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In addition to the approximately $12.9 million owed to the aforementioned secured
creditors, according to the Company’s records, PEI’s unsecured trade creditors are owed

approximately $0.8 million as at July 31, 2009.

As a result of RBC indicating its intention to make demand for repayment of its loans to
PEI and enforce its security, and the refusal of the Shareholder Group to continue to fund
PEI’s ongoing operating losses which would have resulted in the Company ceasing
operations, on August 4, 2009, the Company made an application to this Honourable

Court for protection from its creditors under the CCAA,

On August 4, 2009, the Company’s application was gratned, and the Initial Order was

1ssued.

CREDITOR NOTIFICATION

14.

15.

16.

Pursuant to paragraph 41 of the Initial Order, the Company is required to send a copy of
the Initial Order to all known creditors, excluding creditors and employees who are owed
less than $1,000, within ten(10) business days of the date of entry of the Initial Order.
The Company is also required to send a copy of the Initial Order (a) to all parties filing a
Notice of Appearance in the CCAA application, and (b) to any other interested party
requesting a copy of the Initial Order.

The Monitor has been advised by PEI that the required notices of the CCAA proceedings
have been sent electronically and by regular mail by its legal counsel Kronis Rotsztain

Margles Cappel on August 6, 2009.

The Company has advised the Monitor that PEI’s 26 employees have been made aware of
the CCAA proceedings, and that management will continue to provide to the employees

updates regularly throughout the proceedings.

VALIDITY OF SECURITY

17.

Upon its appointment, the Monitor engaged Aylesworth LLP, Barristers & Solicitors

(“Aylesworth”), as its independent legal counsel.
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The Monitor has obtained an opinion from Aylesworth dated August 7, 2009 regarding
the validity and enforceability of the security held by RBC and the Shareholder Group

over the assets of PEIL

Aylesworth has opined that, subject to the standard qualifications, the security held by
each of RBC and the Shareholder Group over the assets of PEI is valid and enforceable
against the assets of PEI.

In addition, by letter dated August 10, 2009, Aylesworth has opined interalia that, subject
to the standard qualifications, RBC’s security ranks as a first charge over all of the assets
of PEI and that PEI Investments Inc.’s security ranks as a second charge and in priority
over PEI Holdings Inc’s. and Next Paradigm Inc’s security. A copy of Ayelsworth’s

opinion letters are attached hereto as Appendix “B”.

THE ESTIMATED REALIZABLE VALUE OF PEI’S ASSETS

21.

22.

The Monitor has prepared a schedule of the estimated realizable value (the “Schedule”)
of the Company’s assets in a liquidation scenario as at May 31, 2009. Although the
Schedule was prepared based on the Company’s internal financial statements as at May
31, 2009, the Company has advised the Monitor that there have been no material changes
to the Company’s assets since that time. According to the Schedule, the Monitor
estimates that the net realizations from PED’s assets, before professional fees and

realization costs would result in a significant shortfall to RBC and the Shareholder Group

if a forced liquidation was necessary.

Due to the significant estimated shortfall to RBC and the Shareholder Group, there would

be no likely recovery for PEI’s unsecured creditors from the liquidation of PEI’s assets.

MARKETING

23.

The Company’s current cash flow is not sufficient to fund ongoing operations. As noted
above, the Shareholder Group, who had previously been funding PEI’s operating losses
and providing the necessary working capital, informed PEI that it was no longer willing

to provide additional funding.
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Based on RBC and the Shareholder Group each deciding to no longer fund the Company,
the Company sought new financing from three asset based lenders, but its efforts were

unsuccessful.

As a result of its inability to obtain new financing, PEI investigated the possibility of an
orderly sale of the Company’s assets, however the Company did not have sufficient

operating funds to enable it to conduct a marketing process.

PEI was introduced to ACI which had an interest in acquiring certain product lines
distributed by PEI. The Monitor has been advised by the Company that ACI is not related
to PEL

As RBC and the Shareholder Group had previously refused to provide further funds to

PEI, PEI worked on an expedited basis to enter into an agreement of purchase and sale
with ACL

THE PROPOSED TRANSACTION

28.

29.

30.

31.

The Monitor previously reported that PEI had negotiated a Letter of Intent (“LOI”) dated
June 11, 2009 with ACL The LOI contemplates ACI purchasing from PEI all or
substantially all of the assets of PEIL

The Monitor has been advised by the Company that PEI and ACI entered into an Asset
Purchase Agreement (the “Sale Agreement™) on July 31, 2009, that provides for the sale
of certain assets of PEI’s business (the “ACI Transaction™), subject to the approval of this

Honourable Court.

The Company has requested that the Court seal the Sale Agreement, since the Sale
Agreement contains confidential information which may negatively ‘impact the
Company’s secured creditors’ ability to sell PEI’s assets in the event the sale to ACI is
not approved by the Court, or negatively impact the Company if the sale transaction is

otherwise not completed.

As a result of the Company’s request, the Monitor has prepared a supplementary report

(the “Supplemental Report”) for the Court which summarizes the terms of the Sale
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Agreement. For the reasons set out above, the Monitor requests that the Supplemental

Report be sealed by this Honourable Court.

The Sale Agreement provides for an estimated 60-day transition period (the “Transition
Period”) during which time PEI will continue its operations, while the transaction
contemplated by the Sale Agreement is implemented. Pursuant to a Transition Services
Agreement (the “TSA”) entered into between PEI and ACI, PEI will continue to operate
in the short term, and continue to pay its employees, landlords, and others, in accordance
with the Initial Order and ensure that the assets sold to ACI are transferred in an orderly
fashion. PEI will continue to occupy its leased premises until PEI’s product lines have

been fully integrated by ACI.

Certain assets, including the accounts receivable and certain product lines, are excluded
from the Sale Agreement. PEI will attempt to sell or collect on these assets during the

Transition Period.

The Monitor also notes that in the event of a receivership of the Company, the operations
of the Company will likely cease. As a result, it is likely that many of the Company’s
customers would find alternate sources of distribution pending the sale of the Company’s

assets by a receiver, thereby reducing the value of the Company’s assets.

Based on the information in the Supplemental Report and the fact that RBC and the
Shareholder Group are no longer prepared to fund PEI’s operations including during the
time that would be required to market PEI’s assets, the Monitor is of the view that the
ACI Transaction is the only available alternative in the current circumstances to
maximize the realizations from the Company’s assets. The Monitor therefore

recommends that this Honourable Court approve the ACI Transaction.

EXTENSION OF THE STAY PERIOD

36.

PEI has advised the Monitor that, depending on the value of the assets excluded from the
Sale Agreement, and the proceeds that may be derived from PEI’s non-capital tax loss
carry forwards, the Company may prepare and present a plan of compromise and/or

arrangement to its unsecured creditors. As noted above, during the Transition Period, PEI
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will attempt to sell the assets excluded from the Sale Agreement and determine whether it

is feasible to prepare a plan of arrangement and/or compromise to its unsecured creditors.

PEI therefore requires more time to investigate, in consultation with the Monitor, whether
the Company will be able to put forward a plan of compromise or arrangement to its

unsecured creditors, which could result in some recovery for PEI’s unsecured creditors.

Since the Transition Period is approximately 60 days, the Company is requesting an
extension of the stay period set out in the Initial Order to November 16, 2009. The
Monitor recommends that the Court approve the Company’s request for a 60 day
extension of the Stay Period in order to complete the Transition Period and to allow the

Company to investigate whether a plan of compromise or arrangement is feasible.

FINANCIAL POSITION OF PEI

39.

40.

41.

42.

PEI has prepared an amended 16 week cash flow forecast to the week ended November
20, 2009, which includes certain receipts and disbursements in respect of the ACI

Transaction (the “Amended Cash Flow Forecast™).

The Amended Cash Flow Forecast indicates that the Applicant has sufficient funds in
order to operate until November 20, 2009.

PEI has advised the Monitor that the Shareholder Group has agreed to provide the
required financing to enable PEI to meet its financial obligations during the Transition

Period. This additional financing is set out in the Amended Cash Flow Forecast.

Attached hereto as Appendix “C” is a copy of the Company’s Amended Cash Flow

Forecast.

CONCLUSIONS AND RECOMMENDATIONS

43.

For the reasons set out in this report, the Monitor supports the Company’s motions for:
(a) approval of the Sale Agreement; and

(b) extension of the stay period to November 16, 2009.
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All of which is respectfully submitted at Toronto, Ontario this 11th day of August, 2009.

