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Court File No.: 10-8630-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

AND IN THE MATTER OF A PLAN OR COMPROMISE OR ARRANGEMENT

OF NELSON FINANCIAL GROUP LTD. (the “Applicant”)

Applicant

NOTICE OF MOTION
(Returnable June 4, 2010)

THE APPLICANT, NESLSON FINANCIAL GROUP LTD. (“Nelson Financial” or
the “Applicant”), will make a motion to the Court on Friday, June 4, 2010, at 10:00 a.m. or as

soon after that time as the motion can be heard, at 330 University Avenue, Toronto, Ontario

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

1. THE MOTION IS FOR AN ORDER, substantially in the form attached as Schedule
“A” inter alia:

(a)

(b)

(©)

(d)

Abridging the time for service of the Notice of Motion and Motion Record, if
necessary, and declaring that this motion is properly returnable on June 4, 2010;

Approving the Second Report of the Monitor, A. John Page & Associates Inc.
(“AJP&AI” or the “Monitor”) to be filed (the “Second Report”), and the
activities of the Monitor as described therein;

Approving an extension of the stay of proceedings from June 7, 2010, to and
including June 15, 2010; and

Such further and other relief as counsel may request and this Honourable Court
deem just.
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2. THE GROUNDS FOR THE MOTION ARE:

Background
(@)

(b)

On March 23, 2010, Nelson Financial filed for and obtained protection from its
creditors under the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36,
as amended (the “CCAA”), pursuant to an Order of the Honourable Madam
Justice Pepall (the “Initial Order”);

Pursuant to the Initial Order, AJP&AI was appointed as Monitor of Nelson
Financial;

Restructuring Activities

©

(d)

(e)

4

(2

Since the issuance of the Initial Order, Nelson Financial has been working
diligently to stabilize its business and maintain operations in compliance with the
cash projections filed with this Honourable Court;

If the stay of proceedings is extended, Nelson Financial intends to further
formulate a plan of compromise and arrangement;

Nelson Financial, in conjunction with the Monitor, is currently developing a plan
of compromise or arrangement which anticipates not requiring external financing
and not requiring the historic volumes of customer referrals provided by Lendcare

Financial Services Inc.;

there is a realistic prospect that Nelson Financial could restructure its debt and be
able to service that debt and continue in business for the foreseeable future;

Nelson Financial has made significant efforts to source new financings;

Stay Extension

(h)

(1)

)

(k)

The continuation of the stay of proceedings is necessary to provide the stability
needed to continue the Applicant’s restructuring activities which have been
ongoing following the granting of the Initial Order;

Circumstances exist that make the extension of the stay of proceedings
appropriate;

Nelson Financial has acted and continues to act in good faith and with due
diligence;

The Projected Cash Flow to June 18, 2010 contained in the Monitor’s First Report
supports an extension to June 15, 2010.



General

()] The provisions of the CCAA, as amended, and the equitable jurisdiction of this
Honourable Court;

(m)  Rules 1.04, 2.03, 3.02, 14.05(2) and 16.08 of the Rules of Civil Procedure, R.R.O.
1990, c. C.43; and

(n) Such further and other grounds as counsel may advise and this Honourable Court
may permit.

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

(a) The Affidavit of Marc Boutet, sworn May 31, 2010;

(b) The Second Report of A. John Page & Associates Inc. in its capacity as Monitor
of Nelson Financial Group Ltd.; and

(©) Such further and other materials as counsel may advise and this Honourable Court
permits.

Date: May 31, 2010

GOWLING LAFLEUR HENDERSON LLP
Barristers and Solicitors

1 First Canadian Place

100 King Street West, Suite 1600

Toronto, ON M5X 1G5

Clifton P. Prophet / Frank Lamie
LSUC No.: 34845K / 54035S

Tel:  416-862-3509 / 416-862-3609
Fax: 416-862-7661

Counsel for the Applicant,

Nelson Financial Group Ltd.

TO: THE SERVICE LIST
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Schedule “A”
Court File No. 10-8630-00CL
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MADAM ) FRIDAY, THE 4t
)
JUSTICE PEPALL ) DAY OF JUNE, 2010

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT
OF NELSON FINANCIAL GROUP LTD. (the “Applicant”)

Applicant

STAY EXTENSION ORDER

THIS MOTION made by the Applicant, Nelson Financial Group Ltd. (“Nelson
Financial”), pursuant to the Companies’ Creditors Arrangement Act, R.S.C. 1985, ¢. C-36, as

amended, for an Order, inter alia:

(a) abridging and validating the time for service of the Notice of Motion, the Motion

Record, the Second Report of the Monitor, A. John Page & Associates Inc. (the
“Monitor”) dated June 1, 2010 (the “Second Report™), so that this motion is

properly returnable today and dispensing with further service thereof;

(b) approving the Second Report; and

(c) approving an extension of the stay of proceedings from June 7, 2010, to and

including June 15, 2010,

was heard this day at 330 University Avenue, Toronto, Ontario.



