.

105) The prospectus for Properties Fund was dated March 16, 2009. According to the
prospectus, the initial closing date was Match 26, 2009. The final closing was on or
about June 3, 2009.

106) In 2010 and 2011, there were no units of Properties Fund available for sale from
the initial offering, and there was no other FL Product available for purchase by FLSI
clients who did not meet the accredited investor requirements.

107) FL had non-accredited investors holding cash in their RRSP and TFSA accounts
at FLSI. As it was not invested, this cash was not available to Phillips and the FL
Group.

108) Rather than develop a new FL product which would require a prospectus, Phillips
and Wilson decided to arrange For the sales of units of Properties Fund from existing
clients.

109) As a result, Phillips and Wilson began to solicit sales of Properties Fund from
clients who were already accredited investors and could purchase any other FL
Product (the "Selling Clients").
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110) This then allowed other FL clients who were not accredited to purchase Properties

Fund. This was the basis for the solicitations and recommendations to sell. Phillips
discussed this with Wilson and was aware that W~son was also soliciting the sales.

111) Generally, the Selling Clients had their units purchased by FL Finance or F.L.
Securities Inc. Those units were in turn sold by FL Finance or F.L. Securities to the
non-accredited clients.

112) Phillips and Wilson then recommended to the Selling Clients that they purchase

another FL product with the proceeds from the sale.

113) All of these transactions took place with the units priced at $1.

114) In 2010 and 2011, 65 clients sold units of Properties Fund.

115) Phillips and Wilson contacted clients who held units of Properties Fund and
recommended that they sell their units without any consideration of whether such a
trade was in the Selling Client's best interests, and whether such a trade was suitable
for the client. In so doing, Phillips and Wilson placed their own interests and those of
FLSI and the FL Crroup ahead of the interests of their clients, and/or preferred one
client's interest over another.

L Fees Paid to Phiilios and FL Entities Created A Conflict

116) Several of the LPs offered for sale doting the material time were what are known
as ̀blind pool' investments, for which there was no specific use to which the
investment funds would be put at the time the capital was raised. These included, but
are not limited to:

i. First Leaside Select LP ("FL Select';
ii. First Leaside Investors LP ("FL Investors';
iii. First Leaside Progressive LP ("FL Progressive"); and
iv. First Leaside Premier I.~ ("FL Premier").

117) Phillips was the President and controlling shareholder of the General Partner #or
each of these LPs.

118) The OMs for these LPs indicated that certain fees would be paid to FL entities for
business development and project evaluation.
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119) Although the OM did not contain a set limit as to the perccntage of the monies

raised that would be used for the payment of FL-related fees, in describing the use of

net proceeds an estimate of 35% in fees was used as an illustration. That illustrative

percentage was frequently exceeded and in one case, described below, it was
exceeded by over 25%.

120) The working capital available for these LPs was immediately reduced by the
amount of fees described above.

121) The fees were typically paid to FLSI and FL Securities.

122) Zfie fees charged were as follows:
i. 5% to FLSI as agent;
ii. estimated 15% to related parties far "Business Development Fees"; and

rii. estimated 15% to FISI or FL Securities for promotion and project evaluarion.

123) The "Business Development Fees" included payment to FLSI or FZ Securities of
$75,000 per project for "evaluating'' each project.

124) The "promotion and project evaluation" fees, included payment to FLSI or FL
Securities of $50,000 per market for evaluating each patential marked

125) As directing mind of these FL entities, Phillips would decide when, how and in
what amount these fees would be billed to the LPs.

126) As the GP of the LPs, Phillips would decide when, bow and in what amount these
fees would be paid.

12'~ For example, for the following 4 LPs, as at December 31, 2010, fees of over 45%
of the total capital raised had been paid to FL entities:

FL LP Fees Paid (as percentage of
ca ital raised

FL Select 2007 61.6%
FL Investors 2008 54.2%
FL Pro essive 2009 46.0%n
FL Premier 2009 47.1R'o
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128) As at December 31, 2010, the only assets owned by FL Select and FL Premier
were cash plus promissory notes from another FL Graup entity.

129) As at December 31, 2010, FL Investors' primary assets were revenue producing
properties and cash. However, the revenue producing properties represented only
42% of the total capital raised from investors and debt.

130) As at December 31, 2010, the only assets owned by FL Progressive were cash,
monies due from other FL entities and investments in other FL LPs.

131) In addition, distributions were paid W unitholders in those LPs, also from the total
capital raised. Ultimately, ttte working capital available for each of these entities was
wnsiderably reduced.

132) In causing in excess of 50% of the capital raised to be paid in fees to companies
he controlled, Phillips preferred his own interests ahead of his clients.

133) There existed an inherent conflict between PhiU.ips and FISI clients who
purchased these LPs. Phillips, as RR and UDP, was required to act in the best
inteccsts of his clients.

134) However, as CAP, he had the ability and opportunity to determine haw much of
investor funds would be paid to hiimself, through companies which he owned and/or
controlled.

135) This was a conflict which Phillips failed to address in a fair, equitable and
transparent manner and consistent with the best interest of the client and, as such,
ought to have been avoided by Phillips.

J. T'~e oluntary Cease Trade and Grant Thornton Report

136) On November 7,1A11, Phillips advised FISI clients that the FL Group had
agreed to volunharily stop trading units in all LPs and Funds. No payments have been
made since that date.

137) On November 28, 2011, Phillips advised FLSI clients that all payments to
investors (including interest payments and distributions) would be stopped
immediately.

138) Phillips also advised FLSI cfients that as at December 31, 2010, it appeared that
WALP's liabilities exceeded the appraised value of its assets. Phillips also advised
clients that WALP had been a significant dzgir► on the resoeu~ces of the FL Group.
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139) As at June 2011, there were approximately 1200 FLSI clients, who had invested a
total of $2$4M in FL Products since 2004.

GENERAI. PitOCEDURAL MATTERS

TAKE FURTHER NOTICE that the hearing and related proceedings shall be subject to
IIROC's Rules of Practice and Procedure.

TAKE FURTHER NOTICE that, puzsuant to Rule 13.1 of the Rules of Practice and Procedure,
the Respondents are entitled to attend and be heard, be represented by counsel or an agent, tall,
examine and cross-exaznine witnesses, and make submissions to the Hearing Panel at the
hearing.

RESPONSE TO NOTICE OF BEARING

TAKE FURT'AER NOTICE that the Respondents must serve upon Staff a Response to the
Notice of Hearing in accordance with Rule 7 of the Rules of Practice and Procedure wittun
twenty (20) days (for a Standard Track disciplinary proceeding) or within thirty (30) days (for a
Complex Track disciplinary proceeding) from the effective date of service of the Notice of
Hearing.

FAII,URE TO RESPOND OR ATTEND HEARING

TAKE FIIRTSER NOTICE that if the Respondents fail to serve a Response or attend the
heating, the Hearing Panel may, pursuant to Rules 7.2 and 13.5 of the Rules of Practice and
Procedure:

(a) proceed with khe hearing as set out in the Notice of Hearing, without further notice to the
Respondents;

(b) accept as proven the facts and contraventions alleged by the Staff in the Notice of
Hearing; and

(c) order penalties and costs against the Respondents pursuant to IDA By-laws 2433, 20.34
and 20.49 and/or IIROC Dealer Member Rules 20.33, 20.34 and 20.49.

PENALTIES &COSTS

TAKE FURTHER NOTICE that if the Hearing Panel conciudes that the ~tespondents or eny of
them did commit any or all of the contraventions alleged by the Staff in the Notice of Hearing,
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the Hearing Panel may, pursuant to IDA By-laws 20.33 and 20.34 and/or IIROC Dealer Member
Rules 20.33 and 20.34, ungose any one or more of the following penalties:

Where the Respondent is/wss an Approved Person:

(a) a reprimand;

(b) a fine not exceeding the greater of:

(i) $1,000,000 per contravention; and

(ii) an amount equal to three times the proSt made or loss avoided by such
Approved Person by reason of the contravention.