DELOITTE & TOUCHE INC.
in its capacity as the Monitor
of Product Excellence Inc.

Per:
B /(f Tagnenbaum FCA, CA®CIRP, FCIRP




APPENDIX “A”
INITIAL ORDER

DATED AUGUST 4, 2009




Court File No. @6‘\ - Z&%"OOCL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE /771¢~ ) TUESDAY, THE 4™
)
JUSTICE AedyRo7A ) DAY OF AUGUST, 2009

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

ND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF PRODUCT EXCELLENCE INC.

INITIAL ORDER

THIS APPLICATION, made by the Applicant, PRODUCT EXCELLENCE INC. (“PEI")
pursuant to the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the
"CCAA") was heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the affidavit of NORMAN PAUL sworn July , 2009 and the Exhibits
thereto and on hearing the submissions of counsel for PE], and such other counsel as were
present, and upon being advised that the Notice of Application and the Application Record
herein were duly served on the service list, as appears from the affidavit of service of Kelly
Barrett sworn July 31, 2009 and on reading the report of DELOITTE & TOUCHE INC.

(“Deloitte”) in its capacity as proposed Monitor, including the consent of Deloitte to act as the

Monitor, if so appointed,
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SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Application and the
Application Record is hereby abridged so that this Application is properly returnable today and

bereby dispenses with further service thereof.
APPLICATION

2. THIS COURT ORDERS AND DECLARES that PEI is a company to which the CCAA
applies.

PLAN OF ARRANGEMENT

3. THIS COURT ORDERS that PEI shall have the authority to file and may, subject to
further order of this Court, file with this Court a plan of compromise or arrangement (hereinafter
referred to as the "Plan") between, inter alia, PEI and one or more classes of its secured and/or

unsecured creditors as it deems appropriate.
POSSESSION OF PROPERTY AND OPERATIONS

4. THIS COURT ORDERS that PEJ shall remain in possession and control of its current
and future assets, undertakings and properties of every nature and kind whatsoever, and
wherever situate including all proceeds thereof (the "Property"). Subject to further Order of this
Court, PEI shall continue to carry on business in a manner consistent with the preservation of its
business (the "Business") and Property. PEI shall be authorized and empowered to continue to
retain and employ the employees, consultants, agents, experts, accountants, counsel and such
other persons (collectively "Assistants") currently retained or employed by it, with liberty to
retain such further Assistants as it deems reasonably necessary or desirable in the ordinary course

of business or for the carrying out of the terms of this Order.

5. THIS COURT ORDERS that PEI shall be entitled but not required to pay the following

expenses whether incurred prior to or after this Order:

(a) all outstanding and future wages, salaries, employee and pension benefits, vacation

pay, bonuses and expenses payable on or after the date of this Order, in each case
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incurred in the ordinary course of business and consistent with existing compensation

policies and arrangements; and

(b)  the fees and disbursements of any Assistants retained or employed by the Applicant

in respect of these proceedings, at their standard rates and charges.

6. THIS COURT ORDERS that, except as otherwise provided to the contrary herein, PEI
shall be entitled but not required to pay all reasonable expenses incurred by PEI in carrying on
the Business in the ordinary course after this Order, and in carrying out the provisions of this

Order, which expenses shall include, without limitation:

(@ all expenses and capital expenditures reasonably necessary for the preservation of the
Property or the Business including, without limitation, payments on account of

insurance (including directors and officers insurance), maintenance and security

services; and

(b)  payment for goods or services actually supplied to PEI following the date of this
Order.

7. THIS COURT ORDERS that PEI shall remit, in accordance with legal requirements, or
pay:

(a) any statutory deemed trust amounts in favour of the Crown in right of Canada or of
any Province thereof or any other taxation authority which are required to be
deducted from employees' wages, including, without limitation, amounts in respect of

(i) employment insurance, (ii) Canada Pension Plan, (iii) Quebec Pension Plan, and

(iv) income taxes;

) all goods and services or other applicable sales taxes (collectively, "Sales Taxes")
required to be remitted by PEI in connection with the sale of goods and services by
PEI, but only where such Sales Taxes are accrued or collected after the date of this
Order, or where such Sales Taxes were accrued or collected prior to the date of this

Order but not required to be remitted until on or after the date of this Order, and
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(© any amount payable to the Crown in right of Canada or of any Province thereof or
any political subdivision thereof or any other taxation authority in respect of
municipal realty, municipal business or other taxes, assessments or levies of any
nature or kind which are entitled at law to be paid in priority to claims of secured
creditors and which are attributable to or in respect of the carrying on of the Business
by PEI

3. THIS COURT ORDERS that until such time as PEI delivers a notice in writing to
repudiate a real property lease in accordance With paragraph 11(c) of this Order (a "Notice of
Repudiation™), PEI shall pay all amounts constituting rent or payable as rent under real property
leases (including, for greater certainty, common area maintenance charges, utilities and realty
taxes and any other amounts payable to the landlord under the lease) or as otherwise may be
negotiated between PEI and the landlord from time to time ("Rent"), for the period commencing
from and including the date of this Order, monthly in equal payments on the first day of each
month, in advance (but not in arrears). On the date of the first of such payments, any arrears
relating to the period commencing from and including the date of this Order shall also be paid.
Upon delivery of a Notice of Repudiation, PEI shall pay all Rent due for the notice period
stipulated in paragraph 11(c) of this Order, to the extent that Rent for such period has not already
been paid.

9. THIS COURT ORDERS that, except as specifically permitted herein, PEI is hereby
directed, until further Order of this Court: (a) to make no payments of principal, interest thereon
or otherwise on account of amounts owing by PEI to any of its creditors as of this date; (b) to
grant no security interests, trust, liens, charges or encumbrances upon or in respect of any of its
Property; and (c) to not grant credit or incur liabilities except in the ordinary course of the

Business.
CRITICAL SUPPLIERS

10.  THIS COURT ORDERS that notwithstanding paragraph 9 above, PEI shall be permitted

to pay any amounts currently owing to the following critical suppliers:

ABGI Corporation
Accurate Rolal Co. Limited
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American International Industries
Blossom Packaging Inc.

Body Care Manufacturing
Chicago Aerosol

Dicon Display Inc.

Interpak Systems Inc.

Marketing Impact Limited
M.E.F. Inc.

The New Milani Group Inc.
Quantum Management Services Ltd.
Tri-Quality Packaging Inc.

VDI Healthcare Logistics
Experchem Laboratories Inc.
Sales representatives for PEI

RESTRUCTURING
11.  THIS COURT ORDERS that PEI shall have the right to:

(a) permanently or temporarily cease, downsize or shut down any of its business or
operations and to dispose of redundant or non-material assets not exceeding
$500,000.00 in any one transaction or $1,000,000.00 in the aggregate, subject to
paragraph 11(c), if applicable;

(b) terminate the employment of such of its employees or temporarily lay off such of its
employees as it deems appropriate on such terms as may be agreed upon between PEI
and such employee, or failing such agreement, to deal with the consequences thereof

in the Plan;

(© in accordance with paragraphs 12 and 13, vacate, abandon or quit the whole but not
part of any leased premises and/or repudiate any real property lease and any ancillary
agreements relating to any leased premises, on not less than [seven (7) days notice in
writing to the relevant landlord on such terms as may be agreed upon between PEI

and such landlord, or failing such agreement, to deal with the consequences thereof in
the Plan;

(@) repudiate such of its arrangements or agreements of any nature whatsoever, whether

oral or written, as PEI deems appropriate on such terms as may be agreed upon
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between PEI and such counter-parties, or failing such agreement, to deal with the

consequences thereof in the Plan; and

(e)  pursue all avenues of refinancing and offers for material parts of its Business or
Property, in whole or part, subject to prior approval of this Court being obtained
before any material refinancing or any sale (except as penﬁitted by subparagraph (a),

above),

all of the foregoing to permit PEI to proceed with an orderly restructuring of the Business (the

"Restructuring™).

12.  THIS COURT ORDERS that PEI shall provide each of the relevant landlords with notice
of PEI’s intention to remove any fixtures from any leased premises at least seven (7) days prior
to the date of the intended removal. The relevant landlord shall be entitled to have a
representative present in the leased premises to observe such removal and, if the landlord
disputes PET’s entitlement to remove any such fixture under the provisions of the lease, such
fixture shall remain on the premises and shall be dealt with as agreed between any applicable
secured creditors, such landlord and PEI, or by further Order of this Court upon application by
PEI on at least two (2) days notice to such landlord and any such secured creditors. If PEI
repudiates the lease governing such leased premises in accordance with paragraph 11(c) of this
Order, it shall not be required to pay Rent under such lease pending resolution of any such
dispute (other than Rent payable for the notice period provided for in paragraph 11(c) of this
Order), and the repudiation of the lease shall be without prejudice to the Applicant's claim to the

fixtures in dispute.

