Court File No. 06-CL-6233

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

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

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

BETWEEN:
PEOPLES TRUST COMPANY
Applicant
-and —
PARAGON HEALTH CARE INC. and 1508669 ONTARIO LIMITED
Respondents

MOTION RECORD

GOWLING LAFLEUR HENDERSON LLP
Barristers and Solicitors

Suite 1600, 1 First Canadian Place

100 King Street West

Toronto, Ontario M5X 1G5

Clifton Prophet (LSUC No.: 34845K)
Christine L. Bahrey (LSUC No. 52178T)
Telephone: (416) 862-3509

Facsimile: (416) 863-3509

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

“Care (Ontario) Inc. and 1508669 Ontario
Limited



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

Phone: (416) 226-1989

BLANEY MCMURTRY LLP
2 Queen Street East

Suite 1500

Toronto, Ontario M5C 3GS

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

Solicitors for Paragon Health Care Inc., Paragon Health Care (Ontario) Inc. and 1508669
Ontario Limited

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

Michael Kainer/Doug LeFaive
Phone: (416) 977-6070
Fax: ' (416) 591-7333

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

MINISTRY OF FINANCE, Insolvency Unit
33 King Street West, 6™ Floor
Oshawa, Ontario L1H 8HS5

AND TO: DEPARTMENT OF JUSTICE (CANADA)
Ontario Regional Office
The Exchange Tower, Box 36
130 King Street West, Suite 3400
Toronto, Ontario M5X 1K6

Diane Winters
Phone: (416) 973-3172
Fax:  (416)973-0810



AND TO:

AND TO:

LANG MICHENER LLP
BCE Place, P.O. Box 747

Suite 2500, 181 Bay Street
Toronto, Ontario M5J 2T7

Les Wittlin

Phone: (416) 360-8600

Fax: (416)365-1719

Independent Counsel to Mintz & Partners Limited
MINISTRY OF HEALTH AND LONG-TERM CARE
55 St.Clair Avenue West, 8th Floor

Toronto, Ontario M4V 2Y7

Tim Burns, Director, Long Term Care Homes Branch



Court File No. 06-CL-6233

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

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

AND IN THE MATTER of SECTION 101 of THE
COURTS of JUSTICE ACT, R.8.0. 1990, C.C-43

BETWEEN:
PEOPLES TRUST COMPANY
Applicant
-and —
PARAGON HEALTH CARE INC. and 1508669 ONTARIO LIMITED
Respondents
INDEX
DOCUMENT TAB NO.
Notice of Motion Returnable August 21, 2007 1

Second Report to the Court of Mintz & Partners Limited dated July 27, 2007 2






Court File No. 06-CL-6233

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

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

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

BETWEEN: .
PEOPLES TRUST COMPANY
: Applicant
-~ and —
PARAGON HEALTH CARE INC. and 1508669 ONTARIO LIMITED
Respondents

NOTICE OF MOTION

MINTZ & PARTNERS LIMITED in its capacity as Interim Receiver and Receiver and
Manager (the “Receiver”) of the current and future assets, undertakings and properties (the
“Assets”) of each of Paragon Health Care Inc. (“Paragon”), Paragon Health Care (Ontario) Inc.
(“Paragon Ontario”) and 1508669 Ontario Limited (“1508669”) (collectively, the “Debtor”), will
make a motion to the court on August 21st, 2007 at 10:00 a.m. or as soon after that time as the

motion can be heard, at 330 University Avenue, Toronto.

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



THE MOTION IS FOR:

1. an order approving a process for the marketing and sale of the Assets, substantially in the

form attached hereto as Schedule “A”; -

2. an order sealing the Confidential Information Memorandum attached as Appendix “C” to

the Second Report of the Receiver dated July 27, 2007;

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

permit.
THE GROUNDS FOR THE MOTION ARE:

1. Pursuant to an order of this court made on January 23, 2006 and effective 9:00 a.m. on
January 24, 2006 (the “Appointment Order”), Mintz & Partners Limited was appointe;,d as
Interim Receiver and Receiver and Manager of the assets, undertakings and properties of
Paragon, Paragon Ontario and 1508669 pursuant to subsection 47(1) of the Bankruptcy
and Insolvency Act, R.S.C. 1985, ¢.1985, C. B-3 (the “BIA”) and section 101 of the
Courts of Justice Act, R.S.0. 1990, c. C. 43 (the “CIJA”).

2. On April 4, 2007, the Honourable Mr. Justice Cumming granted an Order (the “April 4,
2007 Order”) approving, among other things, the Receiver’s activities from the
Appointment Date to March 26, 2007; a distribution of $200,000 from 1508669 to
Peoples Trust Company (“Peoples”), the first secured creditor; and the fees and

disbursements of the Receiver and those of its counsel.

3. In his endorsement of the April 4, 2007 Order, Mr. Justice Cummings directed the
Receiver to obtain approval from the Canada Mortgage and Housing Corporation
(“CMHC”) to proceed with a marketing program for the Assets (as defined in the Sale
Agreement) in the absence of two formal appraisals or otherwise return to this
Honourable Court for further directions on notice to CMHC. CMHC informed the
Receiver that it would not object to the Receiver proceeding with the marketing program

in the absence of two formal appraisals.

4. Under the Appointment Order, the Receiver is émpowered to market and sell the Assets.
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5. The Receiver has determined that it is appropriate to market the Assets for sale at this
time.
6. The proposed marketing process is fair and commercially reasonable and should help

maximize the value of the Assets.

7. Section 47 of the BIA.

8. Section 101 of the Courts of Justice Act (Ontario).

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

permit.

THE FOLLOWING DOCUMENTARY EVIDENCE WILL BE USED AT THE

HEARING OF THE MOTION:

1. the Second Report of the Receiver dated July 27th, 2007; and

2. such further and other evidence as counsel may advise and this Honourable Court may

permit.