(c) suspension of approval for any period of time and upon any conditions or terms;

(d) terms and conditions of continued approval;

(e) prohibirion of approval in any capacity for any period of time;

(~ termination of the rights and privileges of approval;

(~ revocation of approval;

(}i) a permanent bar from approval of the IIROC; or

(i) any other flt remedy or penalty.

Where the Respondent is/was a Member firm:

(a) a reprimand;

(b) a 5ne not exceeding the greater of:

(i) $5,000,000 per contravention; and

(u) an amount equal to three times the profit made or loss avoided by the Member
by reason of the contravention;

(c) suspension of the rights and privileges of the Member (and such suspension may
include a direction to the Member to cease dealing with the public) for any period of
time and upon any conditions or terms;

(d) terms and conditions of continued Membership;

(e) termination of the fights and privileges of Membership;

(f~ expulsion of the Member from membership in the IIROC; or

(g) any other fit remedy or penalty.

TAKE FURTHER NOTICE that if the Hearing Panel concludes that the Respondents or any of
them did commit any or all o£ the contravenrions alleged by the Staff in the Notice of Hearing,
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the Hearing Panel may pursuant to IDA By-law 20.9 and/or ~IRROC Dealer Member Rule 20.49
assess and order any investigation and prosecution costs determined to be appropriate and
reasonable in the circumstances.

DATED at Toionto, this 2nd day of October, 2012.

JEFFREY KEHOE
VICE-PRESIDENT, ENFORCEMENT

INVESTMENT IND[JSTRY RFAULA'I'aRY ORGANIZATION OF CANADA

Suite 2000,121 King Street West
Toronto, Ontario M5H 3T9
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Endorsement re Certificate of Pending Litigation
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CYTATYOI~: Y~iust ~.easide'9V'eatth Muta~oment Inc, v, pbillips, ?Alx ON3G 3943
COIIRT FII,E NO.: CV-12.9821-OOCT.

Y1ATE: 241210U1

3UP1i~OR COURT OF JIISTICE —ONTARIO
(COMMERCIAL LIST

RE: FIIt3T LTASipI~ WEALTH MANAGEMF~IV'T Y1VC., FYRST LEASID~

F~1V~ANCE INC., ~~tST LEASIDLr SECUYtI` A~TC. A1VD F.L.

SRECURITi~9 INC., Plalatl~

AND:

bAY1D P~II~LIPB, MARGA~T ~A'V~S AND 970877 4NTAxtYO YI~C.,

De~enaan~x

~p'OYtE: CDMNIIi~IGi J

CO'[,fNSEL: MtcttEtaw P. Gottllab ~n~ S, Xt~anih~b, for the PlauintltYa

L1~A 8. Corns and ~IYA G. Gt~Cotateli~l, for the Defen~Ants

Y~~AY;b: S$PTI~M'BF,R 27, ~Al2

The Mot3ona

[Y] The Pleintit~aa bring a mption putsuaat to s. 103 of the Courts ojJuslice Act fior leave to
issue a Certificate of pending L~tigstton ~'CPL'~ a~inst tus pmpeity known as 430 Yteglonal
Road #8, Uxbridge, Ontario (the "Uxbridge Pmperty"} or for alternative relief by ww~y o~ any .
Sato proceeds being paid wto court as se~a~ity or in the further alhac native, interlocutory
9n~iunctlrro reliaf.

[2] In the course of the luaring in respect of tl~te ~'lsi~iff~' motion, the Plaintiff's indicated the
solo $onm of relief that' sought was a Cpl, carder. Ne~thcr side was prepared to agree that in the
evwt the P}afnti~'s wrrc succesatlt~ that security in respect of tha sale pzoreede could ba given In
lieu of a CPL being iasu~d,
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Cpl 1']~e► Def~nda~ Margaret Da~►~S C`I~a~vls'~, br1~88 a canes-motion ro sadke certain
paragraphs of the a~'iid~rrit of Greg MaaLead, sworn September 14, 2012, filed in Support of the

Plaimiffs' motion.

[4] The motions were lard 3eptesnbor 27 im a still daq hcsdng. A dcaisia~ was req~med by

Septecnbeor 28. Y oommunica~bed my dec~s~n tba warning of September ~8 that the cm9s-mntioa~

was disnnissed and the Plaintiffs' motion ifnr leave M iasao a CPL was granted, with ~vr#tten

reasons to fallow. These axe my reaaoss.

Baclrgrauud

[Sl The fowr Plaintiff's (rcfcrncd to ~a the "FL Pl ffs'~ are a gxoup of ~1~pted

cocpwrations, now in~vlvcnt and currently under Compar~e.4' Cf~editors Arrangement Aat

~"CCA~!"~ procadinga, ccmmencad on Feb~ttary' 23, 2012. They ere controlled by a coutt-
appointed CriiefRestructuring U#~icor C`CRO'~.

[6] The FL Plaintiffs are pact of au ea~prise of u much Is~ger aun4ber of sfSliated
corporatioag invalvcd ~n the oponttion end dcvclopotuent of cote iel properties and the
provision of iaveatmeflt and vuoatch menagomes~t satvlees b over -1000 9nvas0oas (the collective
larger ~onp or overall enter~miae, luelusi~ve of the FL P1a~tlffe, is referred to es "First Lcaaido").

['~l The Dotendent, Y7avid P}Wllpe, has boon tlu grimy directing mLW oYthe fist Leeside
cnocrpr~ae. The D~ndewt Davis is Mr, Phillips' spouse. She was as offit~ and direeror of tho
P1ainHt~, First Laaaida'S1Veahh Management l'no. ("FI.WM'~, a holding and opa~edng camlpany
and tho ultunate parent oarpue~ation ~a the First Leueido group. From its incoiponnion anti!
Novennber 2Q11~ Mr. Phiilips was tho Cbief fix~cutive Officer e~f l'LWM. Mr. PLillips and Ms,
Davis esclt had signing twthoriCq in rospect of psyment~ made b~' Fitet Lteside entities, The
Dehndan~ 970877 pafar~o Inc, ("g70"), fg a hn2ding canpany wholly nwrred by Mr. Phillips.
1V~r'. p1Wl~ps is the solo common ahsreholder of th,e ov~a11 First Leeside enterp~lse,

[8] Ms. Davis i~ the owuor of the Uxbridge Prop~rty~ in which she and Mr. Phillips roaido.
The t+ecord indioeitGs tae home was transfrsrod fmm the plaintiff, Pgrst Leaside Seandtias Ino.
~"~tY. Sec~uittes"), a who]ly o'~utied subsidiary of ~WM, in 1999 fog the transfer amount of
X400,000.

C9] A portion of tine Uxbridge Property vvtts used to operate First T.easide wlth its head office
Iocated there.

(1 Q] Tire U~cbridge Property is the subject of a present Agreemc~t oaf piuehesc and Sale by Mss
Davis, ~srith the sale by her sciuduied to etpse October I, 2012.

[lI] Tit O~atarla Secwitiea Commission ~"pSC~ undc~ttaok sn Invesdg~tion into First
I.caside about Ma~rah 20]0 f+ollognng an audit cammenoed in tho fall oY 2009. In November
ZOl 1, an Indepeadont Committee was appointed to overseo ~+irst Y.eastdo's oparntions in place of
Mr. Pl~fllips, to Dooambae 2~i 1, 4. S. MacLeod dt Aseaciates ~~ appoir►ted CRO of the FL
Plaintiffs. rn the eow~e of the CRO's ex~ins~ion of the finenoial records of the FL Plaineiffs,
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the CRO formed the vle'w that Mr. Phillips ettd Ms. Da'Vie ~mpropady dive~ed and oanvened

assets of the FL Plsuntiffs w their awa nee.

