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INTRODUCTION

1.

On February 23, 2012, the Applicants made an application to the Ontario
Superior Court of Justice (Commercial List) (the “Court’) to commence
proceedings under the Companies’ Creditors Arrangement Act (the “CCAA
Proceedings”). On that date, the Court issued an order (as amended by the
Court on March 8, 2012) (the “Initial Order”), inter alia, granting the Applicants
and the entities listed on Schedule A hereto (collectively, the “Companies” or

‘First Leaside”) the protection of a stay of proceedings, appointing Grant
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Thornton Limited (“GTL") as the Companies’ monitor under the CCAA (the
“Monitor”), confirming the appointment of G.S. MaclLeod & Associates Inc. as
the Companies’ Chief Restructuring Officer (the “CRO") and appointing Fraser
Milner Casgrain LLP as representative counsel (“Representative Counsel’) to
the Companies’ investors, being clients of First Leaside Securities Inc. (the

“Investors”).

2. On March 23, 2012, the Court issued an order extending the stay of proceedings
to June 29, 2012 (the “March 23 Order”). On April 30, 2012, the Court issued an
order (the “April 30 Order”), inter alia, approving the prior reports of GTL in its
capacity as proposed monitor and the Monitor and approving certain sale

transactions.

3. Copies of the March 23 and April 30 Orders are attached to the affidavit of the
CRO sworn June 19, 2012, which has been filed with the Court (the “June 19
CRO Affidavit”).

PURPOSE OF THIRD REPORT

4. The purpose of this third report of the Monitor (the “Third Report”) is to:

a) provide the Court with the details of the Monitor's activities since

April 25, 2012;

b) provide the Court with information related to the bank account
balances and banking activity of First Leaside Expansion

Limited Partnership (“FLEX");



c) advise the Court with respect to the Companies’ actual cash

flow results and their cash flow projections;

d) advise the Court of the Monitor's activities regarding certain

transactions that appear to be preferences and/or transactions

at under value;

e) provide the Court with an update regarding the Companies’

interest in entities and properties domiciled in Texas;

f) provide the Monitor's observations, views and recommendations

regarding the Applicants’ request for an Order:

i,

extending the Stay Period as defined in the Initial Order

to October 26, 2012;

. amending the Initial Order, nunc pro tunc, to provide for a

third-ranking inter-company charge (the “Inter-Company
Charge”), ranking subordinate to the Administration
Charge and the Directors’ Charge (each as defined in the

Initial Order);

amending Schedule “A” to the Initial Order to correct
certain limited partnership names that were incorrectly
identified;

approving, nunc pro tunc, the “Communications Protocol

(Re Potential Asset Transactions)” dated May 24, 2012

(the “Communications Protocol”), made between the



Vi.

CRO, the Monitor, Representative Counsel and certain
Investors who have agreed to form a transaction

subcommittee (the “Transaction Subcommittee”);

approving, nunc pro tunc, the agreement between the
CRO and Grant Thornton Corporate Finance Inc.
(*GTCFI"), pursuant to which GTCFI will act as exclusive
financial advisor (the “GTCFlI Engagement’) in
connection with the proposed sale, merger, consolidation
or other business combination of the 50.1% equity
interest of First Leaside Retirement Residences Limited
Partnership (“FLRR”) in PrimeTime Living Limited
Partnership and the real property assets owned by
Cherry Park Retirement Residence LP, Orchard Valley
Retirement Residence LP, The Shores Retirement
Residence LP and First Leaside Venture Limited
Partnership  (collectively, the “Venture Okanagan

Properties”);

authorizing the expansion of the role of Representative
Counsel to include assisting Investors with the filing of
claims with the Canadian Investor Protection Fund
(“CIPF”), and the coordination of the CIPF claims process

with any claims process in the CCAA Proceedings;



vii. amending paragraph 44 of the Initial Order to remove the
fixed cap on the Representative Counsel Allowance (as

is defined in the Initial Order);

viii. amending the Initial Order to require Representative

Counsel to pass its accounts, from time to time;

iX. approving the restructuring of the ownership interest of
First Leaside Visions Il Limited Partnership (“Visions II")
in its portfolio technology company, eSight Corp.
(“eSight”);

X. approving the conduct and activities of the CRO, as set

out in the June 19 CRO Affidavit; and

xi. approving the conduct and activities of the Monitor as

described in this Third Report.

SCOPE AND TERMS OF REFERENCE

5.

In preparing this Third Report, the Monitor has relied upon unaudited financial
information, the Companies’ records, financial information and projections and
discussions with the CRO, the Companies’ management and certain of its
employees. While the Monitor reviewed various documents provided by the
Companies and believes that the information therein provides a fair summary of
the transactions as reflected in the documents, such work does not constitute an
audit or verification of such information for accuracy, completeness or

compliance with Generally Accepted Accounting Principles. Accordingly, the



Monitor expresses no opinion or other form of assurance in respect of such

information.

Some of the information used in preparing this Third Report relies on financial
projections. The Monitor cautions that these projections are based upon
assumptions about future events and conditions that are not ascertainable. The
Companies’ actual results may vary from such projections. The Monitor's review
of the future oriented information used to prepare this Third Report did not
constitute a review or examination of such information under Canadian Generally

Accepted Auditing Standards or International Financial Reporting Standards.

In the course of its mandate, the Monitor has assumed the integrity and
truthfulness of the information and explanations presented to it by the CRO, the
Companies and their management, within the context in which such information
was presented. To date, nothing has come to the Monitor’s attention that would
cause it to question the reasonableness of this assumption. The Monitor has
requested that management and the CRO bring to its attention any significant
matters which were not addressed in the course of the Monitor's specific
inquiries.  Accordingly, this Third Report is based solely on the information
(financial or otherwise) made available to the Monitor by the CRO and the

Companies.

This Third Report has been prepared for the use of this Court and the
Companies’ stakeholders as general information relating to First Leaside.
Accordingly, the reader is cautioned that this Third Report may not be

appropriate for any other purpose. The Monitor will not assume responsibility or



10.

liability for losses incurred by the reader as a result of the circulation, publication,

reproduction or use of this Third Report contrary to the provisions of this section.

All references to dollars are in Canadian currency unless otherwise noted.
Balances denominated in U.S. currency have been converted to Canadian

currency at par.

Capitalized terms not defined in this Third Report have the meanings ascribed to

them in the June 19 CRO Affidavit.

ACTIVITIES OF THE MONITOR

1.

