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Court File No. 06-CL-6233

ONTARIO
SUPERIOR COURT OF JUSTICE
(IN BANKRUPTCY AND INSOLVENCY)
COMMERCIAL LIST

IN THE MATTER OF AN APPLICATION UNDER
SECTION 47 (1) OF THE BANKRUPTCY AND INSOLVENCY ACT
R.S.C. 1985, C.B-3

AND IN THE MATTER of SECTION 101 of THE
COURTS of JUSTICE ACT, R.S.0. 1990, C.C-43

BETWEEN:
PEOPLES TRUST COMPANY
Applicant

-and —
PARAGON HEALTH CARE INC. and 1508669 ONTARIO LIMITED

Respondents

NOTICE OF MOTION

MINTZ & PARTNERS LIMITED in its capacity as Interim Receiver and Receiver
and Manager of the cumrent and future assets, undertakings and properties (the
“Assets”) of each of Paragon Health Care Inc. (“Paragon”), Paragon Health Care
(Ontario) Inc. (“Paragon Onfario”) and 1508669 Ontarioc Limited (“1508669") (the
“Receiver”) will make a motion to the court on July 2, 2008 at 10:00 a.m. or as soon
after that time as the motion can be heard, at 330 University Avenue, Toronto.

THE PROPOSED METHOD OF HEARING: The motion is to be heard orally.

THE MOTION IS FOR:

1. an order, substantially in the form attached hereto as Schedule “A™



(a)

(b)

(c)

(d)

(e)

2

abridging the time for and validating service of this notice of motion and
the materials filed in support of this motion and dispensing with further

service thereof;

approving the Receivers actions and activities with respect to the
receivership of Paragon, Paragon Ontario and 1508669;

approving the fees and disbursements of the Receiver and those of its
counsel as set out in the Fourth Report of the Receiver dated June 25,
2008 (the “Fourth Report™);

authorizing and directing the Receiver to distribute funds in the amount of
$800,000 held by the Receiver as proposed in the Fourth Report; and

amending the Appointment Order (as defined below) to change the name
of the Receiver from Mintz & Partners Limited to Deloitte & Touche Inc. to
reflect the merger of Mintz & Partners Limited with Deloitte & Touche Inc.

2. such further and other relief as counsel may request and this Honourable Court
may permit.

THE GROUNDS FOR THE MOTION ARE:

1. Pursuant to an order of this court made on January 23, 2006 and effective 9:00
a.m. on January 24, 2006 (the “Appointment Order”), Mintz & Partners Limited
was appointed as Interim Receiver and Receiver and Manager of the assets,
undertakings and properties of Paragon, Paragon Ontario and 1508669 pursuant
to subsection 47(1) of the Bankrupicy and Insolvency Act, R.S.C. 1985, ¢.1985,
C. B-3 (the “BIA"} and section 101 of the Couris of Justice Act, R.8.0. 1990, c¢. C.
43 (the “CJA").
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2. Peoples Trust Company (“Peoples”) has valid and enforceable security against
the property, assets and undertakings of Paragon and 1508668, including a
charge/mortgage of land, dated August 14, 1995 and registered August 17, 1995
as instrument number R0O699419 in favour of Sun Life Assurance Company of
Canada for the principal amount of $3,941,505 and assigned to Peoples by
assignment of charge/mortgage of land dated June 13, 2000 and registered June
15, 2000 as instrument number RO768790, and related personal property
security (the “West Park First Mortgage™).

3. As of June 23, 2008, the outstanding balance of the West Park First Mortgage
was $3,789,704.81.

4, The Receiver seeks this court's authorization to distribute surplus funds which it
now holds in its 1508669 trust account to Peoples as partial payment on account
of interest arrears on the outstanding balance of the West Park First Mortgage.

5. The Receiver has operated the nursing home and retirement home businesses of
Paragon and 1508669 in a prudent and sustainable manner since its
appointment.

6. Sections 47 of the BiA.
7. Section 101 of the Courts of Justice Act (Ontario).

8. Such further and other grounds as counsel may advise and this Honourable
Court may permit.

THE FOLLOWING DOCUMENTARY EVIDENCE WILL BE USED AT THE HEARING
OF THE MOTION:

1. the Fourth Report of the Receiver dated June 25, 2008; and
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2. such further and other evidence as counsel may advise and this Honourable

Court may permit.