[12] On June 4.2012, the 0.SC issued s Statement of Allegations against Mrs Phillips and

John Russell Wilso4 a senior sales person at the Plaintiff ~. 3eeurities. 'zhe OTC alleges tLat
between August 22 and UoLober 28, 2012 Mr. ~hilJfps "a founder and the directing mind of the
First Lea~ide (4raup...inhentiwmlly da~ived it►ve~tors by soiling and t~►'etseeieg the sales of
almost S 19 migion is securities whilo wltl~nlding impo~l~ant 9»form~tion".

[13] 0~ Juae ?A, 2Qi2, Ms. Davie Bated the Uxbridga propa~ty fos isle sad the A,~nnent of

Parch~se and Sae was ea~cred into August 7, 2012, with the olosing dabs of October 1,2012.

[14] The FL Plaintiffs filed a S'tstemcnt of Claim an August 28, ZOI2, which alleges, enttr
alfa, that Mr. Philips sad Ms. Davis caused tine FL Plaintiffs, is pardcvtsr, ~'L 8ecurittes, to
mako imprnper payments for renova~lons. maiatanaaoa emd improv~em+ents of the Uxb~idgo

Property and caused FY. 5ecurliies to wake improper rent payments to Ms. Dav3a far the use of
the Uxbrtdg~ Propartq under one or mote purported offica lease sgreeme~rts. It is alleged des
D~tdants braQched fiduclazy~ dunes owed to the Plsinti~, made ffaudplent miareprosmtations
and convar~ed the Pla3iebtf~'s' wads.

[15] The plaintiff claim a iraa~g o~'!ac and a con~trttetive Uvst inn respect of tha alleged
improper p$ymanis made in respect of the Uxbridge Propart~r. The PI~nIi~'is by tho~lr motion st
hand aee~c to preserrre t1~~r ciaimod ri ff s ~n the Uxbridge Pmpexty.

[16] The Dcfendamte Phillips and Davis say that thoy are impecw~ious and inquire the sale of
the Uxbridge Proms for ongoing Iiving axpenses, The FL Plaintiffs shy that, if the Uxbridge
property is sold and the pmaede paid otrt to Ms. Danis. effixiively the l~~ ~Iaintlffs will be
preluded from ever bang abler to xecovrr some ~4,000AUQ alleged to ]tom been
miswppropr~ated for maint~anaa sad impmvaaents to rho Ux'bridga Property►•

~e Ca~oss Motion

[17] The Defiendant, TV s. Davis, brings duo Gross-motion wider Rules 25.1,1 eatd 39.01(4) to
str~loe out portflnns of Air. MacLeod's affidavit on the asse~bed basis they are "scandalous,
ir~+~l~vsnt, insatbed simply for the purpose of atmosphere, are nut based upon personal
lawwledq~a snd do not specify tic sotu+x of the deponent's infarn~ation".

[18] The paregr~phs is jesue tee: the second, third and fourth sentences of paragraph 2,
paragraph 28, oxhibit H, paragraph 29, the third senben~ce of perag~spl~ 35, the socond last
se~tenee of paragraph 4d, the last sentence of Paragraph 42, the last scntaQce of para$tepH 51,
paragraph SZ, par~g~►~pbs S3, 56, Sti end 62.

[19] In my view, them is no merit to tha cross-motion and it is praparly dismissed. The
COI~flHiried Of pTOVi8~01tS Are i~o7tl39ti07191, COt1tBYtN81 8[td TdCVW1t to th8 988u88 at ~lpgd, a@B
DASEd lipplt X18 fOI~C ~VC9t1~8t10lf OFtI18 BCCOWitllig &~ flll8riC181 t4COxl~$~ ddcl et~C riOCCeseCy+
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and ap~mPriste to tho aerratiive of Mr. MecY,sod es to what his investi~tion on bah~if of the

CRO revealed.

~'he ~vi~enee on tho 1Vta1n Motion aee~ing X.oave to issue ~ CpL

[ZO] A C~'L apacstes to psot~ect a alaiaied interest in laud by effieotively pre~►enting dispcs~t~o~
of the property is iasae prior to jud~cnent fallowjng a tris~t on iho aiaorlts~ ~o succeed 9a obtaining

a CPL, it must be established ~ is a hiable 9asue es to whither the plaintiffhas an iu~ez+est is

the lend and t ie issuaaca of a CPL uu~st bo just in light of all relevant fsawcs. G.P. (~ttee~leld

Ptoneer Si c. v ~I~oare (2002 58 O.R (3d) 87 (CA.); Bategle~ Ygtlage for Sta~ora hie. v. Roble
(201~),1Qp C.P, ~, (~°ij 183 (Ortt. S. C.).

~Z1] Where the t claimod is a camsbrucd~ve ttust~ as in the inet~nt aidration, the questf on
is eimp~y wLethGt tharo is a triable issue ~n respect of such interest claimal, ao~ vPhethes' the
gleintiff will lilo~ly succeed uldm~tely at trial. It i~ e~nougb. bo astablish that a oonatructive trust is
a poss~bla remedy at trial based upnn the evidentiary reernrd et this paint. Mo~e~aovor, tha Cotnt
duos not "assess the ctedibTility of depononts or decide dfspnted ~sauee of fact" at the,~tCturc of
an i~terlo~utory motiarn for a CPY.. C#olden ill F,dtates Lid v (~emrea Bivtechrrology Corp.,
2012 ONSC 4975 at ppras. 2,10 and 11.

X22] the avidmea on the return of the FL Plaintiffs' motion, through tha 19 gaga a~fdavlt of
Mr. M~.eod ~etang forth hie aceminstion of tha fiinencial tmd ~CCCo~g r000rds, demobstraoss
that leasohold fmgrovanents end property main~ei~nnee ex~en~ in mspact of rite Uxbridge
Pmparty have been funded by the PL Plaititii~'s, in particular, ~, Sac~n~ties, in t1u amownt of
acute X4,000,000. Tbls agse~tiou is not disputed,

Ill '~~ ~~gs a►+gre aaod w maintafn sud improve tha Uxbtidga Pmpert~► by way of sach
things as oxts~ive laudscapigg. a home gym, windmill, sauna. multiply ponds, pool and
watei~fa!!s, gara8e, $raEa~hGgae and guest honso. The k~. Ploi~iffs used ti~at tbe88 enrpatudihu+es
had ao cance~'~ble 6usinesa pucpoee.

Cpl The posittoa of the Aef~endants is that die paym~nb by FL Securit3ea were comunerciaily
reasonable and Wye P~P~Y aad lawfiJty approrrod by First Leaaide and, in pattiCula~r, by ~~
Seetulties and FLWM. The Dafeadants assert that ~►e By-Laws oP the ~'X, Plainfif~ provida that
any oonttaat is bundiag on the c~rpotatiol~ if signod by any oao e1lrxWr and the anthorizatlon of
the Hostel ofrJireetors f~ not t+egnired. Momover, fie, Phillips says he bdicvat that the Director
of P'inaace and in-house legal counsal had obtaiacd eA raNisit~ approvals for eompeasatian paid
to him. He~ttce, the D~fendents ask 9s~t the motion be dismissed.

C1,S~ Ms. Dsvfs and FL SeQurltias entered iota e lease agreemsM ors ,lA~tue1'y 1,2005, effective
January !, Zo04, whereby ~L, seeudt~ wo~aa pay 44 0 0~ c~rcatn mai~econan~e axpenses aid in
i+espeet of eapit~l impro~+ementa relatiag to the Y)xbridge Pmp~riy. It scorns that three other leasa
a~reane~s were lat~ar entered iitta.