13. THIS COURT ORDERS that if a Notice of Repudiation is delivered, then (a) during the
notice period prior to the effective time of the repudiation, the landlord may show the affected
leased premises to prospective tenants during normal business hours, on giving PEI and the
Monitor 24 hours' prior written notice, and (b) at the effective time of the repudiation, the
relevant landlord shall be entitled to take possession of any such leased premises without waiver
of or prejudice to any claims or rights such landlord may have against PEI in respect of such
lease or leased premises and such landlord shall be entitled to notify PEI of the basis on which it

is taking possession and to gain possession of and re-lease such leased premises to any third
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party or parties on such terms as such landlord considers advisable, provided that nothing herein

shall relieve such landlord of its obligation to mitigate any damages claimed in connection
therewith.

14, THIS COURT ORDERS that, subject to the other provisions of this Order (including the
payment of Rent as herein provided) and any further Order of this Court, PEI shall be permitted
to dispose of any and all of the Property located (or formerly located) at such leased premises
without any interference of any kind from landlords, warehousemen, storers or bailees wherever
':situate, and, for greater certainty, PEI shall have the right to realize upon the Property and other
assets in such manner and at such locations, including leased premises, as it deems suitable or

desirable for the purpose of maximizing the proceeds and recovery therefrom.

15.  THIS COURT ORDERS that notwithstanding anything to the contrary in any agreement
providing for the liquidation of assets from any leased premises but subject to: (a) any written

agreement between PEI, a liquidator and the landlord; or (b) further Oxder of this Court:

(a) PEI shall at all times abide by and be subject to the terms of all real property leases
(collectively the “Leases™) and shall cause any liquidator to abide by the terms of the
Leases, and PEI and the liquidator shall obtain the applicable landlord’s approval for
all signage and promotional advertising for sales to be conducted by the liquidator
pursuant to the agreement with PEI in any of the leased premises to the extent

otherwise not permitted by the applicable Lease; and,

(b)  neither PEI nor any liquidator shall augment the merchandise in any leased premises

unless otherwise permitted by the applicable Lease or approved by the applicable
Landlord.

16.  THIS COURT ORDERS that notwithstanding anything herein but subject to the rights of
a trustee in bankruptcy with respect to the assignment of leases: (a) except as expressly permitted
by the terms of the Leases, none of the Leases shall be amended or varied, or deemed to be
amended or varied, in any way without obtaining the prior written consent of the applicable
Landlords; and (b) where any Leases are not, in accordance with their terms, transferrable or

assignable to a purchaser without first obtaining the consent of the applicable Landlord, none of
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the Leases shall, absent further Order of the Court be transferred, conveyed, assigned or vested in
a purchaser, save and except to the extent that respective consents have been, or are in the future,

obtained from the respective Landlords.
NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

17.  THIS COURT ORDERS that until and including SEPTEMBER 3, 2009, or such later
date as this Court may order (the "Stay Period"), no proceeding or enforcement process in any
court or tribunal (each, a "Proceeding™) shall be commenced or continued against or in respect of
PEI or the Monitor, or affecting the Business or the Property, except with the written consent of
PEI and the Monitor, or with leave of this Court, and any and all Proceedings currently under
way against or in respect of PEI or affecting the Business or the Property are hereby stayed and

suspended pending further Order of this Court.
NO EXERCISE OF RIGHTS OR REMEDIES

18.  THIS COURT ORDERS that during the Stay Period, all rights and remedies of any
individual., firm, corporation, governmental body or agency, or any other entities (all of the
foregoing, collectively being "Persons" and each being a "Person") against or in respect of PEI or
the Monitor, or affecting the Business or the Property, are hereby stayed and suspended except
with the written consent of PEI and the Monitor, or leave of this Court, provided that nothing in
this Order shall (i) empower PEI to carry on any business which PEI is not lawfully entitled to
carry on, (ii) exempt PEI from compliance with statutory or regulatory provisions relating to
health, safety or the environment, (iii) prevent the filing of any registration to preserve or perfect

a security interest, or (iv) prevent the registration of a claim for lien.
NO INTERFERENCE WITH RIGHTS

19.  THIS COURT ORDERS that during the Stay Period, no Person shall discontinue, fail to
honour, alter, interfere with, repudiate, terminate or cease to perform any right, renewal right,
contract, agreement, licence or permit in favour of or held by PEI except with the written

consent of PEI and the Monitor, or leave of this Court.

DOCSTOR: 1509453\3




CONTINUATION OF SERVICES

20.  THIS COURT ORDERS that during the Stay Period, all Persons having oral or written
agreements with PEI or statutory or regulatory mandates for the supply of goods and/or services,
including without limitation all computer software, communication and other data services,
centralized banking services, payroll services, insurance, transportation, services, utility or other
services to the Business or PEI, are hereby restrained until further Order of this Court from
discontinuing, altering, interfering with or terminating the supply of such goods or services as
may be re(iuired by PEIL and that PEI shall be entitled to the continued use of its current
premises, telephone numbers, facsimile numbers, internet addresses and domain names, provided
in each case that the normal prices or charges for all such goods or services received after the
date of this Order are paid by PEI in accordance with normal payment practices of PEI or such
other practices as may be agreed upon by the supplier or service provider and each of PEI and

the Monitor, or as may be ordered by this Court.
NON-DEROGATION OF RIGHTS

21. THIS COURT ORDERS that, notwithstanding anything else contained herein, no
creditor of PEI shall be under any obligation after the making of this Order to advance or re-
advance any monies or otherwise extend any credit to PEL. Nothing in this Order shall derogate

from the rights conferred and obligations imposed by the CCAA.
PROCEEDINGS AGAINST DIRECTORS AND OFFICERS

22. THIS COURT ORDERS that during the Stay Period, and except as permitted by
subsection 11.5(2) of the CCAA, no Proceeding may be commenced or continued against any of
the former, current or future directors or officers of PEI with respect to any claim against the
directors or officers that arose before the date hereof and that relates to any obligations of PEI
whereby the directors or officers are alleged under any law to be liable in their capacity as
directors or officers for the payment or performance of such obligations, until a compromise or
arrangement in respect of PEJ if one is filed, is sanctioned by this Court or is refused by the

creditors of PEI or this Court.
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DIRECTORS’ AND OFFICERS’ INDEMNIFICATION AND CHARGE

23.  THIS COURT ORDERS that PEI shall indemnify its directors and officers from all
claims, costs, charges and expenses relating to the failure of PEJ, after the date hereof, to make
payments of the nature referred to in subparagraphs 5(a), 7(a), 7(b) and 7(c) of this Order which
they sustain or incur by reason of or in relation to their respective capacities as directors and/or
officers of PEI except to the extent that, with respect to any officer or director, such officer or
director has actively participated in the breach of any related fiduciary duties or has been grossly

negligent or guilty of wilful misconduct.

24.  THIS COURT ORDERS that the directors and officers of PEI shall be entitled to the
benefit of and are hereby granted a charge (the "Directors’ Charge") on the Property, which
charge shall not exceed an aggregate amount of $500,000.00, as security for the indemnity
provided in paragraph 23 of this Order. The Directors’ Charge shall have the priority set out in
paragraphs 35 and 37 herein.

25.  THIS COURT ORDERS that, notwithstanding any language in any applicable insurance
policy to the Contrary, (a) no insurer shall be entitled to be subrogated to or claim the benefit of
the Directors' Charge, and (b) PEI's directors and officers shall only be entitled to the benefit of
the Directors' Charge to the extent that they do not have coverage under any directors' and
officers' insurance policy, or to the extent that such coverage is insufficient to pay amounts

indemnified in accordance with paragraph 23 of this Order.
APPOINTMENT OF MONITOR

26. THIS COURT ORDERS that DELOITTE & TOUCHE INC. is hereby appointed
pursuant to the CCAA as the Monitor (the “Monitor™), an officer of this Court, to monitor the
Property and PETI's conduct of the Business with the powers and obligations set out in the CCAA
or set forth herein and that PEI and its shareholders, officers, directors, and Assistants shall
advise the Monitor of all material steps taken by PEI pursuant to this Order, and shall co-operate

fully with the Monitor in the exercise of its powers and discharge of its obligations.