Date: June 27, 2008

GOWLING LAFLEUR HENDERSON LLP
Barristers & Solicitors

Suite 1600, 1 First Canadian Place

100 King Street West

Toronto, Ontario

M5X 1G5

Clifton P. Prophet {LSUC No. 34845K)
Christine L. Marchetti (LSUC No. 52178T)
Tel: (416) 862-7525

Fax: (418) 862-7661

Solicitors for Mintz & Partners Limited in its
capacity as Interim Receiver and Receiver and
Manager of the current and future assets,
undertakings and properties of Paragon Health
Care Inc., Paragon Health Care (Ontario) Inc. and
1508669 Ontario Limited

TO: THE ATTACHED SERVICE LIST



5

SERVICE LIST

TO: GERALD HARQUAIL
131 Beecroft Road, Suite 201
Toronto, Ontario M2N 5G9

Phone: (416) 226-1989

BLANEY MCMURTRY LLP
2 Queen Street East

Suite 1500 :
Toronto, Ontario M5C 3GE

Attention: Martin Sear
Tel: 416-593-3941
Fax: 416-593-5437

Solicitors for Paragon Health Care inc., Paragon Health Care (Ontario}
Inc. and 1508669 Ontaric Limited

AND TO: SACK GOLDBLATT MITCHELL
Suite 1130, Box 180
20 Dundas Street West
Toronto, Ontario M5G 2G8

Attention: Michael Kainer / Doug LeFaive
Tel.: 416-977-6070
Fax: 416-591-7333

Solicitors for Service Employees Union International, CUPE and the
Nurses and Related Industries Pension Plan

AND TO: MINISTRY OF FINANCE, Insolvency Unit
33 King Street West, 6" Floor
Oshawa, Ontario L1H 8H5



AND TO:

AND TO:

AND TO:
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DEPARTMENT OF JUSTICE (CANADA)
Ontario Regional Office

The Exchange Tower, Box 36

130 King Street West, Suite 3400
Toronto, Ontario M5X 1K6

Attention: Diane Winters
Tel: 416-973-3172
Fax: 416-973-0810

LANG MICHENER LLP
BCE Place, P.Q. Box 747
Suite 2500, 181 Bay Street
Toronto, Ontario M5J 277

Attention: Les Wittlin

Tei: 416-360-8600

Fax: 416-365-1719

independent Counsel to Mintz & Partners Limited
MINISTRY OF HEALTH AND LONG-TERM CARE
56 Wellsiey Street West, 9" Floor

Toronto, Ontario M7A 29

Attention: Tim Burns, Director, Long Term Care Homes Branch



Court File No. 06-CL-6233

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

THE HONOURABLE WEDNESDAY, THE 2" DAY

)
)
) OF JULY, 2008
)

IN THE MATTER OF AN APPLICATION UNDER
SECTION 47 (1) OF THE BANKRUPTCY AND INSOLVENCY ACT
R.S.C. 1985, C.B-3

AND IN THE MATTER of SECTION 101 of THE
COURTS of JUSTICE ACT, R.S.0. 1980, C.C-43

BETWEEN:
PEOPLES TRUST COMPANY
Applicant

-and —
PARAGON HEALTH CARE INC. and 1508669 ONTARIO LIMITED

Respondents

ORDER

THIS MOTION made by Mintz & Partners Limited, appointed as interim receiver
and receiver and manager (the “Receiver’) pursuant to section 101 of the Courfs of
Justice Act, without security, of the property, assets and undertaking of Paragon Health
Care Inc. ("Paragon”), Paragon Health Care (Ontario} Inc. ("Paragon Ontario”) and
1508669 Ontario Limited (“1508669”) pursuant to the terms of the Order of the
Honourable Mr. Justice Cumming dated January 23, 2006 and effective 2:00 a.m. on
January 24, 2006 (the “Initial Order”), was heard this day at 330 University Avenue,

Toronto, Ontario.

-



ON READING the Notice of Motion, the Fourth Report of the Receiver and the
Affidavits of Harry Vanderlugt sworn June 27, 2008, Hartley M. Bricks sworn June 26,
2008 and Leslie Wittlin, sworn June 24, 2008, filed, and upon hearing the submissions
of counsel for the Receiver, no other parties attending.

1. THIS COURT ORDERS that service of the Notice of Motion and the Motion
Record herein is hereby abridged, if necessary, and that this Motion is properily
returnable today and that service, including the form, manner and time that such service
was actually effected on all parties, is hereby validated, and where such service was not
effected such service is hereby dispensed with.

2. THIS COURT ORDERS that the Fourth Report be and the same is hereby
accepted and approved.

3. THIS COURT ORDERS that the conduct of the Receiver, its related entities and
agents to date, as detailed in the Fourth Report, be and the same is hereby approved.

4, THIS COURT ORDERS that the Statements of Receipts and Disbursements of
the Receiver as at June 23, 2008 in respect of Paragon, Paragon Ontario and 1508669
as set out in Appendices “G”, “H" and "I" to the Fourth Report, filed, be and the same
are hereby accepted and approved.

5. THIS COURT ORDERS that the fees of the Receiver relating to the receivership
of Paragon and 1508669 for the period ending May 31, 2008 in the amount of
$195,424 45 in respect of Paragon and $65,573.14 in respect of 1508669, as set out in
the Affidavit of Hariley M. Bricks dated June 26, 2008, filed, be and the same are
hereby approved.