[26j The ~aaciol records sugge~ that Rom, 200 o0 2411, FL Securi~fes paid at leAst
5742,528,16 in respect of ire 44% allocation for leasehold improvements. Moreover, the FL
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1'laimtiffs assort that so~mc 5334.344.16 nlsting ~o the ~6''~b allocation to Me. Des in respect of

lca~hold impsovca~enca was imprnparly allocated to 3Hr. Phillips' lain rccriveblc ac~cougt and

Hover repaid.

[2~] The records indicate as we11 $mot, from 2004 W ?A09, the FL Plaiat~ffe pAid some

52,590,000 (soono ~1,32b,000 as the l~L SeouudtEes' 4~% alloaadori and S1,Z64,466.94 as the

5696 allocat~an to Ma. Davls) iu praPercY mauatenanca mcpenses related w the Uxbridga

Praperty.

[28] The ~. Plaint# claim the lease sgroanent is oppressive a nd fired into 6r~ach o~ the

duties a~ directors owal to tlu FL Plaices.

[29] The record indicates ti~at the 56°h alloeatian of leasehold improvements to 1vts, Davis
under the lease agreement were typically paid by Y~L Sociuities end rocordcd es a loan by PL
Swurities w Mr. Phillips, wUh FL SeenrlHes ~ffsetta~,g tha outstanctuig loans payabla at the end
afthe finent~al yroar by the issuauoe of bonuses and divldende ~cvlthin dse oorpo~+eto group to Mr.
plrilli~.

[30j The PL Pl~dnt~fF~ allege tbet the d~reCtots of FLWM and 1?Y. $ecurlties (otter tbsn 1VXi'.
Ups end Ms. Devia) wcr~ never mAde awe~re a~f the Iea4e agreemtata or allac~tion pap~able by

FL Seau~iHos under the lease agree~tet~ts, The FY. Plsi~ttiffe cdeim tt~t ttte annual bonuses and
dividend paprnema used a$ credtdag offsets against the autsusading lgsns were unauthorized.
The De~end~nts claim that all pnymaaits w~+~ properly and lawfitlly wthorized by fhe hoards of
d~i~ectars and that the lease agreements w+c~o spprovacl.

[31] Ms. Joan Y.. Wilson, in her davit s~rorn September 17, 2012, stateB chat she is a
~Lartcred eccotuttant ~vvho was en Cinployee of the Plaintiff~Y.'W'M between 3eptambevr 2004 sud
dpril 2008. She ataoes that, sithougb tIu company records suggest aEio was s di~eator of F~L
Se~arities, stye does not beli~rre she ever knew sus wee a director and that, wLile Mr. rlWlips
ac~vlsed hea at ono point fleet she was the "P~esldent" of FL 5eaurides, she did not in any ~ara~r act
ee Preside~►t, aor was she treaded ss Pxesiden~ and that she signed pu office lease agreement
dated Yanuary 1, 2005 on be~talf of ICI, Securities in respect of the Uxbaidge Property simply
because she was asked'to do eo by Mr. Phillips.

[32] IvJr. Leo de Bever, a fflxenex iadepandent diroctpr off' FLWM, sees in bps a~3dnvit tbet
the directors of FL'CV'M wore never asked to vote on a resohrtion to a~prorre the compansatiou
paid to the Dafendantg Phillips end Davis, ~ar~ Haver shown the de~ta~ls of campe~adon paid to
them, Haver authorized divide,~nds, attd'ovete Wert asked M ~pprovc tinanc~al stste~ne~s fot most
fiscal geazs.

[33) Mr. Jahn W~Ison, an affiant fur the Da~Ondeats. stm~s that hs has beep ~ director of
FLWM from 2003 to ~o prese~at. He gays that the compensation payable bo Mr. Phillips ~aras
u~nepanent to the board of direecors as were "the le~siog, occu~an~cy and capital impmve~nent
costs paid by [FY-'W'Ml subsidiary aompae~es in conaecdan with Ehe U~cbrldge Pmpcaty....",
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[34] It is noted inaidentaliy lhet tt~e A$t+xmeni of Pt~aSe Nid Stile pa~ovldes Eot s ~25a000

deposit, a fiuther $875.000 on closing and a vendor takaback mortgage for the balanaa payable
in 54 mnnt~a with intercat oa~ly payable in ~e iM~arim. 'il~`ith en outstanding fiurst mortgage of

some $lS87,000 is favour of the T~ $ank, there would be a m Wmal oe$tf. b~lmtce on closin&

[3S] ~oovever, it is also noted that the Sner,~isl records ,indicate that is 21110 and 2011 FL

Sew~ulties paid a total of 2320,744.76 an ecoount of the 5596 allocation for lmpc+ovt~nan~ and

m~►u~attca to Ms. Davis. wlti~h bad baa charged to Mr, p'hillips' Ioen ncaivsblc aaeflunt but
(nnlika p~ovious oherges) not puipoi#odly offset for those years through bonusos and divldands,
dqe to the t~t0's assumption of maaagameat o~ First Laoside is 2011. Tht~,+, the fill
5320,744.76 argusblq n~nains out~te~diag es a dew of Ms. Davis ~a FL Seauritie~ in all errents~
notwlthstaudingthsbookkeeping paper cnt~y recognition of her debt ae a loan to Mr. Phillips•

(3bj A claim based upon the doctrine of conatrt~ctiva huet aad tlu right to tr~ea ittads in
respect of propdrty may give rise to qn ia~orest in the propraty such as to be the subject of a CPL

[3~] In my vlew, tha FL Plaintiffs have establ~sl~ed on th+e evidentiary rocord m da~o ihst theca
is a triable issuo as assernd in the Statement of Claim that there has been a misappropriation of
PL Pl~iatiffs' monies throagh nneuthorized pary~mems ~n respect of tart, m~intensaee and
~mporovoments relating to the Uxbridge property a~nud by Ms, ~svie snob as to bo an unjust
dniahm~ent and aubject to a canstructiti►e trust

[38j There are triable iesnos ae to alleged unautl,a~ized conv~erslon of debts ovued by Ms.
Us~c►~s to FI, 3eeurities lei porpoMed tosna receivable from bdr~ ~betUgs. Tiw+e ere triable issues
•e m tine arguably unlaw~rl and unauthorized pur~soYted offsets to these aaa~d losna ttu+ougf~
argasbly unat~tlwrized compensation, bonuses and dlvldends Co Mr. Phillips' eredit~ Them aye
triable issues ~s to the alleg~eot bre~h of detectors' duties cad as t~ the alleged ppptessive
conduct

X39] Tl~e Dcfraxlants raise a hosC of dcc6eenoea to the asserted claims of the Y~~. ~►lait~tif~'s sad
their counsel Ada fbrce~ftl arguraent~ in respect thereof. Hoar~ver, this hearJn~g r~ras nab of
catu~e, l~D~~Y to egEtate bn a trial of the issues; rather, the questiofi is simply whetht~r or not
there e~ viable iasuas aue~ that a CPL should properly issue gendiag the uttimAte d~teimination
of tEte issues at trial.

[AO] It is not disputed that come $4,000,QtIR of the 1~Y. P1~intig'is' monies were ex~andad in
respect of the Uxbridge Property r~ioh to now the sub,~ect of the Agreement of Purchase end
S$ic fir ~2,23S,Q00. In tn~ view, given tl~e triable ~Ssues, as I have feund, eis to ~uvhether those
monies are gmperly sabjcct w a constcuetive trust, tharo is an ̀interest' in file iJxbridge Propmt~r
on the part of fire I~, plsintit~s Bach ea m enpport their request bor a CPY..