The Monitor's activities to April 25, 2012 were described in the Monitor's first
report to Court dated March 21, 2012 (the “First Report’) and the Monitor's
second report to Court dated April 25, 2012 and were approved pursuant to the
April 30 Order. Since April 25, 2012, the Monitor’'s activities have included,

among other things:

i) meeting and corresponding regularly with the management of First
Leaside, the CRO and the Companies’ counsel regarding, among other
things, the Companies’ activities, correspondence with stakeholders, the
Companies’ financial position, the proposed sales process for the

Companies’ assets and the Companies’ cash flow projections;

ii) meeting and corresponding regularly with the Monitor's independent

counsel;



ii)

v)

vi)

vii)

viii)

meeting and corresponding with Representative Counsel on a periodic
basis to discuss among other things, communications to the Investors and

developments in the CCAA Proceedings;

attending at meetings of Investors on May 1 and 2, 2012 (the “Investor

Meetings”);

attending at several meetings and conference calls with Representative
Counsel, the investor steering committee and the Transaction

Subcommittee;

assisting the CRO to prepare and present at the Investor Meetings a
report to the Investors (the “Investor Report”), which provided an update
on the recent financial results of certain of the legal entities within First
Leaside, a summary of the material investments and liabilities within First
Leaside and a summary of source and use of funds of First Leaside from
August, 2011 to November 2011. A copy of the Investor Report, with
certain commercially sensitive information redacted, is attached hereto as

Appendix “17;

meeting with counsel for First Leaside, Representative Counsel and the
Monitor's counsel to establish the Communications Protocol, in

accordance with the endorsement of this Court issued on April 30, 2012;

reviewing and providing comments on the Companies’ realization plan as

contemplated in the Communications Protocol;



X)

xi)

Xii)

xiii)

Xiv)

XV)

xvi)

xvii)

Xviii)

Interviewing, corresponding with, and reviewing proposals from real
property brokers/agents and consenting to listing agreements entered into

by the CRO and Colliers International Canada (“Colliers”);

corresponding with the CRO regarding the potential sale of certain

properties and other matters related to the CCAA Proceedings;

reviewing documentation related to the closing of transactions for the sale
of the Companies’ interest in Beverages and Queenston Manor (each as

defined in the June 19 CRO Affidavit);

corresponding and meeting with the purported Trustees of a fund (and
their counsel) that is an unsecured creditor of certain of First Leaside’s

affiliated companies domiciled in Texas;

reviewing and commenting on the cash flow projections prepared by the

Companies;
reviewing the Companies’ actual cash flow resuilts on a weekly basis;

monitoring  the Companies’ ongoing operating commitments and

disbursements;

reviewing the intercompany balances as between the Companies since

the commencement of the CCAA Proceedings;

attending periodically at First Leaside’s office in Uxbridge, Ontario until

May 15, 2012 and in Markham, Ontario after May 15, 2012;

corresponding by email and telephone with the Companies’ creditors and

investors;



Xix)

XX)

XXi)

XXii)

assisting the Companies to provide Representative Counsel with
additional information relating to the assets held in each entity within First
Leaside and a description of the securities and other instruments sold by

First Leaside;

instructing Monitor's counsel to send letters to 970877 Ontario Inc. (“970”)
regarding the repayment of a loan advanced by 970, a company controlled

by former First Leaside principal Dave Phillips, to First Leaside;

attending at an examination on May 16, 2012 at the offices of the Ontario
Securities Commission (the “OSC”) pursuant to a summons issued to the

Monitor by the OSC;

maintaining a public website for the CCAA Proceedings and updating

same on a regular basis; and

xxiii) reviewing all materials filed with the Court in respect of these proceedings.

FIRST LEASIDE EXPANSION LIMITED PARTNERSHIP

12.

13.

FLEX is one of First Leaside’s Canadian limited partnerships, which owns other

limited partnerships that own real estate assets, including the property located at

4 Victoria Street, in Uxbridge, Ontario (“Victoria Property”).

First Leaside Entities Limited Partnership (“Entities”), (which is owned by FLEX),

owns two properties located on Brock Street in Uxbridge, Ontario, which are

adjacent to the Victoria Property.

10



14.

15.

16.

17.

As described in paragraph 100 of the CRO'’s affidavit dated February 17, 2012,
(the “First MacLeod Affidavit’) there are eleven construction liens filed against

four FLEX entities totaling approximately $3.45 million.

Two of the construction lien claimants, Structform International Limited
(“Structform”) and 792873 Ontario Limited c.0.b. as H&S Equipment (“H&S”),
have brought motions (the “Lien Claimant Motions”) for relief against FLEX
including declarations that funds in FLEX's accounts are held in trust. The Lien

Claimant Motions were heard together on June 13, 2012.

At the original return date for the Lien Claimant Motions, the Court requested that
the Monitor provide the Court with details and background on the properties and
CCAA Proceedings, which would include information regarding the bank account
balances of FLEX and related bank account activity since the date of the Initial
Order. The Lien Claimant Motions were adjourned to June 28, 2012 so that the
Court would have the benefit of a Monitor's report that contained the information

requested of the Monitor.

It appears that Structform and FLEX have agreed to settle the Structform motion,
and terms of settlement are presently being negotiated, with the Monitor's
assistance. As of the date of this Third Report, the H&S motion, which primarily
involves a claim that a $100,000 payment by H&S to FLEX (the “H&S Payment”)
is held in trusf by FLEX, has not settled and is expected to be heard on the

merits on June 28, 2012,

11



18.

19.

20.

21.

The Monitor is of the view that the relief requested by H & S and, should both
Lien Claimant Motions proceed, Structform is premature. Claims against all
entities of First Leaside will need to be considered by the Monitor in the CCAA
Proceedings, taking into account inter-company transfers, the source and use of
funds and the relative priority and nature of the claims. This will require a formal,

court-approved claims process, including a claims bar date.

Such a formal claims process will involve, among other things: i) discussions with
the Companies’ stakeholders and Representative Counsel regarding the
mechanics of the claims process and treatment of intercompany balances; ii)
authorization from the Court on a billing protocol and allocation methodology for
expenses subject to the Administrative Charge; and iii) the Court’s approval.

None of these things have happened yet.

The funds currently in the FLEX Accounts (as defined below) that are subject to
the Lien Claimant Motions are not currently necessary for the Companies to fund
operating expenses (but may be drawn on to fund costs secured by the
Administration Charge). The Monitor has accordingly recommended to the
Companies that the funds be ring-fenced, and that no amounts should be used to

fund operating costs unless notices is given to Structform and H & S.

In the event that the Court should elect to hear one or both of the Lien Claimant
Motions on their substantive merits, the Monitor notes the following in respect of

FLEX’s bank accounts:

12



(i)

(ii)

(i)

(iv)

As of the date of the Initial Order, FLEX held two bank accounts
with Toronto-Dominion Bank with balances of $18,197.34 (the
“FLEX Chequing Account”) and $647,857.32 (the *“FLEX

Savings Account”) (collectively, the “FLEX Accounts”).

The H&S Payment appears to have been deposited in the FLEX
Chequing Account on November 10, 2010 (the “Deposit Date”),
as reflected in account records reviewed by the Monitor and as
attested to in the Affidavit of Greg MacLeod swom on May 2,

2012;

Based on the Monitor's review of the activity in the FLEX
Chequing Account, in the approximately 15 months between the

Deposit Date and the issuance of the Initial Order on February

‘23, 2012, there were 125 credits and/or deposits to the FLEX

Chequing Account in amounts ranging from $2.56 to
$2,152,259.00, and 328 debits and/or withdrawals in amounts
ranging from $24.08 to $2,152,269.00. During the same period,
the lowest intermediate account balance was $1,503.61, on July
28, 2011, and the highest intermediate account balance was

$2,324,595.42, on March 8, 2011.