Date: July 27, 2007

GOWLING LAFLEUR HENDERSON LLP
Barristers & Solicitors '

Suite 1600, 1 First Canadian Place

100 King Street West

Toronto, Ontario

MSX 1G5

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

Fax: (416) 862-7661

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

TO: THE ATTACHED SERVICE LIST
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SERVICE LIST

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

Phone: (416) 226-1989

BLANEY MCMURTRY LLP
2 Queen Street East

Suite 1500

Toronto, Ontario M5C 3G5

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

Solicitors for Paragon Health Care Inc., Paragon Health Care (Ontario) Inc. and
1508669 Ontario Limited

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

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

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

AND TO: MINISTRY OF FINANCE, Insolvency Unit
33 King Street West, 6™ Floor °
Oshawa, Ontario L1H 8HS

AND TO: DEPARTMENT OF JUSTICE (CANADA)
Ontario Regional Office
The Exchange Tower, Box 36
130 King Street West, Suite 3400
Toronto, Ontario M5X 1K6



AND TO:

AND TO:

Attention: Diane Winters
Tel: 416-973-3172
Fax: 41 6-973-08 10

LANG MICHENER LLP
BCE Place, P.O. Box 747
Suite 2500, 181 Bay Street
Toronto, Ontario M5J 2T7

Attention: Les Wittlin

Tel: 416-360-8600

Fax: 416-365-1719

Independent Counsel to Mintz & Partners Limited
MINISTRY OF HEALTH AND LONG-TERM CARE
55 St.Clair Avenue West, 8th Floor

Toronto, Ontario M4V 2Y7

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






SCHEDULE "A"
Court File No. 06-CL-6233

- ONTARIO ,
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE , THE DAY
JUSTICE

OF AUGUST, 2007

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

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

BETWEEN:
PEOPLES TRUST COMPANY
Applicant
-and -

PARAGON HEALTH CARE INC. and 1508669 ONTARIO LIMITED
Respondents

ORDER

THIS MOTION made by Mintz & Partners Limited, appointed as interim receiver
and receiver and manager (the “Receiver’) pursuant to section 101 of the Courts of
Justice Act, without security, of the current and future property, assets and undertaking
(the “Assets”) of Paragon Health Care Inc. (“Paragon”), Paragon Health Care (Ontario)
Inc. (“Paragon Ontario”) and 1508669 Ontario Limited (“1508669”) pursuant to the
terms of the Order of the Honourable Mr. Justice Cumming dated January 23, 2006 and
effective 9:00 a.m. on January 24, 2006, was heard this day at 330 University Avenue,
Toronto, Ontario, |



ON READING the Notice of Motion and the Second Report of the Receiver, filed,
and upon hearing the submissions of counsel for the Receiver, no other parties
attending. '

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

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

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

4. THIS COURT ORDERS that the marketing and sale process outlined in
paragraphs 10 through 13 of the Second Report (the “Marketing and Sale
Process”) be and the same is hereby approved and the Receiver is authorized
and directed to carry out all steps necessary to implement the Marketing and
Sale Process.

5. THIS COURT ORDERS that the Confidential Information Memorandum and the
Form of Offer attached to the Second Report as appendices “C” and “D” are
hereby approved for use by the Receiver in the Marketing and Sale Process.

6. THIS COURT ORDERS that the Confidential Information Memorandum attached
as Appendix “C” to the Second Report of the Receiver dated July 27, 2007 is
hereby sealed, pending the completion of the sale of all of the Assets or further
order of this Honourable Court.



7.

3

THIS COURT ORDERS that the Marketing and Sale Process, as described in
the Second Report is fair and commercially reasonable in all circumstances.
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Court File No. 06-CL-6233

ONTARIO -

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

BETWEEN:

PEOPLES TRUST COMPANY
Applicant

-ahd-

PARAGON HEALTH CARE INC. AND 1508669 ONTARIO LIMITED

Respondents

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

INTRODUCTION

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

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

10



Second Repott to the Court of Mintz & Partners Limited as July 27, 2007

Interim Receiver and Receiver and Manager of Court File No. 06-CL-6233
Paragon Health Care Inc., Paragon Heaith Care (Ontario) Inc. -
and 1508669 Ontario Limited . Page 2.

8.

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

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

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

hereto as Appendix “B”.

In his endorsement of the April 4, 2007 Order, Mr. Justice Cummings directed the Receiver to
obtain approval from CMHC to proceed with the marketing program for the Homes in the absence
of two formal appraisals or otherwise return to this Honourable Court for further directions on
notice to CMHC. CMHC informed the Receiver that it does not object to the Receiver proceeding
with the marketing program in the absence of two formal appraisals.

This Second Report to the Court (“Second Report’) is submitted for the purpose of obtaining the
Court’s approval for the Receiver's marketing program for the sale of the Homes, including the
timing for the request and receipt of offers.

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

. TERMS OF REFERENCE

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



Second Report to the Court of Mintz & Partners Limited as July 27, 2007
Interim Receiver and Receiver and Manager of Court File No. 06-CL-6233
Paragon Health Care Inc., Paragon Health Care (Ontario) Inc.

and 1508669 Ontario Limited _ : Page 3
9. The Receiver has sought the advice of Gowling Lafleur Henderson.LLP (“Gowlings”), counsel to

Peoples, for general legal matters that have arisen in respect of the receiverships. Where the

Receiver has required independent legal advice, the Receiver has sought the counsel of Lang
Michener LLP (“Lang Michener”).

MARKETING PROGRAM AND SALES PROCESS -

10. The Receiver's proposed marketing program involves a marketing of the purchase opportunity

through both newspaper advertisement, web-site advertisement and a direct e-mail campaign to .

selected parties. Following the commencement of the request for offers, there will be a 45-day due

diligence period prior to the deadline for the submission of offers.

11, The Receiver has proposed the following program for the marketing of the Homes:

i)

iif)

A ‘“teaser” e-mail will be distributed during the week of August 27, 2007 (the
“Commencement Date”) to the following parties:

¢ those parties who have previously contacted the Receiver and have expressed
interest in the Homes;

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

e approximately 500 parties included in a database maintained by CMHC of potential
interested parties;

A “Request for Offers” advertisement will be placed in the national edition of the Globe &
Mail on or about the Commencement Date and on the 7th day following the
Commencement Date; and

Interested parties who wish to obtain further information, will be provided with a
confidentiality agreement (“CA") to be executed. Upon the Receiver’s receipt of the
executed CA, the Receiver will provide those parties with a user name and password
together with a link to a secure website maintained by the Receiver where those parties
will have access to a Confidential Information Memorandum (“CIM”), substantially in the

12
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12.

form attached as Appendix “C” and to the form of Offer to Purchase Assets attached
hereto as Appendix “D”. The CIM provides further details on the Homes and provides
basic financial and operational information. In addition to the CIM, the Receiver will post
other due diligence data on the secure website. The Receiver will also have hard copy
versions of the CIM and other due diligence data for those interested parties who do not

have internet access.