[4Y] ~'he record establiehcs a strong possibility that the Y~. Plaind~'s mid their undralYing
inr►estors would e~iectivcly bn without mr~r prectiael remedy if sucoessfttl at trial and a CPL ire
not W be grautod.
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[42] 'rhe be~ndants argue that 9f the C~'L is grantc~ th~a they will not omry have lost access
ba fivads for w]~h these is en ~lnediete need beosuse of thair clamed present impeaunios~ty but
if they are Wttmaoelp succeseli~l et trial they may woll face au ua~vouraWe price as cwmpar+ed to
that scan in the p~e~ent Agreanent of lP'~ohsso and Sala

[43] Yn ra~r view, And I so find an the basis of the evidentiary record, the balance of
cnnve+nieuce farrours the ~. plaintiffs.

Dispo~3tioo

[44] For the reasons givaa, the F~, Plaintiffs` motion for leave to issue a CPL 3n respect of the
UXbridge p~opatty is grated. The requisite Order was Biped Frldpy: September 26, 2012,
~ollowiag upon my advia~ag counsel as to n~~ decision. .

[45] Yf the p~rtiues cannot agiee on the ques~ton of coats, the psorties may make writoen
suimuissions, In sucb. e~►~n~ tha PY. P~a~rtiffs shall mstoe their submission by October 1Q 2012,
fhe Ddeadants stmU male flair submiss~ton by October 1 S, 2012 and the FI, Plaints may ma~Oe
eqy reply thereto bq Oetobor 22, 2012.

C'UMMYi~TG J.

Date: Uctob~ 1, 2012
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December 21, 20].2

BY EMAIL

Fraser Milner Casgrafn un
77 King Street West, Suite 400

Toronto-Dominion Centre

Toronto, ON, Canada M5K oar

MAIN 416 863 4511

Fax 416 663 4592

To all persons who are clients of First Leaside Securities Inc. lthe "Investors")

Dear Sirs/Mesdames:

RE: Componles' Cred/tors Arranpemen! Act ("CCAA") proceedings Pnvolving First Leaside
Wealth Management inc. ("FLWM") and eertain of its affiliates subject to the Initial Order
of the Ontario Superior Court of Justice (the "Court"► dated February 23, 2012 ("First
Leaside")

AND RE: Eighth Reporting Letter Eo investors by Fraser Milner Casgrain LLP as Court-appointed
representative counsel for the Investors ("Rep Counsel")

This eighth reporting letter is intended to update you on the status of the CCAA proceedings and the
activities that we are currently engaged in on your behalf in our capaaty as Rep Counsel.

1. Termination of th,~CCM Proceedings and A000intment of Grant Thornton as Recefirer

On December 7, 2012, the Court approved Fist Leaside's application to appoint Grant Thornton limited
{"Grant Thornton") as the court-appointed recePver of First Leaside (in such capacity Grant Thornton is
referred to as the "Retetver"). Concurrently with such application, the Court made an order (i~
terminating the stay of proceedings imposed by the Initial Order issued by Superior Court of Justice on
February 23, 2012 in respect of First Leaside pursuant to the CCAA proceedings and terminating the
CCAA proceedings, subject to certain transitional provisions (note, there is still a stay of proceedings in
the receivership proceedings); (ii} discharging the CRO, Greg MacLeod &Associates Inc., and discharging
Grant Thornton as Monitor upon its appointment as Receiver, subject to certain transitional provisions;
(iii) releasing the Monitor and the CRO from liability (with the exception of liability for acts of gross
negligence or willful misconduct) that may have arisen or may arise in the future, due to acts or
omissions of the Monitar or CRO while they acted in such capacities pursuant to their mandate in the
CCAA proceedings; (iv) continuing the appointment of Rep Counsel in the receivership proceedings; and
(v) approving the fees and disbursements of the Monitor, the CRO and their respective counsel. Rep
Counsel's fees and disbursements were approved by the Court on Monday December 17, 2012.

2. pnaroval of the Claims Proeess

On December 7, 2012, the Court approved a claims procedure order (the "Claims Procedure Order") to,
among other things, (i) provide notice to creditors, which includes the Investors of F(rst Leaside, about
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the upcoming claims process; (ii) establish deadlines far the Receiver to mail acknowledgments of claims
forms to the Investors (the "Acknowledgement of Claim Form"); (iii) establish a claims bar date, being
5:00 p.m. EST on February 28, 2013 (the "dalms Bar Date"), for Investors to submit amendments to the

Acknowledgements of Ciaim Fomn or to file a Praof of Claim; and (ivj develop a procedure for
determining and adjudicating claims.

According to the Claims Procedure Order, an "Investor Claim" Is defined as the following:

any claims of any Investor of First Leaside Securities Inc. derived from

such dient's investment In First Leaside proprietary products...which
right is based in whole or in part on facts existing on or prior to February

23, 2012 or which would have been claims provable in bankruptcy on

February 23, 2012.

The following summarizes the steps an Investor will encounter in the course of the upcoming claims

process:

Acknowledgement of Cloim Form

Grent Thornton, in its capacity as Receiver, will send known Investors a package which includes the
Acknowledgement of Uaim Form by January 15, 2013. Each Investor Claim as set out in the

Acknowledgement of Claim Form will be based on First Leaside's books and records. Unless the Ir►vestor
elects to ~omnlete and file a Request for Aroendri~ent and submits supoortins ~lQcume~rtatian M
tlisoute the accurgcv of the Acknowtedaeme~t of Claim Form. the information co~rtained_therein_will
be deemed to be confirmed in all respects by the Im►estor. For further clarity, if you agree with the
amounts in the Acknowledgement of Gaim Form, you are not required to take any further action.

Request for Amendment

If an Investor submits a Request for Amendment to their claim (as it is set out in the Acknowledgement
of Claim Form) to the Receiver, the Receiver will review and consider such request. Aher reviewing the
requested amendment, the Receiver may (i) accept the requested amendment or (ii) revise or disallow
the requested amendment by sending the Investor a Notice of Revision or Disallowance of Claim.

Any Request for Amendment must be submitted to the Receiver on or before the Claims Bar Date.
Otherwise, the Acknowledgement of Claim Form and the information contained therein is considered
final and binding on the Investor and can be relied on by the Receiver in valuing an Investor Claim.
Moreover, the Investor will be barred from making any further claim that is inconsistent with the
information contained in the Acknawtedgement of Claim form.

Fll/ng a Proof of Cloim If you do pat receJve an Acknowledgement of Claim Farm

If you are an Investor and you do not receive an Acknowledgement of Claim Form from the Receiver by
January 23, 2013, please consider contacting Grant Thornton at 1-855-883-2474. Otherwise, where an
Investor does pat receive an Acknowledgment of Claim Form, a Proof of Claim must be completed and
submitted by the Investor to the Receiver by 5:00 pm EST on the Claims Bar Date.



A sample of the Proof ~of Claim form and the Acknowledgement of Claim Form, along with a complete

copy of the Claims Procedure Order, can be found online on Grant Thornton's website:

www.srantthorton.ca/firstleaslde at Appendix 6 to the "Cora~bined Seventh Report of the Monitor and

Proposed Receivers Report dated December 5, 2012".

!f you have further questions about the Claims Procedure Order, please contact Grant Thornton at 1-

855-883-2474.

3. transfer of Inve~to,~ Accounts from Benson Financial 5ervtces Canada f"Penson"1 to Fidelity

Clearing Canada ULC ("Fideltty"1

On December 7, 2012, the Court granted an order authorizing the CRO, to execute a Custodial Services

Agreement with Fidelity on behalf of First Leaside. Fidelity has agreed to become the successor
custodian to Penson in respect of all Investor accounts that currently remain witf~ Penson. The
agreement contemplates that Fidelity wilt hold all Investor securities, including seeurities registered in
each Investor account. As Penson is ceasing its operations in Canada, the remaining accounts need to be

transferred to a new custodian. The seventh report from the Monitor, Grant Thornton, further
elaborates on the nature of this arrangement and is available on Grant Thornton's website:

www.arantthorton.ca/fi rstleaside.