Based on the Monitors’ review of the activity in the FLEX
Savings Account between the Deposit Date and the date of the

Initial Order, there were 47 credits and/or deposits to the FLEX

13



22.

Savings Account in amounts ranging from $1.65 (of interest) to
$2,152,269.00, and 90 debits and/or withdrawals in amounts
ranging from $50.00 to $2,050,000.00. During the same period,
the lowest intermediate account balance was $905.64, on
August 22, 2011, and the highest intermediate account balance
was $2,262,558.59, on September 30, 2011. The Monitor notes
that the H&S Payment was not deposited into this FLEX

Savings Account.

Based on the Monitors’ review of the FLEX Accounts and following discussions
about the matter with its counsel, and for the reasons further set out in the
Monitor’s factum, the Monitor is of the view that H&S's claim for an express trust

over the funds in the FLEX Chequing Account is unsupportable.

FINANCIAL RESULTS AND POST - INITIAL ORDER OBLIGATIONS

23.

The consolidated receipts and disbursements of First Leaside for the eleven-
week period ended June 1, 2012 (the “Reporting Period”) as compared to the
cash flow forecast attached as Appendix “3” to the First Report of the Monitor

dated March 21, 2012 are summarized below:

14



First Leaside Group of Companies
Schedule of Consolidated Receips and Disbursements as Compared ta the CCAA Cash Flow Forecast
For thePeriod March 17, 2012 to June 1, 2012
Unaudited, {$000%)
Actuzal Forecast Variance

Cash Inflow

Receipis 3,605 338 3,208
Total Receipts 3,605 358 3,208
cash Outflow

Operating Disbursemants 444 488 45

Professional Fees 1,502 1,374 {528)

Salaries 201 278 77

Capital - 160 160
Totai Qutflow 2,547 2,300 {247}
Net Cash Flow 1,058 {1,903} 2,961
Cash, beginning of period (March 17, 2012} 6,113 8,119 -
Cash, end of period (June 1, 2012) 7,178 4,217 2,961

24.  During the Reporting Period, the Companies’ actual receipts were approximately

25.

$3.2 million higher than forecast due in part to the sale of Queenston Manor and
Beverages, which yielded net realizations of approximately $2.39 million and
$760,000, respectively. Other receipts include the redemption of a Treasury Bill

held by First Leaside Fund Management Inc., in the amount of $101,395.13.

The Companies’ total disbursements during the Reporting Period were
approximately $247,000 greater than the forecast. Of this variance,
approximately $528,000 relates to professional fees, including in respect of the
closing of the Queenston Manor and Beverages transactions and fee retainers
totaling $256,000 paid by Wimberly Apartments Limited Partnership (“WALP”) to

retain a financial advisor, legal counsel and property appraisers in Texas.

15



26.

27.

First Leaside was able to reduce certain of its projected disbursements by
deferring capital expenditures. of $160,000 originally forecast for the Texas

properties, as well as downsizing its head office staff.

The Monitor has reviewed First Leaside’s various accounts payable aging
reports, which reflect that the Companies are current in respect of their po;st-ﬁling
obligations, with the exception of property taxes for some properties, which
continue to accrue and will be paid, the Companies advise, on closing of the sale

of the applicable real property.

CASH FLOW PROJECTION

28.

29.

The Companies have updated their cash flow projection, on a weekly basis, for
the period ending October 26, 2012 (the “Cash Flow Projection”). The Cash
Flow Projection, together with the CRO’s report on the Cash-Flow Projection, is
attached hereto as Appendix “2”. The Cash Flow Projection, including the
notes attached thereto, has been prepared by management under the
supervision of the CRO for the purpose described in the CRO’s report on the
Cash Flow Projection, using probable and hypothetical assumptions set out in

the notes to the Cash Flow Projection.
The Monitor makes the following comments on the Cash Flow Projection:

i) Expenses appear to be consistent with the level of operations required by

the Companies during the projection period;

16



ii) A large majority of the costs of the CCAA Proceedings are being paid by
FLWM, subject to a final allocation. However, FLWM does not have
sufficient liquidity to pay all these costs. Accordingly, the Cash Flow
Projection assumes that funds will be transferred from other Applicants to
FLWM to pay the costs of the administration of the CCAA Proceedings.
Such transfers for operating expenses and any final allocation of costs of
administration would be subject to the Inter-Company Charge, if granted

by the Court;

iii) Projected ‘Administration Costs (defined in paragraph 52) for the
seventeen week period (and the Administration Costs incurred to date) are

substantial due, in part, to:

a) the negotiation and closing of an anticipated 7 real property

transactions in the period;

b) the need to develop realization strategies to take into
account the quantum and variety of investments/assets held by

the Companies’ and associated LP's;

¢) the need to communicate with and balance the interests of

the numerous interested stakeholders; and

d) the need to address various matters that are being, or may

be litigated by the Companies.

iv)  The Monitor notes that the realization process for certain assets may

present challenges due to the nature of the assets, the potential market

17



30.

vi)

vii)

value of the assets and the length of the CCAA Proceedings. The Monitor
and the CRO agree that the Companies and the professionals involved in
the CCAA Proceedings will need to continue to balance the potential net
realizations from liquidation strategies against the potential cost thereof,
and to pursue realization options with a cognizance of such cost-benefit

analysis.

The projections assume that all seven of First Leaside’s Canadian
properties are liquidated by the end of September, 2012. There is a risk
that such transactions will not be completed by that time, given the
inherent uncertainty associated with the timing of completion of real estate
transactions. Should First Leaside not receive the proceeds of sale from
its Canadian real properties by the end of September, 2012, it will still
have sufficient cash flow resources to fund its post-CCAA filing obligations

for the projection period;

The Cash Flow Projection does not contemplate servicing mortgages

during the CCAA Proceedings; and

The Companies project that they will be able to pay the liabilities that they

incur after the date of the Initial Order.

The Monitor's review of the Cash Flow Projection consisted of inquiries,

analytical procedures and discussions related to information supplied to the

Monitor by the Companies. Since hypothetical assumptions need not be

supported, the Monitor's procedures with respect to such assumptions were

limited to evaluating whether they were consistent with the purpose of the Cash

18



31.

Flow Projection. The Monitor has also reviewed the support provided by the
Companies for the probable assumptions and the preparation and presentation
of the Cash Flow Projection. Based on the Monitor's review, nothing has come

to its attention that causes it to question that, in all material respects:

i) the hypothetical assumptions are consistent with the purpose of the Cash

Flow Projection;

ii) as at the date of this Third Report, the probable assumptions developed
by the Companies are suitably supported and consistent with the
Companies’ plans or provide a reasonable basis for the Cash Flow

Projection, given the hypothetical assumptions; or

iii) the Cash Flow Projection reflects the probable and hypothetical

assumptions.