27. THIS COURT ORDERS that the Monitor, in addition to its prescribed rights and
obligations under the CCAA, is hereby directed and empowered to:
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monitor PEI's receipts and disbursements;

report to this Court at such times and intervals as the Monitor may deem appropriate
with respect to matters relating to the Property, the Business, and such other matters

as may be relevant to the proceedings herein;
advise PEI in its development of the Plan and any amendments to the Plan;

assist PE], to the extent required by PEl, with the holding and administering of

“creditors’ or shareholders’ meetings for voting on the Plan;

have full and complete access to the books, records and management, employees and
advisors of PEI and to the Business and the Property to the extent required to perform

its duties arising under this Order;

assist PEI as necessary with a transaction of sale or transfer of PEI's assets, or any

part thereof;

be at liberty to engage independent legal counsel or such other persons as the Monitor
deems necessary or advisable respecting the exercise of its powers and performance

of its obligations under this Order;

consider, and if deemed advisable by the Monitor, prepare a report and assessment on
the Plan; and

perform such other duties as are required by this Order or by this Court from time to

time.

THIS COURT ORDERS that the Monitor shall not take possession of the Property and

shall take no part whatsoever in the management or supervision of the management of the

Business and shall not, by fulfilling its obligations hereunder, be deemed to have taken or

maintained possession or control of the Business or Property, or any part thereof.

29. THIS COURT ORDERS that nothing herein contained shall require the Monitor to

occupy or to take control, care, charge, possession or management (separately and/or
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collectively, "Possession") of any of the Property that might be environmentally contaminated,
might be a pollutant or a contaminant, or might cause or contribute to a spill, discharge, release
or deposit of a substance contrary to any federal, provincial or other law respecting the
protection, conservation, enhancement, remediation or rehabilitation of the environment or
relating to the disposal of waste or other contamination including, without limitation, the
Canadian Environmental Protection Act, the Ontario Environmental Protection Act, the Ontario
Water Resources Act, or the Ontario Occupational Health and Safety Act and regulations
thereunder (the "Environmental Legislation"), provided however that nothing herein shall
exempt the Monitor from any duty to report or make disclosure imposed by applicable
Environmental Legislation. The Monitor shall not, as a result of this Order or anything done in
pursuance of the Monitor's duties and powers under this Order, be deemed to be in Possession of
any of the Property within the meaning of any Environmental Legislation, unless it is actually in

possession.

30. THIS COURT ORDERS that that the Monitor shall provide any creditor of PEI with
information provided by PEI in response to reasonable requests for information made in writing
by such creditor addressed to the Monitor. The Monitor shall not have any responsibility or
liability with respect to the information disseminated by it pursuant to this paragraph. In the case
of information that the Monitor has been advised by PEl is confidential, the Monitor shall not
provide such information to creditors unless otherwise directed by this Court or on such terms as

the Monitor and PEI may agree.

31.  THIS COURT ORDERS that, in addition to the rights and protections afforded the
Monitor under the CCAA or as an officer of this Court, the Monitor shall incur no liability or
obligation as a result of its appointment or the carrying out of the provisions of this Order, save
and except for any gross negligence or wilful misconduct on its part. Nothing in this Order shall

derogate from the protections afforded the Monitor by the CCAA or any applicable legislation.

32. THIS COURT ORDERS that the Monitor, counsel to the Monitor and counsel to PEL
shall be paid their reasonable fees and disbursements, in each case at their standard rates and
charges, by PEI as part of the costs of these proceedings. PEI is hereby authorized and directed

to pay the accounts of the Monitor, counsel for the Monitor and counsel for PEI within seven
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days of the accounts being rendered, and, in addition, PEI is hereby authorized to pay to counsel
to the Monitor, and counsel to PEI], retainers in the amount[s} of $25,000.00 each to be held by
them as security for payment of their respective fees and disbursements outstanding from time to

time

33.  THIS COURT ORDERS that the Monitor and its legal counsel shall pass their accounts
from time to time, and for this purpose the accounts of the Monitor and its legal counsel are

hereby referred to a judge of the Commercial List of the Ontario Superior Court of Justice.

34. THIS COURT ORDERS that the Monitor, counsel to the Monitor, if any, and PEI's
counsel shall be entitled to the benefit of and are hereby granted a charge (the "Administration
Charge") on the Property, which charge shall not exceed an aggregate amount of $500,000.00, as
security for their professional fees and disbursements incurred at the standard rates and charges
of the Monitor and such counsel, both before and after the making of this Order in respect of
these proceedings. The Administration Charge shall have the priority set out in paragraphs 35
and 37 hereof.

VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER

35. THIS COURT ORDERS that the priorities of the Directors’ Charge and the

Administration Charge, as among them, shall be as follows:
First — Administration Charge (to the maximum amount of $500,000.00);
and,
Second — Directors’ Charge (to the maximum amount of $500,000.00).

36. THIS COURT ORDERS that the filing, registration or perfection of the Directors’
Charge or the Administration Charge (collectively, the "Charges") shall not be required, and that
the Charges shall be valid and enforceable for all purposes, including as against any right, title or
interest filed, registered, recorded or perfected subsequent to the Charges coming into existence,

notwithstanding any such failure to file, register, record or perfect.
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37. THIS COURT ORDERS that each of the Directors’ Charge and the Administration
Charge (all as constituted and defined herein) shall constitute a charge on the Property and such
Charges shall rank in priority to all other security interests, trusts, liens, charges and

encumbrances, statutory or otherwise (collectively, "Encumbrances") in favour of any Person.

38.  THIS COURT ORDERS that except as otherwise expressly provided for herein, or as
may be approved by this Court, PEI shall not grant any Encumbrances over any Property that
rank in priority to, or pari passu with, the Directors’ Charge or the Administration Charge,
unless PEI also obtains the prior written consent of the Monitor and the beneficiaries of the

Directors’ Charge and the Administration Charge, or further Order of this Court.

39.  THIS COURT ORDERS that the Directors’ Charge and the Administration Charge shall
not be rendered invalid or unenforceable and the rights and remedies of the chargees entitled to
the benefit of the Charges (collectively, the "Chargees") thereunder shall not otherwise be
limited or impaired in any way by (a) the pendency of these proceedings and the declarations of
insolvency made herein; (b) any application(s) for bankruptcy order(s) issued pursuant to BIA, or
any bankruptcy order made pursuant to such applications; (¢) the filing of any assignments for
the general benefit of creditors made pursuant to the BIA; (d) the provisions of any federal or
provincial statutes; or (e) any negative covenants, prohibitions or other similar provisions with
respect to borrowings, incurring debt or the creation of Encumbrances, contained in any existing
loan documents, lease, sublease, offer to lease or other agreement (collectively, an "Agreement")

which binds PEI, and notwithstanding any provision to the contrary in any Agreement:

(a) the creation of the Charges shall not create or be deemed to constitute a breach by PEI

of any Agreement to which it is a party;

(b) none of the Chargees shall have any liability to any Person whatsoever as a result of
any breach of any Agreement caused by or resulting from or the creation of the

Charges; and

(¢)  the payments made by PEI pursuant to this Order and the granting of the Charges, do

not and will not constitute fraudulent preferences, fraudulent conveyances, oppressive
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conduct, settlements or other challengeable, voidable or reviewable transactions

under any applicable law.

40. THIS COURT ORDERS that any Charge created by this Order over leases of real

property in Canada shall only be a Charge in PEI's interest in such real property leases.
SERVICE AND NOTICE

41.  THIS COURT ORDERS that PEI shall, within ten (10) business days of the date of entry
of this Order, send a copy of this Order to its known creditors, other than employees and
creditors to which PEI owes less than $1,000.00, at their addresses as they appear on PEI's
records, and shall promptly send a copy of this Order (a) to all parties filing a Notice of
Apbearance in respect of this Application, and (b) to any other interested Person requesting a
copy of this Order, and the Monitor is relieved of its obligation under Section 11(5) of the CCAA

to provide similar notice, other than to supervise this process.

42.  THIS COURT ORDERS that PEI and the Monitor be at liberty to serve this Order, any
other materials and orders in these proceedings, any notices or other correspondence, by
forwarding true copies thereof by prepaid ordinary mail, courier, personal delivery or electronic
transmission to PEI's creditors or other interested parties at their respective addresses as last
shown on the records of PEI and that any such service or notice by courier, personal delivery or
electronic transmission shall be deemed to be received on the next business day following the

date of forwarding thereof, or if sent by ordinary mail, on the third business day after mailing.