6. THIS COURT ORDERS that the fees and disbursements of Gowling Lafleur
Henderson LLP, counsel to the Receiver, in the amount of $87,386.47 in respect of
Paragon and $48,895.78 in respect of 1508669, as set out in the Affidavit of Harry



Vanderlugt dated June 27, 2008, filed, be and the same are hereby approved for the
period January 1, 2007 to May 22, 2008 .

7. THIS COURT ORDERS that the fees and disbursements of Lang Michener LLP,
independent counsel to the Receiver, in the amount of $6,880.15, as set out in the
Affidavit of Leslie Wittlin dated June 24, 2008, filed, be and the same are hereby
approved for the periods from March 26, 2007 to April 4, 2007 and from August 10,
2007 to August 21, 2007.

8. THIS COURT ORDERS that the Receiver is authorized and hereby directed to
distribute to Peoples Trust Company as partial payment on account of its secured
claims against 1508669, the total sum of $800,000 at this time.

9. THIS COURT ORDERS that the Initial Order be amended by deleting all
references to “Mintz & Partners Limited” occurring throughout the Initial Order and
substituting “Deloitte & Touche Inc.”

TOR_LAWA 6200215\
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Court File No. 068-CL-6233

ONTARIO
SUPERIOR COURT OF JUSTICE
(IN BANKRUPTCY AND INSOLVENCY)
COMMERCIAL LIST

BETWEEN:

PEOPLES TRUST COMPANY
Applicant

-and -

PARAGON HEALTH CARE INC. AND 1508669 ONTARIO LIMITED

Respondents

Fourth Report to the Court of Mintz & Partners Limited,
as Interim Recelver and Receiver and Manager of
Paragon Health Care Inc., Paragon Health Care (Ontario) Inc.
and 1508669 Ontario Limited

INTRODUCTICN

1. Pursuant to an Crder of the Ontario Superior Court of Justice (Commercial List} (the “Court”)
dated January 23, 2006 (the “Appointment Order"), Mintz & Partners Limited (“MPL"} was
appointed as Interim Receiver and Receiver and Manager (the "Receiver”) of all the assels,
undertakings and property of Paragon Health Care Inc. ("Paragon”), Paragon Health Care
(Ontaric} Inc. ("Paragon Ontario™) and 1508669 Ontario Limited ("1508669") (collectively, the
"Companies”) effective 9:00 am cn January 24, 2006 (the “Appointment Date”). A copy of the
Appointment Order is attached hereto as Appendix “A”,

2. Paragon’s assets comprise the Casa Verde Health Centre, a 252-bed nursing home (“Casa Verde
Nursing Home") and a 94-bed retirement home (“Casa Verde Retirement Home") (collectively,
with Casa Verde Nursing Home, “Casa Verde”) located at 3595 Keele Street, Toronto, Ontario.
1508669's assets comprise the West Park Health Centre (“West Park”), a 93-bed nursing home

DockS04410v4



Fourth Report to the Court of Mintz & Pariners Limited as June 26, 2008
Interim Receiver and Receiver and Manager of Court File No. 06-CL-6233
Paragon Heafth Care Inc., Paragon Health Care (Ontario} Inc.

and 1508669 Ontario Limited : Page 2

located at 103-111 Pelham Road, St. Catharines, Ontario (collectively, with Casa Verde, the
“Homes” or “Facilities”),

3. Paragon Ontario is a non-operating entity that employs certain nursing staff used by Casa Verde.

4. On April 4, 2007, the Honourable Justice Cumming granted an Qrder (the “April 4, 2007 Order™)
approving, among other things, the Receiver's activities from the Appointment Date to March 26,
2007, a distribution of $200,000 from 1508669 to Peoples Trust Company ("Peoples”), the first
secured creditor, and the fees and disbursements of the Receiver and those of its counsel. In
support of the application, the Receiver submitted its First Report to the Court dated March 26,
2007 (“First Report”). A copy of the First Repont {without appendices) is attached hereto as
Appendix “B".

5. On August 21, 2007, the Honourable Justice Cumming granted an Order approving the Receiver
commencing a marketing and sale progress for the Homes (the “Sale Process Order”). In
support of the motion, the Receiver submitted its Second Report to the Court dated July 27, 2007

- (the “Second Report’). A copy of the Second Report (without appendices), as well as the Sales
Process Order and endorsement 6f the Honourable Justice Cumming, are attached hereto as

Appendix “C".

6. The Monitor's Third Report to the Court dated August 24, 2007 was submitted in response fo a
motion brought by a former employee who was seeking leave to issue a Statement of Claim to
commence a wrongful dismissal action against the Receiver.