The following outlines the Receiver's proposed timing for its “Request for Offers” process:

(i)

(i)

(iii)

(iv)

v)

(vi)

Prospective purchasers who have executed a CA will be permitted until the 45th day
following the Commencement Date to conduct due diligence, including touring the
Facilities;

Offers to Purchase Assets, the form of which will be provided to prospective purchasers
by the Receiver and which is attached hereto as Appendix “D”, are to be submitted by
5:00 pm on the 45th day following the Commencement Date (“Offer Due Date”). Offers
to Purchase Assets are to be accompanied by a certified cheque made payable to the
Receiver representing 10% of the proposed purchase price (the “Deposit”);

Acceptance or rejection of Offers to Purchase Assets will occur within 14 days of the Offer
Due Date or such longer period as the Receiver may choose on notice to offerors (the
“Acceptance Date”). The purchaser(s) whose offer is accepted (the “Accepted
Purchaser(s)") wil be notified in writing of the acceptance of its Offer to Purchase Assets;

Accepted Offers to Purchase Assets will convert to and be treated as executed
Agreement(s) of Purchase and Sale which may be subject to modifications as mutually
agreed to in writing between the Receiver and the Accepted Purchaser(s);

The License Transfer Process by the Ministry of Health and Long-Term Care (“MOH") is
to begin upon execution of the Agreement of Purchase and Sale;

If License Transfer approval is not obtained from the MOH, the Receiver will return the
Deposit and review other Offers to Purchase Assets previously received,;

13
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13.

(vii) The Receiver is to obtain Cou-rt approval of the Agreement(s) of Purchase and Sale within
15 days of Licence Transfer approval being obtained in writing from the MOH; and

(viii) | Closing to occur by no later than 15 days after Court approval is obtained unless
otherwise mutually agreed to in writing between the Receiver and the Accepted
Purchaser(s).

The Receiver proposes to commence the marketing program immediately after receiving the
Court’s approval, should such approval be provided.

RECEIVER’S REQUEST TO THE COURT

14.

The Receiver is respectfully seeking an order approving the Receiver's proposed marketing
program for the Homes as outlined in paragraphs 10 through 13 above; approving the form of CIM
attached as Appendix “C”; and approving the form of Offer to Purchase Assets attached as
Appendix “D”.

14



Second Report to the Court of Mintz & Partners Limited as July 27, 2007
Interim Receiver and Receiver and Manager of Court File No. 06-CL-6233
Paragon Health Care Inc., Paragon Health Care (Ontario) Inc.

Page 6

and 1508669 Ontario Limited . : )

All of which is respectfully submitted to this Honourable Court.

DATED this 27" day of July, 2007.

MINTZ & PARTNERS LIMITED

Interim Receiver and Receiver and Manager of

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

Daniel R. Weisz, CA*CIRP, CIRP Hartley Bricks, MBA, CA«CIRP, CIRP
Senior Vice President Vice President

::ODMA\PCDOCS\MINTZ\329883\1
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APPENDIX “A”

TO THE SECOND REPORT TO THE COURT OF MINTZ & PARTNERS LIMITED,
AS INTERIM RECEIVER AND RECEIVER AND MANAGER OF PARAGON
HEALTH CARE INC., PARAGON HEALTH CARE (ONTARIO) INC. AND 1508669
ONTARIO LIMITED
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Court File No. 06-CL-6233
ONTARIO
SUPERIOR COURT OF JUSTICE
- (INBANKRUPTCY AND INSOLVENCY)
COMMERCIAL LIST
_ THE HONOURABLE ) MONDAY, THE 23" DAY

JUSTICE CUMMING ) OF JANUARY, 2006

'PEOPLES TRUST COMPANY

Applicant

-and --

PARAGON HEALTH CARE INC. and 1508669 ONTARIO LIMITED

Respondents

APPLICATION UNDER section 47 of Bankruptey and
Insolvency. Aét, R.8.C. 1985, c. B-3, and under section
101 of the Courts of Justice Act, R.S.0. 1990, c. C.43

ORDER

THIS MOTION, made by the Applicairt for an Order pursiiant to section 47(1) of
the Bankryptey and .insblvency:Ac‘t. R:S.C. 1985, c. B-3, as amended (the "BIA") and
'section 101 of the Cburt'slofr Justice Act, R:S.0 1990 c. C-43, as amended (the "CJA")
appointing Mintz &.Paﬂners L'imited ('Mintz”) as interim recelver and receiver and |




—— - T

s

i._:'kg_—'

——

manager (in such capacities, the "Receiver"). without security, of all of the assets,
undertakings and properties of Paragon Héalth Care Inc. (“Paragon”) and 1508669

~ Ontario Limited {“150 Ontaric”) was heard this day at 393 University Avenue, Toronto,
Ontario.

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

SERVICE AND AMENDMENT

1. THIS COURT ORDERS that the time for service of the Notice of
Application and the Application Record is hereby abridged so that this motion is properly
returnable today, service upon those parties described in the Affidavit of Service is
hereby Validatec_l and any further service of the Notice of Application and Application
Recbrd_ is hereby dispensed with,

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

APPOINTMENT

3. THIS COURT ORDERS that pursuant to section 47(1) of BIA and section
101 of the CJA, effective 9:00 a.m. Eastern Standard Time January 24, 2008, Miniz is

* hereby appointed Receiver, without security, of all of the current and future assets,

undert_a_kings and properties of Paragon, 150 Ontario and Paragon Ontario (collectively,
the “Debtors”), of every nature and kind whatsoever, and wherever situate, including all
proceeds thereof (the "Property”), including, without limitation, the real properly

described in A_p_pgndix “B” hereto.
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RECEIVER’S POWERS

4.

THIS COURT OBDEHS that the Recerver is hereby empowered and

authorized, but not obligated, to act at-once in respect of the Properly and, without in
any way lrmrtrng the generality of the foregorng. the Receiver is hereby expressly

* empowered and authonzed to do any of the following where the Receiver considers it

necessary or desirable:

(a)

{b)

(c)

(d)

(e)

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

o recei\_re, preserve, protect and malintain control of the Property, or any
Ppart or parts thereof, including, but not limited to, the changing of locks
and security codes, the relocating of Properly to safeguard it, the
engaging of independent security 'personnel the taking of physical
inventories and the placement of such insurance coverage as may be
necessary or desirable;

to manage, operate and carry on the business of the Debtors, including
the powers to ‘enter into any agreements, incur any obligations in the

- ordinary course of busrness, cease fo carry on all or any part of the

busrness or.cease to perform any contracts of the ‘Debtors;

- lo engage consult'ants appraisers, agents, experts, auditors, accountants,

managers, counsel and such other persons from time to time and on
whatever basrs including on a temporary basis, to assist with the exercise
of the powers and duties conferred by this Order, including, without

limitation, Diversicare Canada Management Servrces Co., Inc., or such ‘

other third party operator as the Receiver may in its discretion designate
(the “Manager”);