IR

ON READING the material filed, including the Notice of Motion, the Second
Report, and the Affidavit of Marc Boutet sworn May 31, 2010, and on hearing the submissions
of counsel for the Applicant, counsel for the Monitor, counsel for Foscarini Mackie Holdings
Inc., counsel for Lendcare Financial Services Inc., counsel for Noel D’Alves and Lorna D’ Alves,

and counsel for the Ontario Securities Commission,

SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Motion, the Motion
Record and the Second Report is hereby abridged and validated to that this Motion is properly

returnable today and hereby dispenses with further service thereof.
MONITOR’S ACTIVITIES

2. THIS COURT ORDERS that the Second Report and the conduct and activities of the

Monitor described therein be and are hereby approved.

STAY EXTENSION

3. THIS COURT ORDERS that the Stay Period (as defined in paragraph 13 of the Initial
Order of the Honourable Justice Pepall, dated March 23, 2010) is hereby extended until and
including Tuesday, June 15, 2010.
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Court File No. 10-8630-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT
OF NELSON FINANCIAL GROUP LTD. (the “Applicant”)

Applicant

AFFIDAVIT OF MARC BOUTET
(Sworn May 31, 2010)

I, MARC BOUTET, of the City of Pickering, in the Province of Ontario, MAKE OATH
AND SAY AS FOLLOWS:

Introduction

1. | am the President, Secretary and sole director of Nelson Financial Group Ltd.
(“Nelson Financial” or the “Applicant”). Accordingly, | have personal knowledge of
the matters deposed to in this Affidavit. Where this Affidavit is not based on my
personal knowledge, it is based on information and belief and | verily believe such

information to be true.

2. This Affidavit is sworn in support of Nelson Financial’'s motion for an extension of the
stay of proceedings granted to the Applicant under the Companies’ Creditors
Arrangement Act (the “CCAA”) from June 7, 2010 to and including June 15, 2010.
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Background
3. On March 23, 2010, Nelson Financial filed for and obtained protection from its

creditors under the CCAA pursuant to the Order of the Honourable Madam Justice
Pepall (the “Initial Order”). A copy of the Initial Order is attached hereto as Exhibit
“A”. A copy of the Endorsement of the Honourable Justice Pepall dated March 23,
2010 (the “Initial Endorsement”) in relation to the Initial Order and a copy of the
unofficial typed transcript of the Initial Endorsement are attached hereto as Exhibit
“B”.

4. Pursuant to the Initial Order, A. John Page & Associates Inc. (“AJP&AI”) was
appointed as Monitor of the Applicant (the “Monitor”).

5. On April 22, 2010, Nelson Financial was granted an extension of the stay of
proceedings to April 30, 2010 pursuant to the Order of the Honourable Madam Justice
Pepall. A copy of the Order granting the stay extension is attached hereto as Exhibit
“C”. A copy of the Endorsement of the Honourable Justice Pepall dated April 22,
2010 and a copy of the unofficial typed transcript of the Endorsement are attached
hereto as Exhibit “D”.

6. On April 30, 2010, Nelson Financial was granted an extension of the stay of
proceedings to June 7, 2010 pursuant to the Order of the Honourable Madam Justice
Pepall. A copy of the Order granting the stay extension is attached hereto as Exhibit
“E”. A copy of the Endorsement of the Honourable Justice Pepall dated April 30,
2010 is attached hereto as Exhibit “F”.

Restructuring Activities

7. Since the issuance of the Initial Order, Nelson Financial has been working diligently to
stabilize its business and maintain operations, the cash flow results of which exceed

those forecast in the cash projections filed with this Honourable Court.



10.

11.

010

On April 15, 2010, the Monitor delivered its First Report together with a report on the
ongoing financial viability of Nelson Financial's business and operations (the
“Viability Report”). The First Report and the Viability Report stated that there is a
realistic prospect that Nelson Financial could restructure its debt and be able to
service that debt and continue in business for the foreseeable future. A copy of the
Monitor’s First Report dated April 15, 2010, together with the Viability Report and
Cash Flow exhibits only, is attached hereto as Exhibit “G”.

Based on my understanding of the conclusions of the Viability Report and the
Monitor's recommendations, | continue to believe that Nelson Financial will be able to
propose a plan of compromise or arrangement to its creditors that offers stakeholders
a better result than bankruptcy or liquidation. Furthermore, Nelson Financial should
be able to generate stable and increased margins from its business, based on a
changed focus towards the financing of consumer goods for customers with stronger
credit histories. My discussions with a number of potential merchant business

partners, including LG Electronics and others, are part of this process. -

In conjunction with the Monitor, Nelson Financial is currently developing a plan of
compromise or arrangement which anticipates (a) not requiring external financing, and
(b) not requiring the historic volumes of customer receivables provided by Lendcare.