7. The purpose of this Fourth Report of the Receiver (the “Fourth Report”) is to:

s inform the Court of the results of the marketing and sale process for the Facilities that was
commenced in the fall of 2007 and the current marketing program;

» inform the Court of the operating results for the Homes;

+ obtain approval of a proposed distribution of $800,000 to Pecples Trust Company
("Peoples™}, the first secured creditor;

« obtain approval of the fees and activities of the Receiver, and those of its counsel; and
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8.

e obtain approval to change the name of the Receiver in these proceedings Deloitte &
Touche Inc. effective July 2, 2008,

Capitalized terms not defined in this Report are as defined in the Appointment Order. All
references to dollars are in Canadian currency unless otherwise noted.

TERMS OF REFERENCE

9.

10.

In preparing this Repont, the Receiver has relied upon records of the Companies and unaudited
financial information prepared by the Companies and/or Diversicare Canada Management
Services Co., Inc. {"Diversicare"). The Receiver has not performed an audit or other verification of
such information. As set out in the First Report, Diversicare has been engaged as day-lo-day
manager of Casa Verde and West Park on behalf of the Receiver.

The Receiver has sought the advice of Gowling Lafieur Henderson LLP (“Gowlings™), counsel to
Peoples, for general legal matters that have arisen in respect of the receiverships. Where the
Receiver has required independent legal advice, the Receiver has sought the counsel of Lang
Michener LLP ("Lang Michener”).

MARKETING AND SALES PROCESS P\U\})V‘p’{ !

11.

Following the issuance of the Sales Process Order, the Receiver conducted the marketing and
sales process. The steps taken by the Receiver are set out below:

i) a “teaser” e-mail was distributed to:

« those parties who had previously contacted the Receiver and expressed interest in
the Homes;

« current nursing home operators and management companies operating in Ontario;

and

s approximately 500 parties included in a database maintained by Canada Mortgage
and Housing Corporation (*CMHC™) of potential interested parties;

ii) a “Request for Offers” advertisement was placed in the nationaf edition of the Globe &

<
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Mail on August 28, 2007;

iii) three separate advertisemenis were placed in the Real Estate News Exchange, a
newsletter sent via e-mail to over 4,000 subscribers three times per week to the Canadian
real estate community; and

iv) a Confidential Information Memorandum (“CIM"), which provided further details on the
Facilities and provided basic financial and operational information and other due diligence
data was prepared by the Receiver for distribution to interested parties which executed
and provided confidentiality agreements (“CA") to the Receiver.

12, The Receiver was contacted by a number of parties of which 55 executed CA’s. These parties
were then provided with a user name and password together with a link to a secure wabsite
maintained by the Receiver where those parties had access to the CIM.

13. Prospective purchasers who executed a CA were permitted until 5:00 pm on October 11, 2007
("Offer Due Date"} to conduct their due diligence, including touring the Facilities. Prier to the Otfer
Due Date, the Receiver provided all prospective purchasers with a form of offer which would
convert 10 an agreement of purchase of sale if the offer was accepted by the Receiver.

14. By the Offer Due Date, the Receiver had received two (2) offers to purchase Casa Verde and
three (3) offers to purchase West Park.

15. The Receiver reviewed the offers received with Peoples. After receiving Peoples’ comments on
the terms of the oifers, on October 17, 2007, the Receiver advised the parties which had
submitted the offers (individually, an “Offeror”, and collectively, the *Offerors") that their offers
were not accepted and requested that they resubmit their offers by 5:00 pm on QOctober 30, 2007
(the “Resubmission Date"}. The Receiver advised the Offerors that any resubmitted offers
should reflect the Offeror’s highest and best price and be free of any due diligence or financing
conditions.

16. By the Resubmission Date, only one QOfferor elected to resubmit its offer {the “Resubmitted
Offer”).

i7. After reviewing and discussing the Resubmitted Offer with Peoples, the Receiver decided to reject
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18.

all of the offers received on the basis that it could conduct another sale process at a later date.

The Receiver's decision was made taking into account the following:

the independent appraisal of each of the Facilities that had been commissioned by the
Receiver;

Unbeknownst to the Receiver, the Royal Crest Group of long-term care facilities (the "Royal
Crest Homes"), comprising 12 long-term care, retirement and residential care facilities in
southern Ontario representing approximately 1,484 nursing beds and 264 retirement beds
were re-offered for sale at the same time as the sales process for the Facilities was being
conducted. Royal Crest has been in receivership since November 12, 2002. The first sale
process for the Royal Crest Homes was commenced in the fall of 2003 at which time none of
the properties sold. The Receiver has been advised that the second sale process for the
Royal Crest Homes also failed to result in any sales; and

The Ministry of Health Long-Term Care {the “MOHLTC") announced in the fal of 2006 that it
would be revising the licensing term of “C” Class facilities. The MOHLTGC subsequently
announced the establishment of the Long-Term Care Homes Act, 2007 (the “LTCA"). While
the LTCA received Royal Assent on June 4, 2007, the LTCA will not be effective until the
regulations have been developed and the Lieutenant Governor in Council proclaims it in force.
This uncertainty in licensing has apparently negatively impacted the marketability of “C" Class
facilities such as the Homes.