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

19
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(9)
(h)
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(k)

(0
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to receive and collect all monies and accounts now owed or hereafter

owing to the Debtors and to exercise all remedies of the Debtors in
collecting such monies, ihcluding, without limitation, to enforce any
sécurily held by the Debtors_ and to collect any payments or subsidies from
the Ontario Ministry of Health and Long Term Care (the “MOH’) and any
municipalities, provided, however, that 'notwithétanding anything _here'in
contained, any mon'ieé:te'ceived' by the Receiver. from the MOH pursuant
to this Order shall be used or applied by the Receiver only in accordance
with -the opé_ration-- of the Debtors’ hur'sln“g homes which are currently
licensed pursuant to the Nursing Homes Act, R.S.O. 1990, ¢. N-7, as
amended and the regulations thereunder (the “NHA") and related policy
(and which émount_s will be subject to MOH review and reconciliation as
provided for by abp_licable law);

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

to execute, assign, Issue and erido_rse documents of whatever nature in
'respect of any of the Property, whether In the Receiver's name or in the

hame and on behalf of the Debtors, for any purposé pursuant to this
Order; : ' ‘

to undertake gnvironméntal or workers' health and safety assessments of
the Property and operations of the Debtors;

to unden_ake such repairs and .improvements to the Property as the
Receiver may, in its discretion, deem appropriate or the MOH may require;

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

to initiate, prosecute and continue the prosecution of any and all
proceedings and to defend all proceedings now pending or hereafter
instituted with respect to the Debtors, the Property or the Regeiver, and to
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settle or compromise any such proceedings, including, without limitation,
any grievances or other labour disputes. The authority hereby conveyed
shall extend to such appeals or applications for judicial review in respect
of any order or judgmenf pronounced in any such proceeding;

to market any or all of the Property, including advertising and soliciting

offers in respect of the Property or any part or parts thereof and
negotiatmg such terms and condmons of sale as the Receiver in its
discretion may deem appropriate;

to sell, convey, transfer, lease or assign the Property or any part or parts
thereof out of the ordinary course of business,

(i) without the approval of this Court in respect of any transaction not
exceeding $50,000, provided that ?he aggregate consideration for
all such transactions does not exceed $200,000; and

(i) . with the approval of this Court in respect of any transaction in which
the purchase price or the_ aggregate purchase price exceeds the
applicable amount set out in the preceding clause,

and in .each such case nofice under subsection 63(4) of the Ontario

- Personal Property SecunlyAct or sectlon 31 of the Ontario Morlgages Act,

as the case may be, shall not be requnred and in-each case the Ontario
Bulk Sales Act shall not apply.

to apply for any vesting order or other orders necessaty to convey the
Property or any part or pané thereof to a purchaser or purchasers thereof,

free and clear of any liens or encumbrances affacting such Property;

to report to, meet with and discuss with such secured and unsecured
creditors of the Debtors and their advisors as the Receiver deems
appropriate on all matters relating to the Property and the receivership,

21
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andto -share information, subject to such terms as to confidentiality as the
Receiver deems advisable; ' :

to register a copy of this Order and any other Orders in respect of the
Property against titie to any or ali of the Property;

to apply for_any permits, licences, approvals or permissions as may be
required by any governmental authority and any renewals thereof for and

on behalf of and, If thought desirable by the Receiver, in the name of the
Debtors;

to enter into arangements with any trustee in bankruptcy appointed in
respect of the Debtors, including; without limiting the generality of the
foregoing, the ability to enter into occupation agreements for any property
owned or leased by the Debtors and the power to lend money to or
indemnify ahy sﬁch trustee, such trustee borrowings or indeninity not to
exceed $25,000 unleSs_'othervvisé increased by this Court;

to vote any shares and exercise any rights which the Debtors may have as .

shareholder and to otherwise deal with all securities, warrants or other
interests held by the Debtors, for its benefit; and,

to take any steps reasonably incidental to the exercise of these powers,

and in each case where the Receiver takes any such actions or steps, it shall be
ex_cluéively authorized and empowered to do so, to the exclusion of all other Persons,
including the Debtors, and without interference from any other Person.

DUTY TO PROVIDE ACCESS AND CO-OPERATION TO THE RECEIVER

THIS COURT ORDERS that (i) the Debtors, (ii).all of their current and former

directors, -officers, employees, age_nt’sf and shareholders, any other persons
* acting on their instructions or behalf including, without limitation, any accountants

-6-
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or legal counsel, and (iu) all other individuals, firms, corporations, governmental
bodies or agencies, or other entities havmg notice of this Order (all of the
foregoing, collectively, being "Persons’ and each being a "Person”) shall
forthwith advise the Receiver of any Property in such Person's possession or
control, shall grant immediate and continued access to the Properly to the
Receiver, and shall deliver all such Property to the Receiver upon the Receiver's
request, other than documents or information” which may not be disclosed or
prowded to the Receiver due to the privilége attachmg to solicitor-client
communicatlon or due to statutory provusuons prohxbatmg such disclosure.

- THIS COURT ORDERS that all Persons shall deliver to the Receiver all of the

Debtors' books, documents, securities, contracts, orders, corporate and
accounting records and all computer records, computer programs, computer
tapes, computer disks, data storage media and programs contammg any such

information, and any other papers, records. and information of any kind of the ’

Debtors relatmg thereto in their possessmn or control (the foregomg, collectively,
the "Records"), and shall provide fo the Receiver or permit the Receiver to make,

retain and take away coples thereof and. grant to the Receiver access to'and usé

of accountmg, compulter, software and physical facilitios relating thereto.

THIS COURT ORDERS that if any Records are stored or otherwise contained on
a computer or other electronic system of information storage whether by
independent service provider or otherwise, all Persons in possession or control of
such Records shall forthwith give unfettered access to the Receiver for the
purpose of allowing the Recelver to obtain access to, recover and fully copy all of
the information contained therein whether by way of printing the Information onto
paper or makmg copies of computer dlsks or such other manner of retrieving and
copying the information as the Hecelver in its discretion deems expedient, and
shall not alter, erase or destroy any Records without the prior written consent of
the Receiver. Further, for the purposes of this paragraph, all Persons shall
provide the Receiver with all such assistance i in gaining immediate access to the
mformatlon in the Records as the Recenver may in |ts dlscretion requnre including,




without limiting the generality of the -foregoing, providing the Receiver with
_instructions on the use of any computer or other system and providing the
Receiver wrth any and all access codes, account names and account numbers
that may be required to gain. access to the mformatron

NO PROCEEDINGS AGAINST THE. RECEIVER

8.