43, THIS COURT ORDERS that PEI, the Monitor, and any party who has filed a Notice of
Appearance may serve any court materials in these proceedings by e-mailing a PDF or other
electronic copy of such materials to counsels' email addresses as recorded on the Service List
from time to time, in accordance with the E-filing protocol of the Commercial List to the extent
practicable, and the Monitor may post a copy of any or all such materials on its website at

www.deloitte.com.
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GENERAL

44.  THIS COURT ORDERS that PEI or the Monitor may from time to time apply to this

Court for advice and directions in the discharge of its powers and duties hereunder.

45.  THIS COURT ORDERS that nothing in this Order shall prevent the Monitor from acting
as an interim receiver, a receiver, a receiver and manager, or a trustee in bankruptcy of PEI, the

Business or the Property.

46. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the United States, to give
effect to this Order and to assist PEI, the Monitor and their respective agents in carrying out the
terms of this Order. All courts, tribunals, regulatory and administrative bodies are hereby
respectfully requested to make such orders and to provide such assistance to PEI and to the
Monitor, as an officer of this Court, as may be necessary or desirable to give effect to this Order,
to grant representative status to the Monitor in any foreign proceeding, or to assist PEI and the

Monitor and their respective agents in carrying out the terms of this Order.

47.  THIS COURT ORDERS that each of PEI and the Monitor be at liberty and is hereby
authorized and empowered to apply to any court, tribunal, regulatory or administrative body,

wherever located, for the recognition of this Order and for assistance in carrying out the terms of
this Order.

48.  THIS COURT ORDERS that any interested party (including PEI and the Monitor) may
apply to this Court to vary or amend this Order on not less than seven (7) days notice to any
other party or parties likely to be affected by the order sought or upon such other notice, if any,

as this Court may order.

49.  THIS COURT ORDERS that this Order and all of its provisions are effective as of
12:01 a.m. Eastern Daylight Time on the date of this Order.
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APPENDIX “B”
OPINION LETTERS ON VALIDITY OF SECURITY

DATED AUGUST 7, 2009 and AUGUST 10, 2009




AYLESWORTH.

BARRISTERS & SOLICITORS

August 7, 2009 Douglas A. Hendler
416-777-4024
dhendler@aylaw.com

Deloitte & Touche Inc.,

One Concord Gate

Suite 200

Toronto, Ontario, M3C 4G4

Attention: Mr. Ira Gerstein
Dear Sirs/Mesdames:

Re:  Product Excellence Inc., security in favour of Royal Bank of Canada,
Next Paradigm Inc., PEI Investments Inc., and PEI Holdings Inc.
Our File No. 16182-1

We confirm your advice that Deloitte & Touche Inc. have been appointed as Monitor of
Product Excellence Inc. (the “Borrower”) pursuant to an application made under the
Companies’ Creditors Arrangement Act, R.S.C. 1985, ¢.C-36, as amended (the “CCAA”)
which company granted security as set out below in favour of Royal Bank of Canada, Next
Paradigm Inc., PEI Investments Inc., and PEI Holdings Inc. (collectively, the “Lenders” and
individually a “Lender”). You have requested that we review the security documents
described below and provide you with our opinion as to the validity and enforceability thereof
against the Borrower. Accordingly, we wish to advise as follows:

Security Documents Reviewed:

(@) General Security Agreement dated March 11, 2003 granted by the Borrower in favour
of Royal Bank of Canada;

(b)  General Security Agreement dated April 8, 2003 granted by the Borrower in favour of
PEI Investments Inc.;

(c) Guarantee dated April 8, 2003 granted by the Borrower in favour of PEI Investments
Inc. (the “Guarantee™);

(d)  General Security Agreement dated April 11, 2003 granted by the Borrower in favour
of PEI Holdings Inc.;

() General Security Agreement dated March 17, 2004 granted by the Borrower in favour
of Next Paradigm Inc.;

CLIENT FOCUSED - SINCE 1861
P.O. Box 124, 18th Floor, 222 Bay Street, Toronto, Ontario MSK 1H1
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® Guarantee dated March 17, 2004 granted by the Borrower to Next Paradigm Inc.; and

(2) General Security Agreement dated May 2, 2005 granted by the Borrower in favour of
Next Paradigm Inc.

(hereinafter collectively called the “Security Documents”)

Scope of Examination

For the purposes of the opinions set out herein, we have examined the following:
1. Certificate of Status of Product Excellence Inc. dated August 4, 2009;

2. Ontario Personal Property Security Registration System Enquiry Response Certificate
issued under the Personal Property Security Act (Ontario), R.S.0. 1990, as amended
(the “PPSA”) in respect of Product Excellence Inc. with a file currency date of August
3, 2009;

3. Such statutes and public records, originals or copies (certified or otherwise identified
to our satisfaction) of corporate records, certificates and such other instruments as we
have deemed necessary or appropriate for the purposes of this opinion.

We have also made such other searches, inquiries, investigations and considered such
questions of law as we have deemed relevant and necessary as a basis for the opinions
hereinafter expressed.

Assumptions and Fact Reliance
In expressing our opinions, we have assumed, without independent verification by us:

(a) that all of the documents comprising the Security Documents were executed on the
» date indicated therein;

(b) the genuineness of all signatures on and the authenticity and completeness of all
documents submitted to us as original documents, the conformity to the original
documents of all documents submitted to us as true, certified, conformed or
photostatic copies thereof, the genuineness of all signatures on and the authenticity of
the originals of such copies;

(©) the completeness, truth, accuracy and currency of the filing systems maintained by the
public offices and registries where we have searched or inquired or have caused
searches or inquiries to be made and upon the information and advice provided to us
by appropriate government, regulatory or other like officials with respect to the
matters referred to herein;

(d) the accuracy of the description of the collateral as set out in the Security
Documents (the “Collateral”);
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that the Borrower had rights in the Collateral and that value (as that term is defined in
the PPSA) has been given to the Borrower;

the Borrower and the Lenders have not agreed to postpone the time of the attachment
of any security interests constituted by the Security Documents;

all the Security Documents were delivered by the Borrower as security for direct
advances made by the Lenders to it;

that the security interest created by the Security Documents have, to the extent that a
financing statement has been registered under the PPSA with respect to any of them,
attached in accordance with the provisions of the PPSA in connection therewith and
we have also assumed that the description of the applicable Collateral is sufficient to
enable it to be identified within the meaning of the PPSA,;

that the Collateral does not include Consumer Goods (as that term is defined in the
PPSA);

that there is a legal, valid, enforceable and subsisting debt owing by the Borrower to
each of the Lenders;

that the Borrower;

(1) was at the time of the authorization, execution and delivery of any of the
Security Documents, and is still constituted and existing under the laws pursuant to
which it was constituted;

(i)  had the requisite capacity, corporate power and authority to execute, deliver
and perform its obligations under the Security Documents;

(iif)  took all necessary corporate, statutory, regulatory and other action to authorize
the execution, delivery and the performance of its obligations under the Security
Documents; and

(iv)  has duly authorized, executed and delivered all of the Security Documents to
be executed and delivered by it;

that none of the Security Documents executed by the Borrower has been amended,
restated or replaced and there are no agreements or understandings between the parties
thereto, whether written or oral, and there is no usage of trade or course of dealing
between the parties that would, in either case, define, supplement, limit or qualify the
terms of the Security Documents, or any of them,;

that there are no agreements, judgments, rulings, instruments, facts, understandings,
mistakes of fact or misunderstandings affecting or concerning the Security Documents
and/or the obligations with respect to which the Security Documents were granted or
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statutory or regulatory prohibitions on the execution and delivery of the Security
Documents or the security interests granted thereunder;

each Lender did not know and did not have any reason to believe, at the time of the
creation of the security interests in the Collateral by the Security Documents, that the
Borrower was in contravention of any agreement by which the Borrower or its
property or assets were bound, if there was such a contravention;

that the execution, delivery and performance of obligations under the Security
Documents by the Borrower did not constitute a preference, fraudulent preference,
conveyance, fraudulent conveyance, settlement or reviewable transaction under the
Bankruptcy and Insolvency Act (Canada), the Fraudulent Conveyances Act (Ontario),
the Assignment and Preferences Act (Ontario) or any other similar legislation;

each Lender has not, by course of conduct, implicit or explicit, waiver, release,
discharge, cancellation, forbearance or other means, oral or written, taken any action
or steps which could, would or have altered, diminished, suspended or otherwise
affected the terms, conditions or enforceability of the Security Documents or the
indebtedness, liabilities and obligations secured thereby;

the Borrower has no legal defences against the Lenders or any of them, for, without
limitation, absence of legal capacity, fraud by or to the knowledge of the Lenders or
any of them, misrepresentation, undue influence or duress.

that the conduct of the parties to the Security Documents has complied with all
requirements of good faith, fair dealing and conscionability and the Security
Documents were fair and reasonable to the Borrower at the time that they were
approved and entered into.