To the extent that you have any questions about the transfer of Investor accounts from Penson to
Fidelity, we urge you to contact either (i) Christine Chang at First Leaside at 905-852-1430 or (ii) Grant
Thornton at 1-855-883-2474.

4. Canadian Investor Pro~eGxion Fund ["CIPF"1 Claims Pro

We have had a number of meetings with CIPF and we have discussed with them the form of claims
process and issues regarding CIPF coverage. Despite originally indicating they would be willing to
coordinate a claims process with the Receivers claims process, CtPF has now indicated that they are no
longer agreeable to such. To date, CIPF has still not set a deadline for filing a CIPF claim and we will
continue to keep investors ~p to date about our discussions with CIPF in this regard.

On the issue of coverage while we have had discussions with CIPF Investors need to recognize that
~lPF may not oav any compensation for Irt~vestor Claims and we have no commitment to date on any
Claims coverage or the tope of Investor claims that they may comaensate.

At our last meeting with CIPF, dealing specifically with the issue of rescue plans, CIPF, an a without
prejudice basis, did make some statements that Rep Counsel conceptually agrees with, namely: (i) the
date for determining any potential claim will likely be the date of the Initial Order (February 23, 2012},
so the claim would be calculated as of that date and it would be reduced for any subsequent recoveries
(either by reduction of the claim or assignment of those recoveries to CIPF); and (ii) Investors should not
6e penalized for trying to mitigate their losses (i.e. though a rescue plan) but they should also be aware
that any recoveries may reduce the CIPF claim or be assigned to CIPF, if CIPF in fact pays out based upon
the full value of a claim. We do not know enough about the rescue plans to understand whether this is
an issue or not,



Notwithstanding the second point, if you transfer, trade or assign your units or interest in any First
Leaside security to any other party, we would be concerned the# you may no longer be in a position to

assert a claim against CIPF.

5. Telephone Town Hall

All Investors are invited to attend a telephone town hall meeting with Rep Counsel and the Receiver,
which is taking place on Wednesday, January 9, 2013, from 2:OOpm until 4:OOpm (ESTj. The purpose of
this cafl Is to provide you with an update on the status of the claims process In the context of the
receivership proceedings, the C1PF claims process, and to answer Investor questions regarding same.

The teleconference call-in details areas follows:

Local: 416-695-7806
Outside the G7A: 1-888-789-9572
Passcode: 5370624

During the call, you wil! be invited to queue up to ask questions by hitting the pound key on your phone.
In an effort to maximize the time we have to answer your questions, and to help avoid duplication of
your questions during the meeting, we request that you forward to us any questions you have in
advance, by email to Flrstleaside@fmc-law.com.

Yours Truly,

er Milner Casgraln LLP

Shayne Kuku wicz

cc: Jane Dietrich, Fraser Milner Casgraln LLP
cc: Greg MacLeod, G.S. MacLeod &Associates Inc.
cc: John Birch, Cassels Brock &Blackwell LLP
cc: David Ward, Cassels Srock &Blackwell LLP
cc: Jonathan Krieger, ~rerrt Thornton Limited
cc: Daniel Sobel, Grant Thornton Limited
cc: Pamela L. Huff, Blake, Cassels & Graydon tLP
cc: Katherine McEachern, Blake, Cassels & Graydon uP



Dentoas Canada LLP 
Salans FMC SNR Denton
denlons.com

7710ng Sireel West, Sufte 400
TorontaDominlon Centre
Toronto, ON, Canada M6K OAt

T +i 418883 4511

F +1 416 883 4592

April 26, 2013

BY EMAIL

To ail persons who are clients of First Leaside Securities Inc. (the "Investors")

Dear Sirs/Mesdames:

FtE: Ninth Reporting Letter to investors by Dentans Canada LLP as Gourt-appointed
representetive counsel for the Investors ("Rep Counsel")

This ninth reporting letter is intended to update you on our d~ScuSsians with the court-appointed receiver,
Grant Thornton Limfted (the "Receiver"), and the activities that we are currently engaging in on your
behalf in our capacity as Rep Counsel.

As a part of an internatlonai combination with Salans LLP and other members of SNR Denton Group,
Fr~s~~ Milner Casgrain LLP has changed its name to Dentons Canada LLP ("Dentons"). 7his
amalgamation will not change the professionals acting as Rep Counsel and those previously representing
the Investors wilt continue to represent the Investors going forward.

1. Status of claims process

Investor Claims

The Receiver has advised that approximately 5,500 claim forms were distributed to Investors in the
context of the claims process (the "Claims Process°) approved by the court on December 7, 2012 (the
"Claims Procedure O~de~'j. Of those forms dlsMbuted, onty 302 forms were returned requestlng
amendments. "fhe Receiver is focusing the majority of its efforts on approximately 115 of the requested
modifications where the amendments are material and the investors are potentially going to receive a
distribution. As a result of the Claims Process far Investor claims, the Receiver acknowledged
approximately $327 million of Investor claims.

Creditor Claims

In excess of 100 proof of claim forms totaling approximately $9.8 milpon have also bean received from
creditors in the context of the Claims Process. This amount does not include the creditor claims of the
various trusts (e.g. F~WM Trust Fund), which are included fn the Investor claims discussed above. The
Receiver is currently assessing the amounts of all of the creditor claims.

The Receiver continues is work on determining the precise manner and details for a distribution based on
all of the Investor and creditor claims, and estimates that, barring any unforeseen difficulties, wfthin
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approximately two months authorization to make a distribution to the main body of Investors and creditors
(while maintaining a hold back for those claims whlah are disputed and have not yet been resolved) will

be requested from the Court.

2. Timing of distributions to the syndicated mortgage Investors

The sale of the Cemetery Road property. previously reported on, has been completed. There is also a

conditional agreement for the sale of the Mill Street property, but the transaction has not yet received
court approval or closed.

We understand that the Receiver intends to seek Court approval in the near future with respect to
distributing the proceeds of the Cemetery Road property (and the Mil! Street property if such transaction
closes).

3. Outstanding loans to employees, officers and/or direcrors

The Receiver has advised that First Leaside has outstanding loans of approximately $2,300,000 to
Investors, $700,000 to employees. and $30 ,000 to third parties. The Receiver is in the process of
demanding payment of these loan amounts.

Thane Investors that receive a demand for payment from the Receiver should seek independent legal
advice. Dentons is unable to advise those indivkival Investors regarding their legal rights to a demand for
payment as doing so would be a conflict of interest given our mandate to represent the Investor group as
a whole.

4. Status of the transaction with the Funds trustees

The Receiver has advised that in its view the substantive negotiafion of the prospective transaction with
the trustees ofi Wimberly Fund, First seaside Fund and First Leaside Mortgage fund (collectively, the
"funds") is well advanced. However, as the transaction is very complex the documentation is stilt being
negotiated.

5. Canadian Investor Protection Fund (uCIPF°) claim

CIPF has recently begun to deliver notices to Investors regaMing the claims procedure. The deadline for
submission of claims to CIPF has been set by CIPF as October 12, Z01~. More infom~ation can be found
at wuuw.cipf.ca.