THIS COURT ORDEFIS that no proceeding, enforcement process, or extra-
judicial proceeding in any court or other tribunal (each, a "Proceeding"), shall be
commenced or continued against the Receiver or any person engaged by the

Receiver, including the Manager, except with the written consent of the Receiver
or with leave of thrs Court

NO PROCEEDINGS AGAINST THE DEBTORS OR THE PROPERTY

.g~

10.

THIS COURT ORDERS that no Proceeding.against or in respect of the Debtors
or the Property shall be commenced or contlnued ‘except with the written consent
of the Hecerver or with leave of this Court and any and all Proceedmgs currently
under way agamst orin respect of the Debtors or the Property.are hereby stayed

- and suspended pendmg further Order of this Court

. NO EXERCISE OF RIGHTS OR REMEDIES

THIS COURT ORDERS that all rights and remedies against the Debtors or
affecting the Property are hereby stayed and suspended pending written consent

-of the Receiver or leave of this Court, provided, however, that nothing in this

paragraph or this Order shall

(@) empower the Receiver or the Debtors to carry on any busmess which the
‘Debtors are not lawfully entmed to carry on;

“(b)  exempt the Receiver or the Debtors from compliance with statutory or

regulatory provisions relating to health, safety or the environment, or other
mandatory statutory or regulatory provisions of applicable law, and, for
Qreater. certamty, this Order shall not be construed so as to prohrbrt

Yy
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the NHA, or employees or agents of the MOH"(coliecti'ver,'—the “Minister”)
in exercising any jurisdiction, duty, power, or authority granted under the
NHA or the Health Faciliies Special Orders Act, R.S.0. 1990, ¢. H.5, as
amended, without further order of this Court or the written consent of the
Receiver (including, without !lmﬁation, the right to suspend a licence, to
take control ofa hdme, or 1o tetminate a service agreement), where it has
been determined by the Minister to be necessary to'protect the health,
safety and welfare of residents, and any such exercise by the Minister
shall not in any way diminish or derogate from the protections against

liabilities afforded to the Receiver under this Order, or under the provision
of the BIA, or at law or equity; or,

restrain, impede or-in any way interfere with the MOH , the Director under

(c)  prevent the filing of any registration to preserve a securily interest or a
claim for lien.

NO INTERFERENCE WITH THE RECEIVER

1.

THIS COURT ORDERS that no Person shall discontinue, fail to hono_uf renewal

_rights, alter, interfere With, repudiate, terminate or-cease to. perform any right,

contract, arrangement, agreement-,rlic.ence or permit in favour of or he!d_ by the

. Debtors, with_out written consent of the Receiver or leave of this Court, and,

withou't limiting the generality of the for_e':g'oi_ng, the MOH is hereby directed to
make all payments. of funds to which the Debtors are entitled directly to the
Receiver and the MOH shall not suspend, cancel or set-off such payments
without further order of this Court, provided, however, that nothing in this
paragraph shall exempt the Receiver or the Deblors from compliance with
statutory or regulatory provisions relating to health, safety or the environment, or

other mandatory statutory or regulatory provisions of applicable law from and
after the date of this order.

‘CONTINUATION OF SERVICES

-9
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12.

18.

THIS COURT ORDERS that all Persons having oral or written agreements with’

the Debtors or statutory or regulatory mandates for the supply of goods and/or
services, including without l_imitetioh, -all computer software, communication and
other data sewices, centralized banking services, payroll sewvices, insurance,
transportation services, utility or other services to the Debtors are hereby
restrained until further Order of this Court from dlscontmuing, failing to honour
renewal rights on reasonable terms, altering,interfering with or terminating the

_supply of such goods or sennces as may be required by the Receiver, and that-

the Receiver shall be entntled to the continued use of the Debtors' current
telephone numbers, facsimile numbers, internet addresses and domain names,
provided in each case that the 'norm,al prices or charges for all such goods or
services received after the date of this Order are paid by the Receiver in
accordance with normal payment practices of the Debtors or such other practices
as may be agreed upon by the supplier or service-provider and the Receiver, or
as may be ordered by this Court.

RECEIVER TO HOLD FUNDS

THIS COURT ORDERS that all funds, monies, cheques, instrumente, and other
forms of payments received or collected by the Receiver ("Receipts“) from and
after the making of this Order from any source whatsoever, including, without

limitation, the sale of all orany of the Property and the collection of any accounts
_recelvab!e in whole or in part, Whether in existence on the date. of this Order or

hereafter coming into existence, shall ‘be deposited into one or more new
accounts to be opened by the Receiver (the "Post Receivership Accounts”) and
the monies standing to the credit of such Post Recelvership Accounts from time
to time, net of any disbursements provided for herein, shall be held by the
Receiver to be paid in accordance w:th the terms of this Order or any further
Order of this Court.

-10-
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EMPLOYEES

14.

15.

18.

THIS COURT ORDERS that the Receiver shall not be liable for any non-
unionized employee-related liabilities, including, without limitation, wages,
Severance pay, termination pay, vacation pay, and pension or benefit amounts,
other than such amounts as the Receiver may specifically agree in writing to pay,
or such amounts as may be determined in a Proceeding before a court or tribunal
of competent jurisdiction.

THIS COURT ORDERS that the Receiver shall not be liable for any unionized
employee- related liabllmes including, without limitation, wages, severance pay,
termination pay, vacatlon pay, and pension or benefit amounts, other than in
accordance with the terms of the agreements appended as to the Supplementary

- Affidavit of James Dysart (the “Labour Agreements”), which Mintz is hereby

authorized to execute in its capacnty as Recelver and, if applicable, Trustee in
Bankruptcy, and, for greater cerlamty. leave shall not be granted to any person,
pursuant to s. 215 of the BIA, to commence proceedings against the Receiver or,
if applicable, the Trustee in Bankruptcy, in respect of matters forming the subject

matter of the Labour Agreements, other than in accordance with the terms
thereof.