The Cash Flow Projection prepared by the Companies projects that the
Companies will have sufficient funds on hand to maintain operations throughout

the Cash Flow Projection period.

TRANSACTIONS UNDER REVIEW BY THE MONITOR

Pre-Filing Repayment of Loan to 970877 Ontario Inc. by FLWM

32.

As discussed above, the Investor Report contained information regarding the
source and use of funds of First Leaside for the period August, 2011 to
November, 2011. The Investor Report also disclosed a transaction that the

Monitor viewed as a potential preference, transfer at under value, or fraudulent

19



33.

34.

35.

36.

conveyance as those terms are used in the Bankruptcy and Insolvency Act,

Fraudulent Conveyances Act and/or Assignment and Preferences Act.

On or about September 2, 2011, 970 transferred the sum of $500,000 from its
bank account with the Toronto-Dominion Bank (“TD") to FLWM’s bank account
with TD. A corporate profile report of 970 shows David Phillips, the former

principal of First Leaside, as the sole officer and director of 970.

On November 3, 2011, three days prior to First Leaside agreeing to a “voluntary
cease trade” and on the same day the independent committee of FLWM's board
of directors (the ‘Independent Committee”) was appointed, First Leaside
Finance Inc., a subsidiary of FLWM, transferred $500,000 from its bank account
with TD into the bank account of 970 at TD. The Monitor believes that the

repayment of $500,000 to 970 may be a preferential payment.

On June 6, 2012, the Monitor's counsel issued a demand for payment to 970,
care of David Phillips, which was delivered by electronic mail to Mr. Phillips’
personal email account and by courier to 970’s registered corporate address at
430 Durham Road, in Uxbridge, Ontario. This address is also known to the
Monitor to be Mr. Phillips’ home. A copy of the letter was also sent by email to
counsel retained by Mr. Phillips on other matters. The letter was subsequently

returned by the courier as undeliverable.

On June 15, 2012, a second letter was sent to 970 via email and courier to the
same address requesting a response by Tuesday, June 19, and advising 970
that it was the intention of the Monitor to seek direction from this Court on next

steps should 970 fail to repay the $500,000 transfer. As of the date of this Third

20



37.

38.

Report, no formal response has been received to either of the letters sent by the

Monitor's counsel.

Copies of the letters sent to 970 are attached hereto as Appendices “3” and
“4”.

The Monitor is considering seeking authorization and direction from this Court
permitting it to take proceedings against parties that are party to preferential

transactions or transfers at under value. The relief would be sought at a motion

returnable at a future date, on notice to the service list.

Payment to Fund Litigation Trust from FLWM's Board of Directors

39.

As noted in the report of the proposed Monitor dated February 22, 2012
(the “Proposed Monitor's Report”), immediately prior to the issuance of the
Initial Order, FLWM paid $250,000 to fund a litigation trust (the “Litigation
Trust’) for FLWM's Board of Directors. The Monitor discussed the Litigation
Trust with Torys LLP (“Torys”) the legal counsel to the Independent Committee,
the CRO and its counsel, and expressed concern that the payment made to
Torys may be preferential or a transfer at undervalue, and may be subject to
review by the Monitor in accordance with s.36.1(1) of the CCAA. In the
Proposed Monitor's Report, it was noted that creditors without notice of the
application for the Initial Order may object to the Litigation Trust. The Monitor
has received no such objection to date, although the Monitor's counsel received
a letter from Representative Counsel on May 14, 2012 that requested the Monitor
to take steps to recover the funds paid to the Litigation Trust. A copy of

Representative Counsel’s letter is attached hereto as Appendix “5”.
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40.

Monitor's counsel subsequently spoke to counsel at Torys, who confirmed that
the Litigation Trust remains intact for the purposés created, and that it would not
be used except for claims brought against the members of the Independent
Committee and for the trustee’s costs of administration. Any such claims could
only be brought with leave of the Court, due to the Stay of Proceedings granted
by the Initial Order. Monitor’s counsel sent Torys a letter to confirm this on June
22, 2012, and does not intend to take further steps in respect of the Litigation

Trust at this time.

TEXAS PROPERTIES (WALP)

41.

42.

43.

The structure of the WALP entities is set out in the June 19 CRO Affidavit.

First Leaside continues to consider restructuring options in respect of WALP and
the eleven Texas LPs (as defined in the CRO Affidavit) indirectly owned by
WALP that hold real property in Texas. The Texas LPs are presently operating
in the ordinary course. As part of this process, First Leaside has retained legal
counsel and real estate advisors in Dallas, Texas to assist in the development of

a realization strategy for the Texas asset portfolio.

The CRO advises that ten of the Texas LPs continue to service their mortgages
from cash flow. The eleventh, called “Sedona”, is subject to a mortgage held by a
trust fund comprised of certain Investors. Mortgage payments have not been
made in respect of this property since the Companies’ voluntary cessation of

distributions and interest payments on securities in November 2011. Absent
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44,

45.

cash flow support, the CRO advises that one or more of the properties may face

a critical cash shortfall as early as August, 2012.

A number of the realization strategies contemplated by the Companies for the
Texas assets, as set out in previous materials filed in these proceedings, have
been complicated by a number of US law matters which the CRO and the
Companies are currently in the process of working through, in consultation with
the Monitor. The Monitor understands First Leaside expects to seek direction
from the Court concerning the Texas LPs, at a motion returnable in the future on

notice to the service list.

The Monitor notes that the following three Texas limited partnerships, each of
which have Ontario-incorporated general partners that are Applicants herein, are
Included LPs in these proceedings and listed on Schedule A to the Initial Order
(as the same may be amended): F.L. Master Texas, Ltd., F.L.W. Pond Master,

Lid. and F. L. W. Shores Master, Ltd.

EFFORTS TO LIQUIDATE REAL PROPERTY

46.

First Leaside has listed for sale seven Canadian properties in accordance with
paragraph 3 of the Order issued by the Court on March 23, 2012 (the “March 23
Order”), which authorized the CRO, subject to obtaining the Monitor's prior
written consent, to enter into sales, marketing and/or listing agreements with
agents, realtors and/or brokers in furtherance of the marketing and sale of First

Leaside's real property. The seven properties are as follows:

i 36 Bramtree Court, Brampton, Ontario;

23



vi.

vii.

164 Cemetery Road, Uxbridge, Ontario;

62 Mill Street, Uxbridge, Ontario;

168 Brock Street, Uxbridge, Ontario;

4 Victoria Street, Uxbridge, Ontario;

65 Fort Street, Tilbury, Ontario; and,

123 Erie Street, Wheatley, Ontario.

47.  As discussed in the June 19 CRO Affidavit, in advance of entering into listing

agreements in respect of the above noted properties, First Leaside:

commenced a broker selection process, including issuing a request
for listing proposals, and in some cases requesting broker

interviews, all of which was done in consultation with the Monitor:

obtained appraisals from CBRE Limited for certain of the

properties;

selected Colliers as the broker to list and market the properties,

after obtaining the consent of the Monitor; and,

obtained opinions of value from Colliers in order to select an
appropriate listing price for each property (in consultation with the
Monitor) and to provide a standard against which offers to purchase

can be assessed.
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48.