Laws Addressed

We are solicitors qualified to practice law in the Province of Ontario only. The opinions
expressed in this letter are limited to the laws of the Province of Ontario and the federal laws
of Canada applicable therein. In particular, without limiting the generality of the foregoing,
where we express an opinion based on the laws of Ontario, we express no opinion with
respect to:

(a)

(b)

the laws of any other jurisdiction to the extent that such laws may govern any aspect
of the Security Documents or govern the validity, the perfection, the effect of
perfection or non-perfection or the enforcement of any security interest created
thereunder as a result of the application of the conflict of laws rules of Ontario, as
applicable; or

whether, pursuant to the conflict of laws rules of Ontario, as applicable, the laws of a
particular province or other jurisdiction would govern the validity, the perfection, the




effect of perfection or non-perfection or the enforcement of any security interest
created by the Security Documents.

Opinions

Based and relying upon the foregoing, and subject to the qualifications, exceptions and
limitations expressed herein, we are of the opinion that:

(a) as of the date hereof, each of the Security Documents constitutes a legal, valid and
binding obligation of the Borrower, enforceable against the Borrower in accordance
with their terms; and

(b)  the security interests created by the Security Documents have been validly perfected
under the PPSA.

Qualifications

The foregoing opinions are subject to the following exceptions and qualifications:

1.
(2)

(b)

©

(d)

General Qualifications

enforcement may be limited by laws of general application affecting creditors’ rights
including, without limitation: the common law with respect to lenders’ obligations
(such as the obligation of a lender to act reasonably and in good faith and to provide
reasonable notice prior to enforcement of security), and bankruptcy, winding up,
insolvency, reorganization, moratorium, limitation of action, fraudulent preference and
conveyance, assignment and preference laws, including the notice requirements and
restrictions on enforcement contained in the PPSA and in the Bankruptcy and
Insolvency Act (Canada);

enforcement may be limited by principles of public policy and by general principles of
equity, the availability of equitable remedies (such as specific performance and
injunctive relief) is subject to certain equitable defences and to the discretion of a
court of competent jurisdiction and the court has jurisdiction to grant relief from
acceleration;

the enforceability of the Security Documents is subject to the powers of a court to
grant relief from forfeiture, to stay proceedings before them and to stay executions on
judgments and may be affected by the course of conduct of the party seeking to
enforce it;

the enforceability of the Security Documents may be limited by general principles of
law and equity relating to the conduct of a Lender prior to execution of or in the
administration or performance of the Security Documents, including, without
limitation (i) undue influence, unconscionability, duress, misrepresentation and deceit,
(ii) estoppel and waiver, (iii) laches, (iv) reasonableness and good faith in the exercise
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(2)

(b

(a)

of discretionary powers, (v) the obligation to generally act in a reasonable manner, (vi)
the materiality of the breach or alleged breach of the provisions of the Security
Documents and (vii) impracticability or impossibility of performance. Without
limiting the foregoing, the rights of the Lenders to exercise the unilateral and
unfettered discretions set forth in the Security Documents will not prevent a court of
competent jurisdiction from requiring that such rights and discretions be exercised
reasonably and in good faith;

the enforceability of the Security Documents by an Ontario court is subject to the
Limitations Act, 2002 (Ontario) which provides that a limitation period under such
Act applies despite any agreement to vary or exclude it. We express no opinion as to
whether a court may find any provisions of any Security Document to be
unenforceable as an attempt to vary or exclude a limitation period under the Act;

any action before a court in the Province of Ontario on any of the Security Docurpepts
may be barred by the Limitations Act, 2002 (Ontario) after the applicable prescription
or limitation period has expired;

this opinion is limited to the statements of acts or matters set forth herein as existing as
at the date of this opinion; and

no opinion is expressed as to any licences, permits or approvals that may be required
in connection with the enforcement of the Security Documents by the Lender or by
any person on its behalf, whether such enforcement involves the operation of the
business of the Borrower or a sale, transfer or disposition of its property and assets.

Qualifications regarding the Security Documents

no opinion is expressed regarding the enforceability of clauses in the Security
Documents which:

1) provide that a Security Document constitutes the “entire agreement” among
the parties and there are no other representations, conditions or collateral agreements
among the parties;

(i)  purport to waive any or all defences which might be available to, or constitute
a discharge of the liability of the Borrower;

(iii)  state that modifications, amendments or waivers of or with respect to any of
the Security Documents are not binding or are ineffective unless made in writing;

(iv)  purport to confer upon any party the right to exercise any discretionary power
or make any determination in its sole or unfettered discretion, or which provide that
any such determination, record or certificate produced by a party is deemed to be
conclusive;

[




(b)
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(v)  purport to limit or exculpate a party from liability in respect of its own acts or
omissions or in respect of acts or omissions which may be illegal, fraudulent or
involve wilful misconduct;

(vi)  purport to limit or exculpate a party from any duty or obligation otherwise
imposed by law, or to exclude or limit such party’s liability for failure to discharge
any such duty or obligation;

(vil) purport to waive the benefit of statutory rights;

(viii) provide that a party agrees not to commence, maintain or be a party to any
judicial proceeding, or in which a party agrees to consent to any order or judgment
which may be given in any such proceeding;

(ix)  provide that if any provision in any Security Document contravenes any law,
the provision is deemed to be amended to the extent that it does not contravene such
law;

(x)  purport to establish evidentiary standards;
(xi)  purport to waive or affect any rights to notices;
(xii) relate to delay or omission of the enforcement of remedies by a Lender;

(xiii) relate to time periods for complying with demands (including demands for
payment) or to determinations made by a party in the exercise of a discretion
purported to be given to such party where such demands or determinations are made in
an unreasonable or arbitrary fashion;

(xiv) purport to stipulate the rate of interest which a judgment debt will bear; or

(xv) require the payment of interest, fees or other amounts at a higher rate after
maturity or default than is payable before maturity or default, to the extent that any
such requirement may be considered by a court to constitute a penalty or for the
receipt of interest by the Lender at a “criminal rate” within the meaning of and in
contravention of section 347 of the Criminal Code (Canada);

rights of indemnity and contribution under the Security Documents may not be
enforceable to the extent that they are found to be contrary to equitable principles or
public policy or that they directly or indirectly relate to liabilities imposed on a Lender
by law for which it would be contrary to public policy or equitable principles to
require the Borrower to indemnify a Lender;

the awarding and recoverability of costs and expenses and the quantum and scale of
costs and expenses is in the discretion of a court of competent jurisdiction
notwithstanding any provisions in the Security Documents, and may be limited to
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those a court considers to be reasonably incurred. A court of competent jurisdiction
has the discretion to determine by whom and to what extent costs and expenses
incidental to court proceedings shall be paid;

no opinion is given as to the enforceability of any specific provisions of the Security
Documents including any provision which purports to provide for the severance of
illegal or unenforceable provisions from the remaining provisions of the Security
Documents without affecting the enforceability of the remaining provisions;

a receiver or receiver and manager appointed pursuant to the provisions of any
Security Document may, for certain purposes, be treated by a court as being the agent
of the secured party and not solely the agent of the Borrower (and the secured party
may not be deemed to be acting as the agent and attorney of the Borrower in making
such appointment), notwithstanding any agreement to the contrary;

provisions in any Security Document to the effect that a Lender is not responsible to
the Borrower for its own misconduct or negligence or the misconduct or negligence of
any receiver and manager or any other person appointed by it may be invalid.
Moreover, no opinion is expressed on the legality, validity, binding effect or
enforceability of any provision of any Security Documents to the extent that it
purports to oblige the Borrower to indemnify any person for losses, claims, damages,
liabilities and related expenses resulting from the negligence, wilful misconduct or
breach of contract by such person;

a court of competent jurisdiction may impose limitations or restrictions at common
law or in equity upon the rights of a creditor to enforce or receive immediate payment
of amounts stated to be payable on demand. For instance, a Lender may be required to
give the Borrower a reasonable time to repay following a demand for payment prior to
taking any action to enforce a right of repayment or before exercising any of the rights
and remedies expressed to be exercisable by a Lender in any of the Security
Documents;

a court may decline to hear an action if it determines, in its discretion, that it is not the
proper forum or if concurrent proceedings are brought elsewhere;

a provision in any of the Security Documents which restricts or purports to restrict or
has the effect of restricting access to a court or which compels arbitration and limits or
restricts appeals therefrom or which purports to waive any statutory rights or to relieve
a person from any liability or duty imposed or owed by law may be unenforceable.
Similarly, the effectiveness of rights of indemnification or provisions which purport to
relieve a party from liability or duty otherwise owed may be limited by law, and
provisions requiring indemnification or reimbursement may not be enforced by a
court, to the extent that they relate to the failure of such party to have performed such
liability or duty;
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(a)