THIS COURT ORDERS that, pursuant to clause 7(3)(c) of the Canadian
Personal Information Protection and Electronic Documents Act,; the Receiver
shall disclose personal information of identifiable individuals to prospechve

~ purchasers or bidders for the Properly and to their advusors, but only to the extent

desirable or required to negotiate and attempt to complete one or more sales of
the. Properly (each, a "Sale”). Each prospective purchaser or bidder to whom
such personal information is disclosed shall maintain and protect the privacy of

such information and limiit the use of such information to its evaluation of the

Sale, and if it does not complete a Sale, shall retur all such information to the
Receiver, or in the altomative destroy all such information. The purchaser of any
Property shall be entitied to contlnue to use the personal information provided to

1
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it, and related to the Properly purchased, in a manner which is in all material

respects identical to the prior use of such information by the Debtors, and shall
return all other personal information to the Receiver, or ensure that all other
personal information is destroyed,

LIMITATION ON ENVIRONMENTAL LIABILITIES

17.

THIS COURT ORDERS that nothing herein contained shall require or obligate
the Receiver to occupy or to take control, care, charge, occupation, possession
or management of any of the Property which may be environmentally
contaminated, or a pollutant or a contaminant, or cause or contribute to a spill,
discharge, release or deposit of a subsfance contrary to any federal, provincial or
other legislation, statute, regulation or ‘rule of faw or equity respecting the
protection, cohservaﬂon, enhancement, remediation or rehabilitation of the
environment or relating to the disposal of waste or other contamination including,
without limitation, the Canadian Environmental Protsction Act the Ontario
Environmehtal -Protection Act, the Ontario Water Resources Act, or the Oniario

‘Occupational Health and Safety Act and regulations _thereunder (the

"Environmental Legislation"), provided however that the Receiver shall promptly
advise the Ontario Ministry of the Envirdnment of any obvious or known
environmental condition existing on or in any of the Property in accordance with
applicable Environmental Legislation.

RECEIVER'S ACCOUNTS

18.

THIS COURT ORDERS that any expenditure or liability which shall properly be
made or incurred by the Receiver, including (subject to the approval of the Codrt)'
the fees of the Receiver and the fees and disbdrseménts of its legal counsel,
incurred at the normal rates and charges of the Receiver and its counsel (the
“Receiver’'s Operating Costs”), shall be allowed o it in passing its accounts and
shall form a first charge on the Properly in priority to all security interests, trusts,
liens, charges and encum_b_ranc,es, statutory or othemise, in favour of any

-12-
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19.

20.

Person, mcludmg, without limitation, the security interest of Peoples Trust
Company (the "Recelver’s Charge").

“THIS COURT ORDERS.the Receiver and -its legal. counsel shall pass its

accounts from time to time, and for this purpose the accounts of the Recelver

and its legal couhse_l are referred to a judge of the Commercial List of the Ontario ,

Superior Court of Jnstice.

THIS COURT ORDERS that prior to the passing of its accounts, the Receiver

shall be at liberty from time to time to apply reasonable amounts, out of the
monies in its hands, against its fees and disbursements, including legal fees and
disbursements, incurred at the normal rates and charges of the Receiver or its
counsel, and such amounts shall constitute advances agarnst its remuneratron
and disbursements when and as approved by this Court.

FUNDING OF THE RECEIVERSHIP

21.

THIS COURT ORDERS that the Receiver be at liberty and it is hereby
empowered to borrow by way of a revolving credit or otherwise, such monies
from time to time as it may consider necessary or desirable, provrded that the
outstanding pnnclpal amount does not exceed $750 000 (or such greater amount
as this Court may by further Order authorize) at any time, at such fate or rates of
interest as it deems advisable for such period or periods of time as it may
arrange, for the purpose of funding the exercise of the powers and duties
conferred upon the Receiver by this.Order, including interim expenditures. The
whole of the Property shall be and is hereby charged by way of a fixed and
specific charge (the "Receivers Borrowings Charge") as security for the payment
of the monies borrowed, together with interest and charges thereon, in priority to
all security interests, trusts, liens, charges and encumbrances, statutory or

otherwise, in favour of any Person, but subordlnate in priority to the Receiver's
Charge.

-13-




22, THIS COURT ORDERS that neither the Receivevr's Borrowings Charge nor any
other security granted by the Receiver in connection with its borrowings under
this Order shall be enforced without leave of this Cout.

23. THIS COURT ORDERS that the Receiver is at liberly and authorized to issue
certificates substantially in the form annexed as Appendix "C" hereto -(the
"Receiver's Certificate‘s").for any amount borrowed by it pursuant to this Order,

24.  THIS COURT ORDERS that the monies from tfime to time borrowed by the
Receiver pursuant to this Order or any further order of this Court and any and all

~ Receiver's Certificates evidencing the same or any part thereof shall rank on a
pari passu basis.

LIMITATION ON THE RECEIVER’S LIABILITY

25. THIS COURT ORDERS that the liability that the Recelver may incur as a resuit
of its appointment or as a result of the performance of its duties hereunder other
than the Heceiver’s-Operating Costs or any liability arising as a result of its gross
negligence or wilful misconduct (the “Receivers Liabilities”), shall be limited in
the aggregate o the Net Reall__iable’ Value of the Property. The Net Realizable
Value of the Property shall be the pr.oéeed_s realized in cash from the disposition
of the Properly after the Recelver's Operating Costs, .including monies borrowed
hereund_ér,- have been baid.

26.  THIS COURT ORDERS that the Receiver's Liabilities shall form a charge on the
Net Realizable Value of the Property (the “Receivers Liability Charge”)
subordinate 1o the Receiver's Charge and the Receiver's Borrowings Charge.

GENERAL

27. THIS COURT ORDERS that ihe Receiver may from fime to time apply to this

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

-14.
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29.

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 or elsewhere 1o give effect to this Order and to assist the Receiver
and its agents in canying out the terms of this Order. All courts, tribunals,
regulatory and administrative 'bbdlje,s_, are hereby respectiully requested to make
such orders and to provide such assistance to the Receiver, as an officer of this
Court, as may be _ri‘ecéééér& or desi,rable fo give effect to this Order or to assist
the Re:ceiver and-its'agéms in carrying out the terms of this Order.

THIS COURT ORDERS that the Receiver be at liberty and is hereby authorized
and empowered 1o apply to any court, tribunal, regulatory or administrative body,

wWherever loba_ted, for the recognition of this Order and for assistance in carrying
out the terms of this Order.

THIS-COURT ORDERS that the Applicant shall have its costs of this motion, up
to and including entry and service of this Order, as provided for by the terms of

the Plaint'iff’s security or, if not so provided by the Plaintiff's security, thgn' ona
substantial indemnity basis.

THIS COURT ORDERS that any intérested party may apply to this Court, within

30 days of mailing to them-of a copy of this Ordef,_to vary or amend this Order on -

seven (7) days'_notice_'tb the Receiver and to any other party likely to be affected

by the order sought OF upon stich other notice, If any; as this Court may oder.