We have already spoken with CIPF regarding the claims process. The current CiPF claims process fs
designed for individuals, not groups, to put forward their claims and to have those claims dealt with on an
individual basis. We have met wRh the Investors' Steering Committee bo discuss a strategy, and
proposed plan to work with ClPF so that may have the vast majority of Investors claims dealt with on a
more efficient and expeditious basis. When we have more too report in that regard we will reconnect with
the group of Investors as a whole.
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cc:
cc:
cc:
cc:

Jane DletricTi,'Fra~~r Milner Casgrain LLP
Jonathan Krieger, Grant Thornton Limited
Deniet Sobel, Grant Thornton Limited
Pamela L. Huff, Blake, Cassels &Graydon LLP
Katherine McEachem, Blake, Cassels &Graydon LLP

Sslana FMC SNR Denton
daatons.com

2002106 B~NATOOCS

Yours truly,
Dentons Canada LLP
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D t1 418 883 4740

Derdons Canada LLP
n w~ s~ree~ west, sine aoo
Toronto-Domh~n Cerrcre
Tarw~to, ON, Canada MSKOAI

T +1 A18 863 4511
F +1 416 883 A592

WITHOUT PREIUDlCE FOR SETTLEMENT PURPOSES

Mr. CrafgJ. Hill
Borden Ladner Gervais LLP
Scotia Plaza
40 King Street West, 44th Floor
Toronto ON MSH 3Y4

Dear Mr, Hili:

Re: Insolveney of First Leaside Securities Inc.

Satens FMC SNR
Denton

dentons.com

We write to you in your capacity as counsel to the Canadian Investor Protection Fund ("CIPF").

As court-appointed representative counsel for the hundreds of eUgible customers affected by
the insolvency of First Leaside Securities Inc. ("FLSI" or the "Member"), we write further to our
previous meeting with both you and your client and to provide notice of our clients' intention to
bring claims under CIPF's existing coverage policy for losses incurred as a result of the Members
insolvency.

While we were disappointed that we were unable to agree upon a mutually acceptable claims
resolution process, our meeting in November was useful insofar as it allowed the parties' to
begin to understand each others concerns. As such, and prior to the Member's customers
incurring the significant expense and further delay inherent in submitting numerous individual
claims, we hope to build upon that understanding by drawing CIPF's attention to the factual and
legal background underlying our cUents' request for coverage and to ascertain whether, in CIPF's
view and given its mandate "to contribute to the security and confidence of customers of
Canadian investment dealers", there is an opportunity to reach a negotiated resolution of our
clients' claims on a global basis.

factua/8ackgraund

On February 23, 2012, FLSI was declared insolvent having made an application to the Ontario
Superior Court of Justice under the provisions of the Companies' Creditors Arrangement Act (the
"CCAA"). Prior to its insolvency, and the related suspension of its securities registration, FLSI was
a member of the First Leaside Group of Companies ("First Leaside"). Though now suspended,
6LSI was, and had consistently marketed itself as being a CIPF member since 2004.

2164991_3~NATDOCS
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At the time of its insolvency, FLSI customers had, in the aggregate, invested approximately $335

million in accounts held with FLSI through its carrying broker, Penson Financial Services Canada

inc., which funds were to have been invested )n proprietary First Leaside products on the
understanding that such funds would be invested fn those products for the primary purpose of

funding the acquisition and/or development of various real estate projects.

Of the $335 milAon noted above, approximately $160 million was solicited from customers and
deposited with FLSI following January 1, 2009 (the "Funds"). We now know that, dating back to

at least the start of 2009 and through to November 2011, the Funds were not used for the
intended Investment purpose, but rather were unlawfully converted by First Leaside for its own
use. In this regard, and unbeknownst to the customers who deposited the Funds with FLSI
during this period of time, First Leaside was the subject of an ongoing Ontario Securities
Commission ("OSC') investigation. The signlflcant Internal and regulatory concerns which lay at
the heart of that investigation uRimately led to the retention of a consultant, Grant Thornton
Limited ("Grant Thornton"), to review and prepare a report on First Leaside's operations and
financial viability. Upon completing that review, Grant Thornton, in a report provided to First
Leaside on August 19, 2011(the "Grant Thornton Report", a copy of which is attached hereto at
Tab "A"), concluded that without the infusion of new capital First Leaside would likely be unable
to continue to operate:

The future viability of [First Leaside) is contingent on their
ability to raise new capital...lf [First Leaslde] was restricted from
raising new capital, it would likely be unable to continue its
operations in the ordinary course as it would have insufficient
revenue to support its infrastructure, staffing costs,
distributions, and to meet their funding requirements for
existing projects

We have also reviewed the Asset Valuation of [First Leasidej
using the highest third party valuation figures available for the
WALP properties...ln this regard, there is also a significant equity
deficit based on the Asset Valuation.l

Despite the concerns which had been identif+ed by early 2009, and the release of the Grant
Thornton Report in August 2Q11, it was not until three months later, in November 2011, that the
Members customers were first advised that the 05C had been investigating First Leaside and
had told the company that it was "not appropriate to use money raised from new investors to
fund the operating losses, rehabilitation costs and distributions of existing limited

1 The OSC has since commenced formal enforcement proceedings against David Philflps, First Leaside's
founder and directing mind, and John Wilson, a senior salesperson employed by F151, based primarily
apon allegations that they intentionally concealed from investors the fact that invested capital was being
misused in the manner described herein and that the future viability of First Leaside was contingent upon
its ability to raise new capital.
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partnerships".2 Indeed, tt was only at this late date that First Leaside was prevented from raising

further capital from customers.3

In the result, from January 2009 (by which time First Leaside was well aware of Its untenable
financial position and significant regulatory concerns regarding the inappropriate use of
customer funds) through to November 2011, FLSI solicited, accepted and proceeded to use the
Funds in a manner which was contrary to the customers' rights in and to that money and for Rs
own purposes -all while intentionally misleading those same customers as to why First Leaside
actually required, and how it intended to use, the customers' money.

The customers of FLSI have had very little success in recovering the Funds unlawfully converted
by the Member. In this regard, it is acknowledged that a percentage of the Funds were returned
to customers by way of distributions made during the relevant period of time and that a further,
though again limited amount (which had been placed in a syndicated mortgage in February
2011) has since been returned to customers through the CCAA proceeding. With the exception
of these amounts, however, F4SI's customers have not realized any further recovery. Going
forward, we estimate that, through the receivership process, customers of FLSI can expect to
recover on average no more than 10% of the Funds which have not previously been returned —
leaving those customers with a financial loss still measured in the tens of millions of dollars (the
"Potential Claim Amounti4),

Legal Background

The Membee's solicitation and use of the Funds in the manner described above represented an
unlawful conversion of those monies.

In particular, in solic(ting and accepting the Funds while knowingly concealing from customers
that First Leaside's financial viability was entirely contingent on the Members ability to obtain
such funds, the Member unlawfully )nduced its customers to make cash deposits into their
accounts. In such circumstances, any direct or implied consent which FLSI's customers may have

Z See: letter from First Leaside to customers dated November 7, 2011, attached hereto as Tab "9".

3 The unlawful conversion of customer funds occurred both prior to and following the release of the Grant
Thornton Report on August 19, 2011- following which date the Member solicited, reoefved and unlawfully
converted over $16 million In customer deposits. See. Confidential Report to Investors prepared by Grant
Thornton dated May 1, 2012, a copy of which is attached hereto as Tab "C'.

" We also acknowledge that the Potential Claim Amount may properly be reduced by excluding certain
investments (t.e. syndicated mortgages).
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provided to withdraw the Funds from their accounts fn order to purchase investment products

offered by First Leaside was vitiated and of no force or effect.'

In the ~esuR, the Member's customers are entitled to have the Potential Claim Amount returned
to them. The Potential Claim Amount cannot be characterized as having resulted from an
"unsuitable investment", the "changing market value of the security purchased" or the "default
of the issuer of the security' as, given the Members unlawful conduct, no valid instructions
were ever provided to withdraw the Funds from the customers' accounts.