(b)
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any provision of the Security Documents that provides for a forfeiture of a deposit or
any other property or which provides for a particular calculation of damages upon
breach may not be enforceable if it is interpreted by a court to be a penalty or if the
court determines that relief from forfeiture is appropriate;

a court may decline to accept the factual and legal determinations or a certificate of a
party or to treat such determinations or certificates as conclusive notwithstanding that
a contract or instrument provides that the determinations or the certificate of that party
are to be so treated;

a court might not allow a Lender to exercise rights to accelerate the performance of
obligations or otherwise seek the enforcement of the Security Documents based upon
the occurrence of a default deemed immaterial or which has been remedied.

Qualifications re the Guarantee

We have assumed that the Obligations (as defined in the Guarantee) and the
agreements under which the Obligations have been or may be incurred, constitute
legal, valid and binding Obligations of each of the parties thereto, enforceable against
each party in accordance with its terms;

No opinion is expressed regarding the enforceability of provisions in the Guarantee
which purport to waive all defences including, without limitation, Section 5.03 of the
Guarantee; and

The enforceability of the Guarantee may be limited by any defences available to the
Borrower, in its capacity as guarantor, whether at law, in equity or otherwise.

Qualifications Regarding Security Issues

no opinion is expressed in respect of the ownership or other right, title and interest of
the Borrower in any Collateral intended to be subject to the security interests created
by the Security Documents or as to the rank or the priority of the Lenders’ security
interests therein vis-a-vis each other or other creditors of the Borrower;

insofar as any security in favour of a Lender consists of a mortgage, pledge, charge or
assignment of or upon any lease, agreement, agreement for income, proceeds or other
monies or any other document for any rent, income, or other interest derived
therefrom, our opinion pertaining thereto is subject to the qualification that notice of
such security interest may have to be given to the obligor thereunder, the consent of
the obligor thereunder may be required in order for such assignment to be effective
and the further qualification that the party intended to be secured thereby may be
affected by the equities between the immediate parties thereto;

to the extent that the Security Documents purport to assign or create a security interest
in amounts due to the Borrower by any governmental agency or authority, such
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(b)

assignment or security interest is subject to any applicable restrictions relating to the
assignment of Crown debts (such as restrictions contained in the Financial
Administration Act (Canada));

a security interest granted by the Borrower in after-acquired personal property will not
attach to such property until the Borrower acquires rights therein, and may expire in
respect of personal property which is disposed of to third parties in certain
circumstances as set out in the PPSA;

we express no opinion as to any security interest purported to be created by the
Security Documents in any of the circumstances described in Section 4(1) of the PPSA
in respect of which the PPSA is stated to have no application;

notwithstanding that the security interests created by the Security Documents may
have been perfected by registration under the PPSA:

(1) such security interests in securities, instruments, chattel paper, documents of
title or money, as those terms are respectively defined in the PPSA, will be defeated
by certain claimants obtaining possession of that property in the circumstances
described in the PPSA, the Securities Transfer Act, 2006 or the Bills of Exchange Act
(Canada);

(i)  such security interests in goods (as defined in the PPSA) will be defeated by
certain claimants to whom the Borrower sells or leases those goods in the ordinary
course of business in the circumstances described in the PPSA; and

(i)  although the Security Documents and the applicable financing statements may
extend to motor vehicles (which term is broadly defined in the PPSA), no detailed
description of any motor vehicle subject to the Security documents was set out in the
financing statements and thus the security interests in such motor vehicles are subject
to the rights of certain claimants in the circumstances described in the PPSA;

no opinion is expressed with respect to the creation, perfection, validity, binding
nature or enforceability of the security interests created by the Security Documents in
any collateral for which, pursuant to applicable conflicts of law rules, the creation,
validity, perfection or enforceability and effect of perfection and non-perfection or the
enforceability of any Security Documents as it relates thereto are governed by the laws

_ of a jurisdiction other than the Province of Ontario or the federal laws of Canada

applicable therein;

the PPSA imposes certain obligations on secured creditors which cannot be varied by
contract. The legislation may also affect the enforcement of certain rights and
remedies under the Security Documents to the extent that these rights and remedies are
inconsistent with or contrary to the legislation. The PPSA may require certain delays
in realization. We express no opinion regarding the consequences to the Lender of
any such delay;
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(m)

no opinion is expressed regarding the creation, validity, or enforceability or perfection
of any security interest expressed to be created by or under any of the Security
Documents with respect to any property or assets or any proceeds of such property or
assets which are not identifiable or traceable;

no opinion is expressed regarding the creation, validity, enforceability or perfection of
any security interest or other interest in, or the enforceability of any Security
Document insofar as it relates to any of the following property or any interest therein:

1) any real property, fixtures, crops or mineral claims;
(i)  any policy of insurance or contract of annuity;

(ili)  any permits, quotas, licenses or other similar property which is not personal
property or which is conferred by governmental bodies and certain types of collateral
which are subject to the jurisdiction of the federal government of Canada;

(iv)  any property to the extent that a lien or other interest therein is governed by the
provisions of a statute of Canada including, without limitation, any vessel registered
under the Canada Shipping Act (Canada) and any rolling stock, patents, trade-marks,
copyrights and other intellectual property rights;

v) any trade-marks used by the Borrower; and

(vi)  any contractual rights, which by its terms or by the nature of the contract, or
any permits, quotas, licenses or other similar property, which by its terms, its nature or
by the nature of the business of any of the Borrower, cannot be the subject of a lien or
other interest, without the consent, authorization or approval of a third party;

although the Security Documents purport to constitute a first, fixed and specific
mortgage on “after-acquired” property of the Borrower, the priority of the Security
Documents on certain classes of after-acquired property such as real property or
intellectual property may be affected unless a supplemental indenture specifically
charging such after-acquired property or notice of the Security Documents is
registered against such after-acquired property;

if the collateral includes fixtures or goods that may become fixtures or a right to
payment under a lease of real property or under a mortgage or charge of real property
to which the PPSA applies, a notice in the form prescribed under the PPSA must be
registered in the appropriate land registry office or offices in order to preserve the
priority of the security interest in such collateral;

we express no opinion as to the creation of any security interest in property consisting
of a receivable, licence, approval, privilege, franchise, permit, lease or agreement
(collectively, the “Special Property™) to the extent that the terms of the Special
Property or any applicable law prohibit the assignment or require, as a condition of

=
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assignability, a consent, approval or other authorization or registration which has not
been made or given;

no opinion is expressed in this opinion letter as to any of those matters which we
assumed for the purposes of rendering the opinions expressed above;

no opinion is expressed in this opinion letter as to the legality, validity, binding effect
or enforceability of any provision of the Security Documents purporting to create a
right of set-off or compensation of any deposit with or obligations of any affiliate of
the Lender against the obligations of the Borrower to the Lender;

no opinion is expressed as to the validity or enforceability of the security interest
described in the Security Documents in any portion of any personal property to which
the PPSA does not apply.

Reliance

This opinion may be relied upon by the addressee hereof and its respective successors and
assigns. Without our prior written consent, this opinion letter, together with the opinions
expressed herein, may not be:

(a)
(®)

relied upon by any other party;

quoted from, used or circulated in whole or in part or otherwise referred to in any
manner, save and except for the purpose of reporting to the Ontario Superior Court of
Justice in respect of the CCAA proceedings regarding the Borrower.

We do not act for the Borrower or the Lender in this matter and did not act in the preparation
of the Security Documents or the registrations effected in respect thereof.

Yours truly,
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AYLESWORTH..