Notwithstanding the uncertainties created by the LTCA, in the spring of 2008, at the request of
Peoples, the Receiver re-commenced efforts to sell the Facilities. On May 30, 2008, the Receiver
engaged John A. Jensen Realty Inc. ("Jensen”) to list the Facilities for sale. The listing
agreements expire on QOctober 31, 2008. Jensen has significant experience in the marketing and
sale of long-term care and retirement home facilities. Jensen has commenced the marketing of

the Facilities.

OPERATIONS

19.

The Receiver has continued to operate the Facilities pursuant to the powers and duties under the

Appointment Order,

1
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20. With respect to Casa Verde, the Receiver has continued to invest in capital expenditures and
repairs in order to bring alf of the nursing home beds back into use. To date, the capital
expenditures made by the Receiver in respect of the Casa Verde facility is approximately
$982,000.

21. As of June 19, 2008, Casa Verde Nursing Home is at 95.2% occupancy, which is a significant
increase from the approximately 67% occupancy at the Appointment Date, while Casa Verde
Retirement Home is at 67.5% occupancy as compared to the approximately 50% occupancy on
the Appointment Date. The increase in occupancy of Casa Verde Nursing Home can be attributed
to the following:

+ amore concerted markeling campaign by Casa Verde, including marketing of the local
Community Care Access Centre which places new applicants in homes;

+ achange over to a more experienced senior management team;
» the creation of model suites for a better presentation to potential residents;

» improved appearance of Casa Verde Nursing Home through repairs and maintenance
authorized by the Receiver and effected through Diversicare; and

 ageneral decrease in available beds in competitor nursing homes in the North Toronto
area.

22. The Receiver continues to work with Diversicare to develop strategies to try to maximize the
performance of Casa Verde Retirement Home.

23. Occupancy at West Park has remained relatively consistent at an average rate in excess of 87%

since the Appointment Date.

24. After the MOHLTC's annual inspection of Casa Verde Nursing Home in January 2007, the
MOHMLTC identified a number of viclations and areas of non-compliance. On February 6, 2007,
the MOHLTC informed the Receiver that Casa Verde Nursing Home was being placed under
Enforcement Inspection activities. The Receiver, in concert with Diversicare, addressed each of
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the MOHLTC’s concerns resulting in Casa Verde Nursing Home being discharged from
Enforcement Inspection on June 6, 2007,

25, In addressing the issues that resulted in Enforcement Inspection, the Receiver and Diversicare
determined that it was appropriate to re-staif certain senior management positions in the Home.
As such, the Receiver terminated four senior managers, including the Administrator and the
Direcior of Programs. Each of the terminated employees was provided with severance and
termination pay commensurate with their length of employment by the Receiver.

26. One of the terminated senior managers, Mr. David Oravec, disputed the amount of termination
and severance pay and subsequently filed a notice of motion seeking leave to lift the stay of
proceedings imposed by the Appointment Order in order toissue a Statement of Claim against the
Receiver. Mr. Oravec was successful in his motion to lift the stay of proceedings. The Receiver
and Mr. Oravec subsequently participated in a mediation, at which a settlement of Mr. Oravec’s
claim was agreed to by Mr. Oravec and the Receiver.

OPERATING RESULTS

Casa Verde Nursing Home

27. Attached hereto as Appendix “D" is an operating statement summary for Casa Verde Nursing
Home for the period January 24, 2006 to April 30, 2008 (the "Results Period™). Casa Verde
Nursing Home has generated positive net income (before consideration of interest, depreciation
and capital expenditures) of $1,616,551 over the Results Period. Monthly results at Casa Verde
Nursing Home are showing an upward trend due 1o the positive impact of increased occupancy
commencing in July 2006 through April 2008.

28. Qver the Results Period, the Recelver has incurred approximately $230,000 in restructuring costs
which relate to severance and termination costs for the terminated employees discussed above
and appraisal fees. The Receiver does not anticipate incurring any further significant restructuring
costs for the balance of fiscal 2008,

28. As set out earlier in this report, the Receiver has incurred approximately $982,000 in capital
expenditures for Casa Verde. The significant expenditures relate to remediation of the roof of the
Facility, replacement of certain HVAC components, costs incurred to refurbish and improve certain
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Wings of the Facility to bring these areas back into use in order to allow for full occupancy at the
Facility, and the purchase of new furniture and fixtures.

Casa Verde Retirement Home

30.