Request for Coverage

From a factual perspective, it is our view that the losses suffered by FLSI's customers have been
occasioned solely as a result of the Member's insolvency and subsequent failure to return the
majority of the Funds which it had unlawfully converted. As such, those losses fall squarely
within the parameters of CIPF's coverage policy.

From a policy perspective, there is no doubt that the insolvency (and related suspens(on of
FLSI's registration) was effected, in large part, so as to protect future investors from the
systemic misuse of funds by the Member. There is similariy no doubt that that same insolvenry
rendered the Member unable to return the Funds to existing customers. In such circumstances,
it cannot have been intended that the Member's existing customers (who are victims of the
same misconduct which the regulators acted to prevent) should alone have to bear the burden
of that polity decision -particularly given CIPF's express mandate to contribute to the security
and confidence of customers of Canadian investment dealers by maintaining adequate
resources to return assets to eligible customers in cases where a Member becomes insolvent.

it Fs our clients' belief that the misconduct described above occurred throughout FL51's eight
year tenure as a Member of CIPF. That said, and in an effort to address our clients' concerns in a
manner which wi11 also allow CIPF to fulfill its mandate, we are proposing that the maJorfty of
our clients' coverage claims can be resolved, on a global basis, by way of a payment from CIPF's
coverage fund which is significantly less than the total invested amount at the date of
insolvency. 6

At our prior meeting it was suggested that we set out our clients' request for coverage on a
global basis in anticipation of a subsequent meeting with CIPF's board to discuss same. Having
now done so, we would welcome the opportunity to continue our discussions with CIPF staff

5 See: Tab "D"; American Ftnanc/a! Services Group v. Treasure Boy ~am)ng pnd Resorts Inc., 2000 WL
815894 (SDNYj.

6 We acknowledge that there may be some individual customers who choose to put forward their own,
individual coverage claims on the same or a differing basis from that set out herein. That said, we
currently anticlpate that should CIPF be prepared to consider a resolution of customer claims on a global
basis, relatively few of the Member's customers will choose not to participate.
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regarding the client concerns set oui herein and, as appropriate, to also meet with CIPF's board
to discuss a negotiated resolution of those concerns. Of rnurse, should CIPF be prepared to
consider a resolution of our clients' claims on a global basis, we would look to work co-
operativelywith your client to resolve any procedural issues or concerns which may arise.

Yours truly,
ado LLP

R. Shayne Kuk owlcz
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June 14, 2013

Demons Canada LLP
Toronto Dominion Centre
400-77 King St. W.
Toronto, Ontario MSK OA1

Attention: R. Shayne Kukulowich

Dear Sirs:

Re: First Leaside Securities Inc. ("PEST")

We aclmowledge receipt oP your lever dated Apri125, 2013.

We understand that the fundamental purpose of your letter is to set out your request for coverage
on behalf of the various former customers of FLSI that are represented by Demons Canada LLP
("Dontons"). A.s a result, it appeared appropriate to clarify the claims process in place within the
CIYF structure and also to respond to certain statements contained in your letter.

As we indicated in ottr prior meeting with Demons and certain members of the steering
committee, CIPF's coverage policy (which is set out on the CIPF web site) provides:

CIPF covers customers of Members who have suffered or may suffer financial loss solely as a
result of the insolvency of a Member. Such loss must be in rospect of a claim for the failure
of the Member to return or account for socuritles, cash balances, commodities, fbturos
contracts, segregated insurance funds or other property, received, acquired or held by or in
tha control of, tha Membar for the customer, including property unlawfully converted. The
Beard of Dix+aetors of CII'F may exercise its discretion in t+espect of determining the
customers eligible for protection and the financial foss suffered,

As you have indicated in your letter, coverage extends to a loss in respect of a claim for the
failure of the Member to return or account for security, including property unlawfully
converted. To determine the extent of customer losses, if any, that might be subject to
CIFF's coverage policy, CTPF has instituted a claims proceduxe and nofiified all former
customers of FLSI of the right to file claims in connection with any sach lass. Customers
must provide sufficient detail of the particulars of any loss, including any allegations of

Lawyero ~ Patent ~ Trade~merk Apenta
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unlawful conversion. Those allegations must be advanced by customers on a case-by-case
basis. As we indicated in our previous meeti~ag, CIPF is unable to assess the merits of ar~y
particular claim unless it is advanced by or on behalf of an individual customer. CII'F does
not have the atrthorifiy to consider (or compensate) claims on an aggregate or omnibus basis.
Omnibus claims, and any underlying allegations that support the omnibus claims, are not
consistent with CIPF's coverage policy or capable of proper assessment in a manner
consistent with CIPF policies and guidelines.

While CTPF recognizes the right of representative counsel to assist customers with fitio.g
claianns with CII'F, CIPF coverage policy and its practice and procedures remain unai~ected
by the representative counsai orders. CIPF must (and will) assess customer claims on a
case-by-case basis based on the particulars of any a11e$ed loss. Former customers of FLSI
have been notified of this fact and provided with proofs of claim and explanatory letters
with respect to the CIPF procedures. The claims that are received by CIPF in accordance
with the claims procedure will be assessed by CIPF in due course following receipt of the
claims.

We note that, in the last paragraph of your letter, you indicated that "it was suggested that
we set out our client's request for coverage on ~ global basis in aazticipation of a subsequent
meeting with CIPF's Board to discuss same." We do not believe that such a process was
indicated during our last meeting and it is unfortunate that this is the impression you nosy
have drawn from our nneeting. We believe that you indicated that you would be filing a
claim on a global basis. We indicated to you (as CTPF has now done) that CI~'F would be
instituting an independent claims process for former customers of FLSI to advance their
individual claims and that those persons that have previously filed claims would not be
required to re-file additional claims. However, we do not propose, nor do we thick it
necessary, for a meeting to be held between the representative counsel and the CIPF Boazd.
To the extent that individual customers have any concerns with respect to the treatment of
their claims pursuant to the coverage policy, such claimants may have access to soma or all
of the Boazd members for further consideration of their claims.

Yours very tr ,

Crai

CJH:mjs
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dear Mr. Hill:
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Demons Canede LLP
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Re: Insolvency of First leaside Securities Inc. ("VLSI")

We are in receipt of your letter dated June 14, 2013.
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We are disappointed that almost two months after receiving our letter of April 25, 2013, you
have responded by advising us of CIPF's claims process (which we were already aware of before
we sent our April 25 h̀ letker) and CIPF's coverage policy (which we were aware of more than a
year ago).

We are more disappointed at CIPF's apparent reluctance to engage in any meaningful dialogue
regarding coverage far the losses collectively suffered by the customers of FLSI, one of CIPF°s
member firms. Notwithstanding our effort to detail the unlawful conversion by FLSI that
impacted hundreds of Investors and the basis for CIPF coverage, your response is simply that
there is a CIPF claims process and CIPF will consider the customers on a "case by case basis".
This is frustrating. The Receiver of First leaside group has already conducted a claims process
(that CIPF refused to participate in) ar~d the losses suffered by the customers of FLSI are readily

available.

Our letter of April 25 h̀ reflected an attempt to work with CIPF in good faith td provide some
compensation to the victims of Ft51 in common circumstances, with the losses quantified in a
pract(cal manner. If there was a willingness by CIPF to do something other than simply run a pro
forma claims process, we collectively could have fashioned the mechanics to comply with any
policies and guidelines.
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Unfortunately, we view your response and CIPF's approach to be Inconsistent with its mandate
"to contribute to the security and confidence of customers of Canadian investment dealers".

We remain willing to engage CIPF to the extent it is prepared to discuss the substantive issues
on a collective or individual basis. fn the meantime, we put qPF on notice that we expect the
individual investors will be filing claims or supplemental claims (in the event that certain claims
have previously been flied) prior to CIPF's October 2013 deadline.

Yours truly,

RSK*mk
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