BARRISTERS & SOLICITORS

August 10, 2009 Douglas A. Hendler
416-777-4024
dhendler@aylaw.com

Deloitte & Touche Inc.,
One Concord Gate
Suite 200

Toronto, Ontario, M3C 4G4
Attention:  Mr. Ira Gerstein
Dear Sirs/Mesdames:

Re:  Product Excellence Inc., security in favour of Royal Bank of Canada,
Next Paradigm Inc., PEI Investments Inc., and PEI Holdings Inc.
Our File No. 16182-1

We confirm your advice that Deloitte & Touche Inc. have been appointed as Monitor of
Product Excellence Inc. (the “Borrower”) pursuant to an application made under the CCAA,
which company granted security as set out below in favour of the Lenders. You have
requested that we review the security documents referred to below and provide you with our
opinion as to the validity and enforceability thereof against the Borrower. We confirm that
we have delivered an opinion to you to that effect dated August 7, 2009 (the “Enforceability
Opinion”). You have further requested that we now provide you with our opinion as to the
priority of the security interests provided for in the Security Documents. Accordingly, we
wish to advise as follows:

Definitions

All capitalized terms which are used herein and which are not otherwise defined herein have
the meaning ascribed to those terms in the Enforceability Opinion.

Enforceability Opinion

We hereby confirm to you that we have delivered the Enforceability Opinion, as noted above,
and that the Enforceability Opinion remains in effect. The contents thereof are hereby
incorporated into and apply with respect to -this opinion and form a part hereof for all
purposes including, without limitation, the description of the Security Documents Reviewed,
the provisions regarding Scope of Examination, the Assumptions and Fact Reliance, the
qualification regarding Laws Addressed and the Qualifications, all except as expressly noted
below.

CLIENT FOCUSED - SINCE 1861
P.O. Box 124, 18th Floor, 222 Bay Street, Toronto, Ontario MS5K 1H1
Tel: 416-777-0101 Fax: 416-865-1398 Web: www.aylesworth.com
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LAWYERS ASSOCIATED
'WORLDWIDE




Personal Property Security Act Search Report

As noted in the Enforceability Opinion, we have examined an Ontario Personal Property
Security Registration System Enquiry Response Certificate (the “Certificate”) issued under
the PPSA in respect of Product Excellence Inc. with a file currency date of August 3, 2009;

Attached hereto as Schedule “A” is a summary showing the results of the search conducted
under the PPSA against the Borrower and current as of August 3rd, 2009. The only filings,
registrations or recordings against the Borrower disclosed by the Certificate are set out in
Schedule “A”. None of the filings, registrations or recordings disclosed by the Certificate
protect or perfect or could be relied upon to protect or perfect any security interest in the
Collateral other than liens in favour of the Lenders created by or under the Security
Documents.

Documents Reviewed

In addition to the Security Documents reviewed as set out in the Enforceability Opinion, for
the purposes of this Opinion we have also reviewed the following additional documents:

1. Postponement and Assignment of Claim by PEI Holdings Inc. in favour of Royal
Bank of Canada dated April 7, 2003;

2. Postponement and Assignment of Claim by Next Paradigm Inc. in favour of Royal
Bank of Canada dated June 6, 2006;

3. Postponement and Assignment of Claim by PEI Investments Inc. in favour of Royal
Bank of Canada dated June 21, 2006;

(hereinafter collectively called the “Postponement Agreements”).

We have also reviewed an Amended and Restated Pari Passu and Priorities Agreement made
as of February 23, 2007 amongst PEI Investments Inc., Next Paradigm Inc. and Product
Excellence Inc. (the “Priorities Agreement”) but executed by PEI Investments Inc. only.

The Assumptions and Fact Reliance provisions of the Enforceability Opinion regarding the
Security Documents apply equally to the Postponement Agreements and the Priorities
Agreement in all respects, to the full extent that they are applicable to the Postponement
Agreements and the Priorities Agreement and the rights and entitlements of the various parties
thereunder. The foregoing Assumptions and Fact Reliance provisions are to be read, for
purposes of this Opinion, as having been amended accordingly.

Opinion

Based and relying upon the foregoing, and subject to the qualifications, exceptions and
limitations expressed herein and expressed in the Enforceability Opinion, we are of the
opinion that:




(a)

(b)

(c)

(d)

the security interest in favour of Royal Bank of Canada under File Reference No.
893089908 is validly perfected pursuant to the provisions of the PPSA and constitutes
a first charge against all assets of the Borrower described in the General Security

Agreement dated March 11, 2003 granted by the Borrower in favour of Royal Bank of
Canada.

the security interest in favour of PEI Investments Inc. under File Reference No.
893195973 is validly perfected pursuant to the provisions of the PPSA and constitutes
a second charge against all assets of the Borrower described in the General Security
Agreement dated April 8, 2003 granted by the Borrower in favour of PEI Investments
Inc. to the extent of the aggregate of $4,625,000.00 and $1,027,750.00 (being the
“2003 Investment Loan” as defined in the Priorities Agreement).

the security interest in favour of PEI Holdings Inc. under File Reference No.
893196054 is validly perfected pursuant to the provisions of the PPSA and constitutes
a third charge against all assets of the Borrower described in the General Security

Agreement dated April 11, 2003 granted by the Borrower in favour of PEI Holdings
Inc..

the security interests in favour of Next Paradigm Inc. under File Reference Nos.
603667368 and 614708289 are validly perfected pursuant to the provisions of the
PPSA and constitute a fourth charge against all assets of the Borrower described in the
General Security Agreement dated May 2, 2005 granted by the Borrower in favour of
Next Paradigm Inc. which security interests rank pari passu with a further advance by
PEI Investments Inc. in 2005 but subsequent to the 2003 Investment Loan owing to
PEI Investments Inc. and subsequent to the 2007 Investment Loan (as that term is

defined in the Priorities Agreement) owing to PEI Investments Inc. in the principal
amount of $381,193.00.

Qualifications

We refer you to the Qualifications in the Enforceability Opinion and confirm that the within
Opinion is subject to the Qualifications set out therein except that the Qualification 4(a) is
hereby amended, for the purposes of this Opinion, to the extent that we have provided the
foregoing Opinion as to the rank and priority of the security interests set out in Schedule “A”.

Reliance

This opinion may be relied upon by the addressee hereof and its respective successors and
assigns. Without our prior written consent, this opinion letter, together with the opinions
expressed herein, may not be:

(2)
(b)

relied upon by any other party;

quoted from, used or circulated in whole or in part or otherwise referred to in any
manner, save and except for the purpose of reporting to the Ontario Superior Court of

. Justice in respect of the proceedings under the CCAA regarding the Borrower.
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We do not act for the Borrower or the Lender in this matter and did not act in the preparation
of the Security Documents or the registrations effected in respect thereof.

Yours truly,




SCHEDULE “A”

PERSONAL PROPERTY REGISTRY (ONTARIO) REGISTRATIONS

DEBTOR: PRODUCT EXCELLENCE INC.

FILE CURRENCY OF
SEARCH: August 3, 2009

1 120030403 1856 15317870 | 5 years from Royal Bank of Canada | Inventory, Amended by
Ref. No. 893089908 April 3, 2003 Equipment, Registration
Accounts, Other & | # 20040223 1953
Motor Vehicle 1531 7644 to add
additional debtor’s
address
Renewed by
Registration.

# 20080214 1951
1531 2411 for an
additional five year

term
2 | 20030408 1202 1590 4366 | 8 years from PEI Investments Inc. Inventory, Amended by
Ref. No. 893195973 April 8, 2003 Equipment, Registration
Accounts, Other & | # 20090225 1659
Motor Vehicle 1590 2520 to amend

debtor address and
to add additional

debtor address
3 | 20030408 1205 1590 4370 | 8 years from PEI Holdings Inc Inventory, Amended by
Ref. No. 893196054 April 8, 2003 Equipment, Registration
Accounts, Other & | # 20090225 1700
Motor Vehicle 1590 2521 to amend

debtor address and
to add additional
debtor address and
to amend secured
party address and to
add additional
secured party
address




20040310 1423 1590 9260
Ref. No. 603667368

8 years from
March 10, 2004

Next Paradigm Inc.

Inventory,
Equipment,
Accounts, Other &
Motor Vehicle

20050316 1943 1531 1035
Ref. No. 613420911

10 years from
March 16, 2005

Royal Bank of Canada

Inventory,
Equipment,
Accounts, Other
and Motor Vehicle

20050502 1232 1590 7833
Ref. No. 614708289

10 years from
May 2, 2005

Next Paradigm Inc.

Inventory,
Equipment,
Accounts, Other
and Motor Vehicle




APPENDIX “C”
CASH FLOW FORECAST
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