The Monitor understands that First Leaside has received offers to purchase
some of the properties and is in the process of evaluating the offers and
commencing negotiations in respect of some of the offers. In the near term, First
Leaside is likely to seek the Court’'s approval of the sale of one or more of the

above noted properties.

RELIEF REQUESTED BY THE COMPANIES

49. The following sections provide a summary of the relief being sought by the
Applicants and the Monitor's observations and recommendations in respect of
same.

STAY EXTENSION

50. In the Monitor's view, the Companies and the CRO have acted in accordance

with the Initial Order, as amended, and are working diligently on preparing and
executing a wind-down strategy that is intended to maximize the recoveries for all
stakeholders. ~ The Companies and the CRO have also been working
copperatively with the Monitor and Representative Counsel to facilitate the
carrying out of their mandates. The Monitor is satisfied that the Companies and
the CRO are acting in good faith and with due diligence. Accordingly, the Monitor
respectfully recommends that this Court grant the Applicants’ request for an
extension of the Stay of Proceedings to October 26, 2012 in order to permit the

Companies and the CRO to, among other things:
(i) Continue to communicate with stakeholders;

(i) Realize upon the Companies’ Canadian properties and assets;
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(i) Finalize and implement a strategy, subject to Court approval, in
respect of the Companies’ interest in the entities and assets

domiciled in Texas;
(iv)  Collect receivables due to the Companies; and

(v) Prepare and present to the Court a proposed claims process to

deal with Investor, creditor and intercompany claims.

INTERCOMPANY CHARGE

51.

52.

As described in the June 19 CRO Affidavit, the First Leaside entities make up a
number of separate “silos” that each own their own assets, incur their own
liabilities and have their own investor groups.. As set out in the cash flow
projections filed with this Court in connection with the application for the Initial
Order, not all of the First Leaside entities had sufficient cash on hand at the date
of the Initial Order, or subsequently, to fund the costs of these proceedings and
the operations of the Companies (the “Borrowing Entities”). Accordingly, by
necessity as a result of the insufficient liquidity of certain First Leaside entities,
other First Leaside entities have been called on to fund those expenses (and in
the future, will be required to fund operating and administration costs) (the

“Lending Entities”) for the Borrowing Entities.-

For example, a large proportion of administration costs to date, which are
secured by the Administration Charge (collectively, “Administration Costs”),
have been paid by FLWM, notwithstanding that the majority of the expenses

were related to other First Leaside entities. First Leaside has kept detailed
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53.

54.

55.

records of such Administration Costs that have benefitted other entities. Since
the date of the Initial Order, approximately $1.245 million has been funded by the
Lending Entities, in the aggregate, for the account of the Borrowing Entities to

pay for operations and Administration Costs.

The Companies intend, with the assistance of the Monitor, to seek Court
approval of an allocation methodology for all Administration Costs incurred by
First Leaside, which will likely result in Administration Costs paid by one or more
First Leaside entities being allocated to the account of other First Leaside

entities, based on a Court-approved methodology (the “Reallocated Costs”).

The CRO has advised the Monitor that the implementation of the Inter-Company
Charge, retroactive to the date of the Initial Order (February 23, 2012), would be
appropriate in order to ensure that First Leaside entities that benefit from funds
advanced by other entities to fund operations and Administration Costs, including
Reallocated Costs, repay such advances or reimburse Reallocated Costs before
making distributions to Investors and other creditors. The Monitor concurs with

the CRO in that regard.

First Leaside proposes that the Court implement the Inter-Company Charge,
ranking subordinate only to the Administration Charge and Directors’ Charge (as
defined in the Initial Order) to secure (i) borrowings by Borrowing Entities for
operating expenses and any other liquidity needs and (ii) the reimbursement
obligations of First Leaside entities for Reallocated Costs as they may in the

future be determined in accordance with a Court-approved allocation
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methodology. This will ensure that when funds are ultimately realized from the
Borrowing Entities, they will be repaid to the applicable Lending Entities, before

being distributed to creditors of or Investors in the Borrowing Entities.

56. The CRO has suggested that: i) the terms of the Inter-Company Charge be
interest-free for simplicity of administration; ii) the Inter-Company Charge is more
economical than seeking third party interim financing, which often carries high
interest rates and administrative costs, and would be difficult to obtain in the
circumstances; and iii) utilizing the Inter-Company Charge as opposed to interim
financing is beneficial to First Leaside’s stakeholders overall. The Monitor

concurs with the CRO’s views.

57. Given the cash needs and current liquidity of the First Leaside entities, the
Monitor believes that the transfers and the reimbursement obligation for
Reallocated Costs to be secured by the Inter-Company Charge are necessary to
enable the Companies to finance their orderly liquidation, and believes that the
Inter-Company Charge is a fair and reasonable way to ensure that no creditors of
Lending Entities are prejudiced. Accordingly, the Monitor supports the granting

of the Inter-Company Charge.

AMENDMENTS TO SCHEDULE A TO THE INITIAL ORDER
58. The CRO advises that, through inadvertence, the names of certain parties were
listed incorrectly in Schedule “A” to the Initial Order and that in many cases, the

corrections involve simply changing a “LP” suffix to read “Limited Partnership”.
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50.

The corrected names of these parties are attached to the CRO Affidavit as
Exhibit “I’. The Monitor supports the CRO’s request for Schedule “A” to the Initial
Order to be amended in the form set out in the June 19 CRO Affidavit, as it
appears to the Monitor that the incorrect entity names were included as a result
of administrative inadvertence and that no party would be prejudiced by the
requested amendment. Furthermore, the requested amendment does not add

any new parties to the proceedings.

COMMUNICATIONS PROTOCOL

60.

61.

On April 30, 2012, the Applicants applied to this Court to seek the approval of the
sale of Queenston Manor and Beverages. The Queenston Transaction was
approved, and the Beverages Transaction was adjourned to May 3, 2012 in order
to provide adequate time for Representative Counsel to review the transaction
details. On April 30, 2012, the Court made an endorsement requiring that the
CRO, the Monitor and Representative Counsel (collectively the “Parties”)
establish a communication protocol to ensure that the Investors would have

adequate time to review upcoming proposed transactions.

On the May 24, 2012, the Parties, together with the four members of the

Transaction Subcommittee, established the Communications Protocol whereby:

(i) the CRO would develop a realization plan which was circulated

to the Investors in May, 2012;

(i) the CRO and the Monitor would meet with Representative

Counsel on a monthly basis or at such other intervals as
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62.