%

/ JOSEPH P VAN TASSEL

REGISTRAR

ENTERED AT/ INSCRIT A TORONTO
ON/BOOK NO;
LE /DANS LE REGISTRE Nev.:

JAN 7 4 Tl

PEH/PA%
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TO:

AND TO:

AND TO:

~ ANDTO:

f APPENDIX “A”
SERVICE LIST
PARAGON HEALTH CARE INC.
3595 Keele Street
Toronto, Ontario
M3J 17

Attention: Gerald Harquail, President

1508669 ONTARIO LIMITED
103-111 Pelham Road

St. Catherines, Ontario

L2S 189

Attention: Gerald Harquail, President

SACK GOLDBLATT MITCHELL
Suite 1130, Box 180

20 Dundas St. W.

Toronto, Ontario

M5G 2G8

Attention: Michael Kainer
Tel: (416) 977-6070
Fax: (416) 591-7333

Solicitors for Service Employees International Union, Local 1.0,
Canadian Union of Public Employées and its Local 1263 and the Nursing
Homes and Related Industries Pension Plan

MINISTRY OF FINANCE, Insolvency Unit
33 King Street West, 6" Floor

Oshawa, Ontario

L1H 8H5
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"~ AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

DEPARTMENT OF JUSTICE (CANADA)
Ontario Regional Office

The Exchange Tower, Box 36

130 King Street West, Suite 3400
Toronto, Ontario

M5X 1K6

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

LANG MICHENER LLP
BCE Plagce, P.O. Box 747
Suite 2500, 181 Bay Street
Toronto, Ontario

MSJ 2T7 '

Attention: Les Wittlin
Tel: (416) 360-8600
Fax: (416) 365-1719

Solicitors for Mintz & Partners Limited

Ginette Harquail )

¢/o Paragon Health Care Inc.
3595 Keele Street

Toronto, Ontario

M3J 1M7

MINISTRY OF HEALTH AND LONG TERM CARE

56 Wellsley Street West, 9" Floor
Toronto, Ontario
M7A 2J9

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

CAPPELLACCI DAROZA LLP

462 Wellington Street West; Suite 500
Toronto, Ontario -

M5V 1E3

Attention: Ernest J. Cappellacci
Tel:  416-955-9500

‘Fax:  416-955-9503

Solicitors for Diversicare

-17-
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APPENDIX “B"
LEGAL DESCRIPTIONS OF PROPERTY

Part Lot 17, Concession 3, W.Y.S., Township of York, designated as Part 1, Plan 64R-

- 9597, City of Toronto, Properiy Identifier Number 10181 -0039(LT), municipally known
" as 3595 Keele Street, Toronto, Ontario.

Lots 81_-4-819 and 857-861, TP Plan 94 Grantham, City of St. Catharines, Property
Identifier Number 46172-0268(LT) municipally known as 103-111 Pelham Road, St.

Catharines, Ontario and Lots 738-739, TP Plan 94, Granthiam, City of St. Catharines,

Property Identifier Number 461 72-0309(LT), municipally known as 34-36 Whitworth
Street, St. Catharines, Ontario.
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APPENDIX "C”
RECEIVER CERTIFICATE

'CERTIFICATE NO.

AMOUNT $

1. THIS IS TO CERTIFY that [RECEIVER'S NAME], the interim receiver and
receiver and manager (the "Receiver") of all of the assels, undertakings and properties
of [DEBTOR'S NAME] appointed by Order of the Ontario Superior Court of Justice (the
"Court") dated the ___ day of _ , 2006 (the "Order") made in an action (the

"Aciion") having Court file number 06-CL-___ , has received as such Receiver from
* the holder of this certificate (the "Lender") the principal sum of $_

being
which the Receiver is authorized to

part of the total principal sum of $._
borrow under and pursuant to the Order.

2, The principal sum.evidenced by this certificate is payable on demand by the

Lender with interest ihg[epn calculated and comp_ou_nded‘[daily][mbﬁthly'noi In advance

onthe " day of eabh-ﬁio_’nih] after the date herebf ata notional rate per ahnum

equaltotherate of ____ pe'r cent ébbv,e'the prime commercial lending rate of Bank of
from time to time.

3. Such principal sum with interest thereon is, by the terms of the Order, together
with the principal sums and interest thereon of all other certificates ‘issued by the

- Receiver bursuant to the Order or t6 any further order of the Codrt. a charge upon the

whole of the Property (as defined in the Order), in priority to the security interests of any
othef person, but éubjéct to the briority of the charges set out in the Order, and the right
of the Recelver to indemnify itself out of such: Property' in respect of its remuneration,
expenses and liabilities, -

4, All sums payable in respect of principal and interest under this certificate are
payable at the main office of the Lender at Toronto, Ontario. -

-19- -




8. Untit ail liability in respect of this certificate has been terminated, no certificates
creating charges ranking or purporting to rank in pnonty to this cemﬁcate shall be lssued
by the Recelver to any person other. than the holder of this cerhﬁcate without the prior

i wntten consent of the holder of this cemﬁcate

6. The charge securing this cerlificate shall operate so as to permit the Receiver to
deal with the Property. (as defined in the Order) as authorized by the Order and as
authorized by any further or other order of the Court.

7. The Receiver does not undertake, and it is not under any personal liability, to pay
any sum in respect of which it may issue certificates under the terms of the Order.

DATED the day of , 20086.

[RECEIVER'S NAME], solely in its capaclty as
Receiver of the Properly (as definedinthe
Order), and not in its personal capacity

Per. -

Name:
Title:

TOR_LAWA 6220395\

T .20-
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APPENDIX “B”

TO THE SECOND REPORT TO THE COURT OF MINTZ & PARTNERS LIMITED,
AS INTERIM RECEIVER AND RECEIVER AND MANAGER OF PARAGON
HEALTH CARE INC., PARAGON HEALTH CARE (ONTARIO) INC. AND 1508669
ONTARIO LIMITED '
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Court File No. 06-CL-6233

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

BETWEEN:

PEOPLES TRUST COMPANY
Applicant

- and.-

PARAGON HEALTH CARE INC. AND 1508669 ONTARIO LIMITED

Respondents

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

INTRODUCTION

1. Fursuant to an Order of the Ontario Superior Court of Justice (Commercial List) (the “Court”)
dated January 23, 2006 (the “Appointment Order”), Mintz & Partners Limited ("MPL") was
appointed as Interim Recelver and Receiver and Manager (the "Recelver”) of all the assets,
undertakings and propeﬂy of Paragon Health Care Inc. (“Paragon) Paragon Health Care
(Ontario) Inc. (“Paragon Ontario”) and 1508689 Ontario Limited (“1508669") (collectively, the

Compames") effective 9:00 am on January 24, 2006 (the “Appointment Date"). A copy of the
Appointment Order is attached hereto as Appendix “A”.