Afttached hereto as Appendix "E" is an operating statement summary for Casa Verde Retirement
Home for the Results Period. Casa Verde Retirement Home experienced a net operating loss of
$591,642 (before consideration of interest, depreciation and capital expenditures) over the Resulls
Period as a result of occupancy levels in the 50% range since the Appointment Date to April 31,
2008. The Receiver is continuing to work with Diversicare 1o develop strategies to increase
occupancy or otherwise employ the unused space at Casa Verde Retirement Home for other

revenue generating projects.

West Park Health Centre

31.

32,

Aftached hereto as Appendix “F" is an operating statement summary for West Park for the
Results Period. Consistently strong occupancy atWest Park has generated positive net operating
income of $661,592 (before consideration of interest, depreciation and capital expenditures) over
the Results Period.

Over the Resuits Period, the Receiver has incurred approximately $360,000 in capital
expenditures for West Park. The significant expenditures relate to remediation of the roof and
replacement of substantially all of the windows.

INTERIM STATEMENT OF RECEIPTS AND DISBURSEMENTS

33.

Attached hereto as Appendix “G", “H” and “I” are the Receiver's interim Statements of Receipts
and Disbursements for the period January 24, 2006 to June 23, 2008 (the “R&D") for each of
Paragon, Paragon Ontario and 1508669, respectively. These statements reflect transactions
through the Receivers accounts and do not reflect the receipts and disbursements of the
operating accounts managed by Diversicare for the Receiver, which are maintained on anaccrual
basis and are reflected in the aforementioned operating statement summaries,

On the 22™ day of each month, MOHLTC funding is deposited into the Receiver's trust account,
the amount of which is based on the census at the Homes and is fairly consistent from month to

\9
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menth. Each month, Diversicare provides the Receiver with a cash flow forecast for the Homes
and a funding request to mest the cash flow requirements. The Receiver provides the requisite
funding to Diversicare and holds that balance in its trust account.

35. As set out in the R&D's, the current cash balances as at June 23, 2008 in respect of each of the

Companies is as follows:

Company Cash Balance
Paragon $ 38,21
Paragon Ontario 3,761
1508669 861,298
Total $ 903,350

As discussed below, the Receiver is proposing to make a distribution to Peoples of a portion of the
cash being held in the Receivers 1508669 trust account.

36. Diversicare’s operating accounts contain the following cash balances as at June 23, 2008:
Facility Cash Balance
Casa Verde Health Centre $ 79,767
Casa Verde Retirement Home 84,380
West Park 218,587
Total $ 382,734

Diversicare maintains sufficient cash balances for working capital purposes. The balances in
Diversicare’s accounts are refatively low at June 23, 2008 as the following funding was sent to
Diversicare by the Receiver on June 23, 2008 and is not yet reflected in the respective Diversicare

bank accounts:

Facility Funding in Transit

O
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Casa Verde Health Centre $ 700,000

Casa Verde Retirement Home 100,000

West Park 210,000

Total $ 1,010,000

PROPOSED DISTRIBUTION TO PEOPLES

37.

38.

39.

40.

41,

42,

As indicated above, the Receiver has approximately $860,000 in its 1508669 trust account.

With respect to the property, assets and undertaking of 1508669 and the business of West Park,
Peoples holds the security described in the First Repont, including the charge/morigage of land,
dated August 14, 1895 and registered August 17, 1895 as instrument number RO699419 in favour
of Sun Life Assurance Company of Canada for the principal amount of $3,941,505 and assigned
to Peoples by assignment of charge/mortgage of land dated Jure 13, 2000 and registered June
15, 2000 as instrument number RO768790, and related personal property security (the “West
Park First Mortgage™).

The Receiver received an opinion from Lang Michener dated March 8, 2007 that under the laws of
Ontario, the various securities held by Pecples, including the West Park First Morigage, constitute
lega), valid and binding obligations of 1508669, enforceable against 1508669 by Peoples in
accordance with their terms, and create, in favour of Peoples, valid security interests, morigages
and charges in and over the property, assets and undertaking in which 1508669 has rights,
securing payment and performance of the obligations secured thereby.

Appendix "L" to the First Report lists the various financing statements tiled under the Personajl
Froperty Security Act (Ontario) in respect of the security interest of Peoples.

The Receiver has received a similar security opinion in respect of the secured indebtedness owing
to Peoples by Paragon.

A copy of the Statement of Discharge Purposes with respect to the West Park First Morigage is
attached hereto as Appendix “J”. As of June 23, 2008, the outstanding balance under the West

AN\
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Park First Mortgage is $3,789,704.81. Peoples has informed the Receiver that it would to like to
receive a payment against the outstanding balance on the West Park First Mortgage should there
be sufficient excess cash flow that is not required to operate West Park.

43. The Receiver has determined that $800,000 would be an appropriate amount to distribute to
Peoples as payment against arrears on the West Park First Mortgage and is seeking the Court's
approval for same.