(iii)

(iv)

v)

requested by Representative Counsel to discuss the sale of

certain assets;

on a best efforts basis, the CRO would serve notice of any
proposed sales approval motion at least 10 business days in

advance to Representative Counsel;

the Transaction Subcommittee would be established and the
CRO and the Monitor would present proposed transactions prior
to or shortly after formalizing such transactions (which would

remain subject to Court approval); and

the information presented to the Transaction Subcommittee

would be confidential.

The Monitor supports the Communications Protocol and executed same on May

24, 2012, and the Parties have been adhering to its terms since that date. The

Monitor supports the Companies’ request that the Communications Protocol be

approved by this Court nunc pro tunc.

GTCFI ENGAGEMENT

63.

GTCFI was engaged by certain First Leaside entities to act as a financial advisor

in connection with the proposed sale of: i) FLRR's 50.1% interest in PTL; and ii)

the Venture Okanagan properties. The June 19 CRO Affidavit provides

background information regarding the ownership structure of the above noted

assets.
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64.

GTCFl is an Exempt Market Dealer and an affiliate of the Monitor. The CRO and
the Monitor do not believe that GTCFI's relationship with the Monitor gives rise to
a conflict of interest. Moreover, the mortgagee of the relevant properties, the
Toronto-Dominion Bank, Representative Counsel and the Investor steering

committee do not object to GTCFI's appointment.

REPRESENTATIVE COUNSEL

65.

66.

67.

68.

The Representative Counsel Allowance (as defined in paragraph 44 of the Initial
Order, as amended) is $300,000. That amount was approved pursuant to

paragraph 5 of the April 30 Order.

In consultation with Representative Counsel and the Monitor, the Companies
have determined that the $300,000 allowance is inadequate in light of the
complexity of the CCAA Proceedings, and the significant work that
Representative Counsel has undertaken, and will continue to be required to

undertake.

In addition to the role and responsibilities that were originally anticipated under
the Initial Order, the Monitor understands that Representative Counsel has been
receiving numerous requests from Investors seeking its assistance in asserting

claims against CIPF.

The Monitor is of the view that it is in the best interests of the Investors if the role
of Representative Counsel is expanded to include assisting Investors with
asserting their claims against CIPF and coordinating the CIPF claims process

with the claims process in the CCAA Proceedings.

31



69.

70.

Due to the activities of Representative Counsel to date, and the resulting
increased demands of Representative Counsel with an expanded mandate, the
Companies are proposing that a maximum amount for the Representative
Counsel Allowance, as defined in paragraph 44 of the Initial Order, be removed,
and replaced with a requirement that its fees be assessed by the Court from time

to time.

The Monitor is of the view that Representative Counsel has worked in good faith
and diligently and has provided valuable assistance to the many otherwise
unrepresented Investors with economic interests in these proceedings.

Accordingly, the Monitor supports the requested amendments to the Initial Order.

ESIGHT

71.

72.

73.

The Monitor has been involved with the CRO in negotiations with an angel
investment group called Boston Harbor Angels (“BHA”) to discuss BHA's interest
in investing in eSight, a portfolio company in which Applicant Visions Il has an
interest. The details of Visions II's interest, together with the details of the

negotiations with BHA are accurately set out in the June 19 CRO Affidavit.

In light of the evidence presented by the CRO and the support of the majority of
Visions Il investors and Representative Counsel, the Monitor respectfully
recommends that the Court authorize the CRO to enter into the eSight

refinancing transaction as outlined in the June 19 CRO Affidavit.

The Monitor notes that Visions | and Visions Il hold investments in a total of

seven companies. The realization process for such investments may present
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challenges due to the nature of the investments (small size, minority equity
interests, startup technology ventures) and accordingly, the CRO and Visions | &
Il will need to be cognizant of the professional costs expended in the course of
such realization process as compared to the net recoveries from such
investments. In this regard, a conventional process of realizing on the ownership
interests may not be economically feasible, and the go forward strategy may

require creativity and flexibility, in consultation with affected stakeholders.

APPLICANTS’ REQUESTED RELIEF

74.  The Monitor respectfully recommends that this Court grant the relief requested by

the Applicants as set out in the Applicants’ notice of motion.

75.  The Monitor also respectfully requests that this Court issue an order approving

this Third Report and the Monitor's activities as set out herein.
All of which is respectfully submitted,

GRANT THORNTON LIMITED,

In its capacity as CCAA Monitor of the Applicants
under the Companies’ Creditors Arrangements Act
and not in any other capacity

P

Jofrathan Krieger, CA*CIRP
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SCHEDULE “A”—PARTNERSHIPS ENTITLED TO THE BENEFIT OF THIS ORDER

Mill Street Limited Partnership

The Bluffs of Lakewood LP

Developmeht Notes Limited
Partnerships

Special Notes LP

First Leaside Spring Valley LP

First Leaside Properties LP

First Leaside Partners LP
First Leaside Opportunities LP

First Leaside Realty LP
First Leaside Real Estate LP

First Leaside Global LP

First Leaside Income LP
First Leaside Investors LP
First Leaside Optimal LP
First Leaside Preferred LP
First Leaside Premier LP
First Leaside Progressive LP
First Leaside Quality LP
First Leaside Real Estate LP
First Leaside Realty Il LP
First Leaside Retirement Residences LP
First Leaside Superior LP
First Leaside Ultimate LP
First Leaside Universal LP
Uxbridge Development LP

First Leaside Retirement Residences
Limited Partnership

Preston Racquet Club Real Estate
Limited Partnership Series 910 PA

Preston Racquet Club Real Estate
Limited Partnership Series 910 PB

Preston Racquet Club Real Estate
Limited Partnership Series 910 PC

Preston Racquet Club Real Estate
Limited Parinership Series 910 PD

FL Master Texas Lid.

FLW Pond Master Ltd.

FLW Shores Master Ltd.

First Leaside Acquisitions LP

Queenston Manor LP

First Leaside Acquisitions 2000 LP

First Leaside Advantage LP

First Leaside Developments LP

First Leaside Elite LP
First Leaside Select LP

First Leaside Enterprises LP

B&W LP

First Leaside Venture Limited First Leaside Entities LP
Partnership First Leaside Expansion LP
Wimberly Apartments LP First Leaside Growth LP
The Shores LP First Leaside Operations LP
Old Mill Pond LP

" Legal*7197362.8

First Leaside Unity LP




First Leaside Visions | LP
First Leaside Visions |l LP
First Leaside Visions lll LP
First Leaside Visions IV LP
Metabacus LP

Greencore LP

Marksman Cellject LP
OMISA LP

Dossierview LP

eSight LP

Tyromer LP

Partnership

F.L. Retirement Residences Limited
Partnership

First Leaside Global Limited Partnership

First Leaside Ventures Limited
Partnership

Special U.S. Notes Limited Partnership
FLWM Holdings Limited Partnership

Place Concorde East LP

Place Concorde West LP

First Leaside Wealth Management LP

First Leaside Technologies LP

F.L. Beverages Group Limited

Legal*7197362.8




APPENDIX 1 - CONFIDENTIAL REPORT TO INVESTORS DATED MAY 1, 2012
(REDACTED)
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APPENDIX 2 - CASH FLOW PROJECTIONS TO OCTOBER 26, 2012 AND
MANAGEMENT’S REPORT ON CASH FLow



ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT
OF FIRST LEASIDE WEALTH MANAGEMENT INC. AND THE OTHER
APPLICANTS LISTED ON EXHIBIT “A”

Applicants

REPORT ON CASH FLOW STATEMENT
(Section 10(2)(b) of the Companies’ Creditors Arrangement Act (“CCAA”))

First Leaside Wealth Management Inc. and the other Applicants and limited
partnerships listed on Schedule A hereto (collectively, the “First Leaside Group”)
have prepared the attached statement of projected cash flow of the First Leaside
Group as of June 21, 2012 (the “Cash Flow Statement”) consisting of a 17 week
cash flow for the period July 2, 2012 to October 26, 2012. The First Leaside Group
developed the assumptions contained in the Notes to the Cash Flow Statement (the
“Notes”). The purpose of the Cash Flow Statement is to determine the liquidity
requirements for the First Leaside Group during the CCAA proceedings.

The hypothetical assumptions are reasonable and consistent with the purpose of
the projections described herein, and the probable assumptions are suitably
supported and consistent with the plans of the First Leaside Group and
provide a reasonable basis for the projections. All such assumptions are
disclosed in the Notes.

Since the projections are based on assumptions regarding future events, actual
results will vary from the information presented, and the variations may be material.

The projections have been prepared solely for the purpose described herein,
using the probable and hypothetical assumptions set out in the Notes.
Consequently, readers are cautioned that the Cash Flow Statement may not be
appropriate for other purposes.




Dated: Juyne 22, 2012

.

/ FIRST LEASIDE WEALTH MANAGEMENT INC.

Per: Greg S MacLeod CA*CIRP, on behalf of G.S. MaclLeod & Associates Inc.
in its capacity as Chief Restructuring Officer of
First Leaside Wealth Management Inc., et al.
and not in any other capacity



SCHEDULE “A”—PARTNERSHIPS ENTITLED TO THE BENEFIT OF THIS ORDER

Mill Street Limited Partnership

The Bluffs of Lakewood LP

Development Notes Limited
Partnerships

Special Notes LP

First Leaside Spring Valley LP

First Leaside Properties LP

First Leaside Partners LP

First Leaside Opportunities LP

First Leaside Realty LP
First Leaside Real Estate LP

First Leaside Global LP

First Leaside Income LP
First Leaside Investors LP
First Leaside Optimal LP
First Leaside Preferred LP
First Leaside Premier LP
First Leaside Progressive LP
First Leaside Quality LP
First Leaside Real Estate LP
First Leaside Realty Il LP
First Leaside Retirement Residences LP
First Leaside Superior LP
First Leaside Ultimate LP
First Leaside Universal LP
Uxbridge Development LP

First Leaside Retirement Residences
Limited Partnership
First Leaside Venture Limited

Preston Racquet Club Real Estate
Limited Partnership Series 910 PA

Preston Racquet Club Real Estate
Limited Partnership Series 910 PB

Preston Racquet Club Real Estate
Limited Partnership Series 910 PC

Preston Racquet Club Real Estate
Limited Partnership Series 910 PD

FL Master Texas Lid.

FLW Pond Master Ltd.

FLW Shores Master Ltd.

First Leaside Acquisitions LP

Queenston Manor LP

First Leaside Acquisitions 2000 LP

First Leaside Advantage LP

First Leaside Developments LP

First Leaside Elite LP
First Leaside Select LP

First Leaside Enterprises LP

B&W LP
First Leaside Entities LP

Partnership First Leaside Expansion LP
Wimberly Apartments LP First Leaside Growth LP
The Shores LP First Leaside Operations LP
Old Mill Pond LP

" Legal*7197362.8

First Leaside Unity LP




First Leaside Visions | LP
First Leaside Visions Il LP
First Leaside Visions Il LP
First Leaside Visions IV LP
Metabacus LP

Greencore LP

Marksman Cellject LP
OMISA LP

Dossierview LP

eSight LP

Tyromer LP

Partnership

F.L. Retirement Residences Limited
Partnership

First Leaside Global Limited Partnership

First Leaside Ventures Limited
Partnership

Special U.S. Notes Limited Partnership
FLWM Holdings Limited Partnership

Place Concorde East LP

Place Concorde West LP

First Leaside Wealth Management LP

First Leaside Technologies LP

F.L. Beverages Group Limited

Legal*7197362.8
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APPENDIX 3 - LETTER FROM THE MONITOR’S COUNSEL TO 970877 ONTARIO
INC. DATED JUNE 6, 2012



Blake, Cassels & Graydon LLP
, Barristers & Soliciiors .
‘Patent &Trade-rpark Agents
‘ 109 Bay'Strest
Suite4000, Commercs TourtWest
Toronto DN MBL 1AS ‘Canada

Tell 416-863:2400 Fax A15:863:2653

June B, 2012

VIA E-MAIL & COURIER

David Phillips
Presgident

970877 Ontario Iric.
430 Durham Road
Uxbridge; Ontario
LOP1RY

Re: November 3, 2011 Transferof $500,000
Mr. Phillips:

Chris Burr
Dir: 416-863-3301
chris. burr@blakes.com

Reference: 680544/4

We are counsel to Grant Thornton Limited, in its capacsty as Court-appointed monitor of First Leaside

Wealth Management Inc, and certain affiliated companies and limited parinershi

ps (the “Monitor”), in

connection with the Companies' Creditors Arrangement Act proceedings involving those entities:

‘The Monitor is aware that-on or about i\%ov‘ember 3, 2014, -a-transfer in the amount of $500,000 (the
*Transfer”) was made from the account of First Leaside Finance Inc. to the account of 870877 Ontario Inc.
{*9707). It appears from the banking records of the First Leaside group of companies that this transfer was
made to repay a $500,000 loan made by 970 to First Leaside. Wealth Management inc. on September 2,

2011, As it appears from corporate records, you are the sole officer-and director

of 970.

The Monitor notes that the Transfer was made 3 days after the First Leaside companies agreed to cease
trading in securities, and on the same day that an independent committee was appointed over the First
Leaside companies to assume all decision making authority with respect to the operations of those

companies.

The Transfer appears to the Monitor to be either a preference, a transfer at undervalue or a fraudulent
conveyance, as those terms are used in the Bankruplcy-and insolvency Act (Canada), Fraudulent
Conveyances Act (Ontario) and Assignments and Preferences Act (Ontario). Accordingly, in the Monitor's
view, the Transfer is void and the $500,000 should be returned by 970 to First Leaside Finance Inc.

immediately.

The Monitor hereby requires repayment of $500,000 to First Leaside Finance Inc. immediately, failing which
the Monitor will have no choice but to consider its.options to compel repayment by Court order.