As previously disclosed to this Honourable Court in my Affidavit sworn April 16, 2010,
and if the stay of proceedings is extended, Nelson Financial intends to formulate a

plan of compromise and arrangement which will include the following generai features:

(a) the conversion of some percentage of the existing promissory notes to
new preferred shares (with rights and attributes to be determined) in the

capital of the restructured Nelson Financial;

(b)  the conversion of the remainder of the existing promissory notes into a

new series of notes;
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(c)  the conversion of existing preferred shares into a new class (or classes)

of preferred shares (with attributes and rights to be determined);

(d)  the provision for satisfaction of any valid prior secured claims in favour of

the Mackie Parties (as defined below); and
(e) the payment or assumption of all employee claims.

Attached hereto as Exhibit “H” is a copy of my Affidavit sworn April 16, 2010, without

exhibits.

In the event that this Honourable Court grants the requested stay extension, Nelson

Financial intends to take further steps in its restructuring, including:

(@) the development and implementation (with the approval of this

Honourable Court) of a claims process;

(b) the continued development of a plan of compromise or arrangement to

propose to creditors; and,

(c) the convening of a meeting of the company’s creditors for the purposes

of considering and voting on any plan put forward by the company.

Discussions with Lendcare

13.

14.

As noted in my Affidavit sworn April 16, 2010, Nelson Financial has previously
partnered with Lendcare Financial Services Inc. (“Lendcare”). Lendcare is a national
provider of financial services which specializes in consumer financing partnerships
with finance companies, merchants, and distributors to offer retail and direct financing
programs to customers. When partnered with Nelson Financial, Lendcare acts as a
factor conduit to aggregate a significant percentage of the accounts receivable

financed by Nelson Financial.

Nelson Financial’s relationship with Lendcare was set out in (i) a Business Protection
Agreement dated August 20, 2007, (ii) an Agreement Regarding Future Financings

011
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dated December 6, 2007, and (iii) an Amending Agreement dated December 21,
2009, (together, the “Lendcare Agreement”).

15.  In view of Lendcare’s failure to refer any lending customers to Nelson Financial in the
month of April, 2010, on April 16, 2010 Nelson Financial served notice (the “Lendcare
Motion”) of its intention to seek to disclaim the Lendcare Agreement such that Neilson
Financial would be free to solicit financing opportunities from merchants and

customers that have dealt with Nelson Financial through Lendcare.

16. Nelson Financial and Lendcare have subsequently been engaged in discussions
toward a resolution of their dispute. Accordingly, the Lendcare Motion has yet to be
heard by the Court and is scheduled to return for the hearing of any outstanding
issues, if necessary, before this Honourable Court on Friday, June 4, 2010. Attached
hereto as Exhibit “I” is a copy of the Endorsement of the Honourable Madam Justice

Pepall dated May 28, 2010 which confirms the foregoing.

17.  Following my discussions with LG Electronics and other businesses wishing to provide
vendor-assisted financing to their customers, | am very optimistic that Nelson
Financial will be able to replace a sufficient portion of the business generated from the
Lendcare financing opportunities with an improved portfolio of loans which carry
substantially better profitability and risk. In conjunction with a plan of compromise or
arrangement which Nelson Financial is currently developing with the assistance of the
Monitor that would not require the historic volumes of business previously provided by
Lendcare, Nelson Financial should be able to generate stable and increased margin

from its business.

Ontario Securities Commission

18.  As previously disclosed to this Honourable Court in my Affidavit sworn April 16, 2010,
Nelson Investment Group Limited (“Nelson Investment”) has been the subject of a
compliance review and investigation by the Ontario Securities Commission (the

“0SC”). Nelson Financial continued its cooperation with the OSC enforcement staff



613

handling the investigation and is working with the OSC to ensure that issues raised

were addressed with the OSC in a timely fashion.

19.  On May 12, 2010, the OSC delivered a Notice of Hearing pursuant to section 127(1)
and 127.1 of the Securities Act, together with a Statement of Allegations (the “OSC
Proceedings”), to Nelson Financial, Nelson Investment, Marc Boutet, Stephanie
Lockman Sobol, Paul Manuel Torres and HW. Peter Knoll. Attached hereto as
Exhibit “J” is a copy of the Notice of Hearing and Statement of Allegations dated May

12, 2010.

20. The OSC Proceedings are to be spoken to before the OSC on an initial return date of
Thursday, June 3, 2010.

21.  Nelson Financial maintains that the OSC Proceedings against Nelson Financial,
Nelson Investment, Marc Boutet and Stephanie Lockman Sobol are not necessary or

in the public interest.

22.  With respect to Nelson Financial's intended restructuring, it should be noted that
under its current plans, Nelson Financial will not require the ability to issue securities
to the public in order to finance its operations, nor does it intend to do so (except in
accordance with a creditor and Court-approved plan substituting new notes and
preferred shares for existing and preferred shares in a manner and to an extent to be
determined). Accordingly, the actions by the OSC described above are not directly

relevant to Nelson Financial’s ability to restructure.

Mackie Parties

23.  As set out in my Affidavit dated April 16, 2010, counsel for Glenn Mackie, Lisa Mackie,
and Foscarini Mackie Holdings Inc. (the “Mackie Parties”) has engaged in
discussions with counsel for Nelson Financial concerning the Mackie Parties claims to

security interests over certain contracts financed by Nelson Financial.