STATEMENTS OF ACCOQUNT OF THE RECEIVER AND ITS COUNSEL

44, The Receiver's fees for services rendered for the period February 1, 2007 to May 31, 2008 are
particularized in the Affidavit of Hartley M. Bricks swom June 26, 2008 and the invoices attached
as exhibits thereto. The total amount of the invoices for this period is $195,424.45 in respect of
Paragon and $65,573.14 in respect of 1508669.

45, The fees and disbursements of Lang Michener, the Receiver's independent counsel, for the
periods frem March 26, 2007 to April 4, 2007 and from August 10, 2007 to August 21, 2007 are
particularized in the Affidavit of Leslie A. Wittlin, sworm June 24, 2008 and the invoices attached as
exhibits thereto. The total amount of the invoices for this period is $6,880.15.

46. The fees and disbursements of Gowlings, counsel for Peoples Trust, in respect of work periormed
for the Receiver, for the period January 1, 2007 to May 22, 2008 are particularized in the Affidavit
of Harry Vanderlugt, sworn June 26, 2008 and the invoices are attached as exhibits thereto. The
total amount of the invoices for this period is $87,386.47 in respect of Paragon and $48,895.78 in
respect of 1508669.

47. The Receiver has reviewed the invoices of Lang Michener and Gowlings and finds the work
performed and charges to be appropriate and reasonable.

418, The Receiver has sought and received the approval of Peoples prior to taking interim draws
against the fees of the Receiver, Lang Michener and Gowlings.

49, The Receiver is seeking the Court's approval of its activities up to the date of this Fourth Report
and its fees as set out above. The Receiver is also seeking the Court's approval for the fees of
Lang Michener and Gowlings as discussed above.
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MERGER OF MINTZ & PARTNERS LLP AND DELOITTE & TOUCHE LLP

50, Effective January 12, 2008, Miniz & Pariners LLP ("Mint2") merged its practice with Deloitte &
Touche LLP ("Deloitte”}. As a result of the aforementioned merger, both Mintz & Deloitte desire
to carry on these proceedings in the name of Deloitte & Touche Inc.

51. The Receiver is therefore seeking that, effective July 2, 2008, the Receiver in these proceedings
be Deloitte & Touche Inc.

RECEIER’'S REQUEST TO THE COURT
52. The Receiver is respectively seeking an order approving the following:

i) the actions and activities of the Receiver from March 27, 2007 to June 26, 2008, the date
of this Fourth Report;

i) a distribution to Peoples in the amount of $800,000 to be applied against arnounts
outstanding on the West Park First Morigage; and

i) the fees and disbursements of the Receiver for the period to January 31, 2008, the fees
and disbursements of Lang Michener for the periods from March 26, 2007 1o April 4, 2007
and from August 10, 2007 to August 21, 2007 and the fees and disbursements of
Gowlings for the period to January 1, 2007 to May 22, 2008; and

iv) an Crder directing that effective July 2, 2008, the Receiver in these proceedings be
Deloitte & Touche Inc.
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All of which is respectfully submitted to this Honourable Court.

DATED this 26" day of June, 2008.

MINTZ & PARTNERS LIMITED

Interim Receiver and Receiver and Manager of

Paragon Health Care Inc,, Paragon Health Care {Ontario) Inc.
and 1508669 Ontario Limited

flids ¢ Putrus (urided

Daniel R. Weisz, CA+CIRP, CIRP Hartley Bricks, MBA, CA*CIRP, CIRP
Senior Vice President Vice President
“ODMAPCDOCSWMINTZM386544

TOR_LAW 69002123



Court File No. 08-CL-6233
ONTARIO

SUPERIOR COURT OF JUSTICE
. (IN BANKRUPTCY AND INSOLVENCY)

COMMERCIAL LIST

THEHONOURABLE - ) MONDAY, THE 28™ pay

. ) .
JUSTICE CUMMING - . ) OF JANUARY, 2008

' PEOPLES TRUST COMPANY

Applicant
-and-.
PARAGON H'EAL_TE-I CARE INC, t.md 1508669 ONTARIO LINITED

Respondents

APPLICATION UNDER section 47 of Rankruptey and
Insolvency Aét, R.S.C. 1985, ¢. B-3, and under section
101 of the Courts of Justice Act, R.S.0, 1990, ¢; C.43

ORDER

THIS MOTION, made by the Applicait for an Order pursuant to section 47(1) of

the Bankryptey and insovency-Act, RS.C. 1985, c. B-3, as amanded (the "BIA®) and
‘section 101 of the Courts-of Justice Act, A.S.0 1990 c. C43, as amended (the "CJA")
appointing Mintz & Partners Limited ("Mintz") as interiin recelver’ and recsiver and




—a *ua
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———

manager {in such capacities, the "Receiver”) . without sacurity, of all of the assets,

undertakings and propertias of Paragon Healih Care Inc. ("Paragon”) and 1508669
Ontario Limited (“i50 Ontario®) was heard this day at 293 University Avenus, Toronto,
Ontario.