125688541

MONTREAL  OTTAWA  TOHONTO.  CALGARY VANCOUVER
NEWYORK LHICAHRO LEMION FAHRAR ALKHRBARY BEALNG AHANG
* stadated Oitigs

Har blakes.com
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if-you have not consulted independent legal counsel on this matter, | encourage you to do so at your earliest
convenience. If you have retained counsel, please provide his or her contact information to.me.

Sincerely,

£

Chsis' Burr

e o -Grég MacLeod  )Chief Restrutiuring Officer of the First Leaside group of companies
Jon Krieger, Grant Thorbton Limited
John Birch, Cassels Brock & Blackwell LLF
Shayne Kukuiowicz, Fraser Milner Casgrain LLP

125688541
MONTREAL,  OTTAWA  TORONTO  CALGARY.  VANEOLVER
NEWYORK  CHICAGD  LONDON,  BAMRAIN.  AUKMOBAR®  BEUING'  SHaNGHA®  blakes.com
“ Absedatsy O



APPENDIX 4 - LETTER FROM THE MONITOR’S COUNSEL TO 970877 ONTARIO
INC. DATED JUNE 15, 2012



Blake: Cassels & Graydon LLP
Baristers & Solicitors

Patent & Teade-mark Agemb

199 Bay Streét

Suite 4000, Corfunerce Court West
Toranta ON MSL 149 Canatla,
Tol: 416:883:2400 Fax 4168632653

June 15,2012
Chris Burr
_ Ditz416:863:3301
. chris.burr@biakes.com
VIAE-MAIL & COURIER Reference: 8894474
David Phillips
President
970877 Ontario Ing.
430 Durham Road
Uxbridge, ON
LOP 1R1"

Re: November 3, 2011 Transfer of $500,000
Mr. Phillips::

Al yoli are aware, we are counsel to Grant Thornton Limited, in'its capacity as Court-appointed monitor of
First Leaside Wealth Management Inc..and certain affiliated companies and limited partnerships (the

“Monitor”), in connection with the Companies’ Creditors Arrangement Act proceedings involving those
‘entities.

This letier is further to my letter of June 6, 2012, in which you were advised that the Monitoris aware that on
or about:November:3, 2011, atransfar in the amount of $500,000 (the “Transfer') was made fromthe
accountof First Leaside Finance Inc. 1o the accountof 970877 Ontario Inc. {*870"). It appears.from the
banking records of the First Leaside group of companies that this transfer was made to repay a:$500,000
foan made by 970 to First Leaside Wealth Management Inc, on September 2, 2011,

The:Transter. appears-to the Monitor to be either-a preference; a fransfer atundervaelue ora fraudulent
conveyance, as those terms are used in the Bankruptey and Insolvency Act (Canada), Fraudulent
Conveyances Act{(Ontario) and Assignments and Preferences Act (Ontarit). Accordingly, in'the Monitor's

view, the Transfer is void and the Monitor requires repayment of $500,000 to First Leaside Finance Inc.
immediately.

I have not received a response 160 my June. B, 2012 letter. Pleéase be advised that the Monitor will be
including this matter in its pextreport to-the Court, and:may,.in connection with:such report, seek
authorization.and direction from the Court-to formally bring a preference claim against 870 under the
aforementioned legisiation. The Monitortherefore requests a response from yourno later than closeof
business on Tuesday, June 19, 2012,

126722474

MONTREAL  OTTAWA  TORDNTG  GAUGRRY  wanoon
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blakes.com
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| believe My, Crawley may be yourcounsel on this:matter; and have copied him on this letter. Please confirm
whether this Understanding i correct, and 'will ensure that future correspondence is addressed
accordingly.

Sincerely,
Wfﬁ )

A

i

< i s
Shtis Burr

ce! -Greg Macl.end, Chigf Restructuring Officerof the First Leaside group of companies
Jon Krieger, Grant Thorton Limited: '
~John Birch, Cassels Brock & Blackwell LLP
Shayne Kukulowicz, Fraser Milner Casgrain LLP
Alistair Crawley, Crawley, Meredith, Brush LLP

125720474
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APPENDIX 5 - LETTER FROM REPRESENTATIVE COUNSEL TO THE MONITOR’S
COUNSEL DATED MAY 14, 2012



- Fraser Milner Casgrain Lip
F M‘ 77 King Street West, Suite 400
‘ i Toronto-Dominion Centre

— L AW — Toronto, ON, Canada M5K 0A1

MAIN 416 863 4511
FAX 416 863 4592

May 14, 2012 R. Shayne Kukulowicz

’ Shayne.Kukulowicz@fmc-law.com
Blake, Cassels & Graydon LLP DIRECT 416 863 4740
199 Bay Street

Suite 4000, Commerce Court West
Toronto, Ontario
M5L 1A9

Attention: Pamela L. Huff

Dear Ms. Huff,

RE: Companies’ Creditors Arrangement Act (“CCAA”) proceedings involving First
Leaside Wealth Management Inc. (“FLWM”) and certain of its affiliates (“First
Leaside”)

As you are aware, we act as representative counsel to all persons who are clients of First Leaside
Securities Inc. (the “Investors”) with respect to First Leaside’s CCAA proceedings. We are writing
to you as counsel to the court-appointed monitor of First Leaside, Grant Thornton Limited (the
“Monitor”), in connection with certain transactions related to David Phillips and what we
understand is a holding company owned by David Phillips (“DP Holdco”).

The following transactions have come to our attention and we formally request that the
Monitor, pursuant to section 36.1 of the CCAA, take action in respect of:

(a) the repayment by FLWM to DP Holdco of a loan in the amount of $500,000 on
November 3, 2011;

(b) the compensation received by David Phillips for 2011 in the approximate
amount of $1,500,000 which we understand was not approved by the
Independent Committee; and

(c) the transfer of $250,000 by First Leaside, at the direction of the independent
Committee, to a trust called the "First Leaside Independent Committee Trust",
for the benefit of the Independent Committee and its designates.

MONTREAL OTTAWA TORONTO EDMONTON CALGARY VAKCOUVER fme-law.com

11265279_4|TorDocs



Fraser Milner Casgrain 1Lp

Page 2
Please advise us whether the Monitor intends to challenge any of the above-noted transactions
or any other transactions that the Monitor is aware of, which may be reviewable pursuant to
section 36.1 of the CCAA.

We look forward to your response.

Yours truly,

R MILNER RAIN LLP

R. Shayne Kukdlowicz
Partner
RSK/mk

cc: Christopher Burr, Blake, Cassels & Graydon LLP
cc: John Birch, Cassels Brock & Blackwell LLP

cc: David Ward, Cassels Brock & Blackwell LLP

cc: Jonathan Krieger, Grant Thornton Limited

cc: Greg Macleod, G.S. Macleod & Associates Inc.
cc: Jane Dietrich, Fraser Milner Casgrain LLP

fme-law.com
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