ON READING the affidavit of James Dysart swom January 13, 2006 and the
Exhibits thereto and on hearing the submissions of counsel for the Applicant and the
Respondents, no one appearing for the persons referenced in the Service List
appended herslo as Appendix “A", although duly served as appears from the affidavit
of service of Carla Clarizia swom January 17, 2006 (the “Affidavit of Service™ and on
reading the consent of Mintz to act as the Receiver,

SERVICE AND AMENDMENT

1. THIS COURT ORDERS that the ime for service of the Notice of
Application and the Application Record Is hereby abridged so that this motion is propery
feturnable today, service upon those parties described in the Affidavit of Sewice is
hereby 'validated and any further service of the Notice of Application and Application
Record is hereby dispensed with,

2, THIS COURT ORDERS that Paragon Heaith Care (Ontario) inc,
(“Paragon Ontario”) be added as a respondent to these proceedings.

APPOINTMENT

3. THIS COURT ORDERS that pursuant to seclion 47(1) of BJA and section
101 of the CJA, effective 9:00 a.m, Eastorn Standard Time January 24, 2006, Mintz is

" hereby appointed Receiver, without security, of alf of the curent and future assets,

undertakings and properties of Paragon, 150 Ontario and Paragon Ontario (collectively,
the “Debtors™), of every nature and kind whatsoever, and whersver situate, including all
proceeds thereof (the "Property™), including, without iimitation, the real property
described in Appgndix “B” hereto.

2.
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RECEIVER’'S POWERS

4,

THIS COURT ORDERS that the Recsiver is hereby empowsred and

authorized, but not obligated, to act at once in respect of the Property and, without in
any way !imrtmg the generality of the foregoing, the Receiver is hereby expressly

© empowered and authorized to do any of the following where the Receiver considers it

necessary or desirable:

()

(b)

(c)

@ -

{e)

to take possession and control of the Properly and any and all proceeds,
receipts and disbursements arising out of or from the Property;

fo receive, preserve, protect and maintain control of the Properly, or any
part or paits thereof, including, but not limited to, the changing of locks
and security codes, the relocating of Property to safeguard it, the
engaging of independent security personnel, the taking of physical
inventories and the placement of such Insurance coverage as may be
necessary or desirable;

to manage, operate and carry on the business of the Debtors, including
the powers to enter into any agreements, incur any obligations in the
ordinary course of busmess, cease to cany on all or any part of the
buslness or cease to perform any cortracts of the Debtors;

to engage consultants, appralsers, agents, expetis, auditors, accountants,
fnanagers, counse! and such other psrsons from time to time and on
whatever basis, including on a temporary basls, to assist with the exercise
of the powers and duties conferred by this Order, including, without
limitation, Diversicare Canada Management Services Co., Inc., or such
other third parly operator as the Recelver may in its discretion designate
{the "Manager™);

to purchase or-lease such machinery, equipment, inventones, supplies,
premises or other assets to continue the business of the Debtors or any
part or parts thereof;

a7
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(h)
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)

(k)

{0

to receive and collect all monies and accounts now owed or hereafter
owing to the Debtors and to exarcise all remedies of the Dabfors in
collecting such monies, including, without limitation, to enforce any
security held by the Debtors and to collect any payments or subsidies from
the Ontario Ministry of Health and Long Term Care (the "MOH") and any
municipalities, provided, however, that notwithstanding anything herein
contained, any monles received by the Recelver. from the MOH pursuant
to this Order shall be used or applied by the Receiver only in accordance
with -the operation: of the Debtors’ hurslrjg homes which are cuirently
licensed pursuant to the Nursing Homes Act, R.S.0. 1990, ¢. N-7, as
amended and'tﬁe regulations thereunder (the "NHA") and related policy
(and which émount_s will be subject to MOH review and reconciliation as
provided for by apb_licable law);

to settle, extend or compromise any indebtedness owing to the Debiors;

to execute, assign, issue and endorse documents of whatever nature in
respact of any of the Property, whether In the Receiver's name or in the
name and on behalf of the Debtors, for any purpose pursuant to this
Order;

to undertake environmental or workers' health and safety assessments of
the Properly and operations of the Debtors;

to underlake such repalrs and__improvements to the Property as the
Receiver may, In its discretior, deem appropriate or the MOH may require;

to apply for such psmits, licenses, approvals or permissions as may be
required by any govemmental authority with respect to the Property,
including, without limitation, licenses under the NHA:

1o initiate, prosecule and continus the prosecution of any and ail
proceedings and to defend ali proceedings now pending or hereafter
instituted with respect to the Debtors, the Property or the Receiver, and to
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