Paragon’s assets comprise fhe Casa Verde Health Centre, a 252-bed nursing home ("Casa Verde
Nursing Home”) and a 94-bed retirement home (“Casa Verde Retirement Home") (collectively,
with Casa Verde Nursing Home, “Casa Verde”) located at 3595 Keele Street, Toronto, Ontario.
1508669's assets comprise the West Park Health Centre ("West Park”), a 93-bed nursing home
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5.

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

Paragon Ontario is a non-operating enﬂty which employs certam nursing staff used by Casa
Verde.

This First Report of the Receiver (the-"Report”) provides the Court with a summary of the
Receiver’s activities since the Appointment Date. Additionally, the purpose of this Report is to
inform the Court and/or obtain approval of the following:

o the Reoeiver's activities in taking possession of the assets of the Companies;

» the Receiver's activities in operatmg the Homes since the Appomtment Date to the date of
thls Report;

e operating results for the Homes;

¢ a proposed distribution of $200,000 to Peoples Trust Company (“Peoples”), the first
secured creditor; and

o the fees and disbursements of the Receiver and those of its counsel.

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

TERMS OF REFERENCE .

6.

In preparing this Report, the Receiver has relfled upon records of the Companies and unaudited
financial information prepared by the Companies or Diversicare Canada Management Services
Co., Inc. (‘Diversicare”), The Receiver has not perfdrmed an audit or other verification of such
information.

The Receiver has soughtthe advice of Gowling Lafleur Henderson LLP ("Gowlings”), counsel to
Peoples, for general legal matters that have arisen in respect of the recéhn'ership_s. Where the
Réceiver has required independent legal advice, the Receiver has sought the counsel of Lang
Michener LLP (“Lang Mictiener”).

40
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POSSESSION AND SECURITY

8. On January 24, 20086, the Receiver attended at both the Casa Verde and West Park locations,
The Receiver was accompanied by Tepresentatives of the Minis't;y of Health and Long-Term Care
(the "MOH") and Dii/ersicére, who the Receiver retained to manage the day-to-day operations of
the Homes. The Receiyer’initia_lly’ met with each facility’s Administrator to advise them of the
Appointment Order. The Recelver then held rb_tating méetln_gs with the Facilities’ staff at each of
the Homes to advise them of the Appointment Order and the Receiver's mandate. At those
meetings, representatives of the MOH indicated that resident care standards were being
maintained and confirmed that the MOH would continue to monitor the Homes to ensurs that the
Homes continued to meét the standard of care required by the MOH.

9. OnJanuary24, 2008, the Receiver aranged for locks to be changed on key exterior and interior
doors at eéch_'of the Facilities. Due to the nature of the Facilities’ ope"rétions. the Receiver did not
change the locks on all doors, Copies of the keys were provided to Diversicare who then
distributed those keys to the appropriate staff who required access. The Receiver also arranged
for the changing of the code to the keypad on the external doors,

_10. On January 24, 2008, the Receiver made anangements-for Can-Am Appraiz Inc. to conduct an

inventory of the fixed assets at each facility and provide an apgraiéai of same,

11..  OnJanuary 24, 2006, theReceiver contacted the financial institutions at which the Companies'

bank accounts were maintained and informed them of the receliership proceedings, provided
them with a copy of the Appointment Order and requested that the Companies’ accounts be frozen
and that all funds in the aqco_tints be fo'n_uar,d'ed; to the Receiver. On February 2, 2008, the
Recelver recelved $55,181.19 from Royal Bank of Qariada‘ in respect of Paragon bank accounts,
$3,479.39 in respect of Paragon Ontario bank accounts and $32,194.32 in respect of 1508669
bank accounts. On March 3, 2008, the Receiver received a further $16,715.22 from TD Canada
Trustin respect of Paragon bank accounts, The Receiver also took possession of blank cheques
for the frozen accounts that were at the Facilies,

12. O_n January 24, 20(_]6,_ t,he'R'eceiver.wrote to the Companies’ insurance broker, Canada Brokeriink
(Ontario) Inc. (the “Insurer’), informing it of the receiverships of the Companies and requesting
that the Receiver be added as named insured and loss payee on the Companies’ "pdlijcies. The’

- sttt —— —. < 5
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13.

14.

Insurer subsequently confirmed the addition of the Receiver to the Companies' policies. The
Receiver later confirmed through Firstbrook Cassie Anderson, an insurance broker that
specializes in insurance coverage for insolvent situations, that the Receiver's coverage through
the insurer was adequate,

On January 24, 200(5, the Receiver wrote to ADP Canada ("ADP"), the Companies’ payroll service
provider, informing it of the recéiverships of the Compah[es_and requested that ADP set up new
Payroll accounts in order to provide for a seamless continuance of payroll fo the Companies’
employees, '

On February 3, 2008, the Receiver issued for each of the Companies the Notice of Receiver
pursuant to section 245(1) (the “Notice”) of the Bankruptcy and Insolvency Act to all unsecured

. creditors and forwarded the Report of Receiver pursuant to section 246(1) of the Bankruptcy and

‘Insolvency Act (*BIA") ("'Secti@:.n 246(1) Report” to the Official Receiver. On November 28, 2005,
the Receiver forwarded the Reportof the Receiver pursuant to section 246(2) of the BIA (“Section
246(2) Report”) for each of the Corhpanies to the dfﬁcl_al_Réceiver. Copies of the thice. the
Section 246(1) Report and the Section 246(2) Report for the Companies are aftached hereto as

Appendix “B».

MANAGEWMENT OF THE HOMES

15.

16.

By agreement ’datgd January 24, 2008 (the “Management Agreement’), the Receiver engaged
Diversicare to actas day-to-day manager of Casa Verde and West Park on behalf of the Receiver.
The Management Agreement was entefed into with the "conqur[ence‘of Peoples and Canada

Mortgage and Housing Corporation (“QMHO") after receiving twb proposals from companies toact

as managers of the Hcarries7 Diversicare has significant nursing home and retirement home
experience as a manager and owner of nursing and retirement honies across Cangda.

Diversicare has assigned a regional manager to each home and engaged their intemal specialists
innursing, dietary, administration, environmental, inarkeling and accounting to review and advise
the Receiver on the opsrations of the Homes. Pursuant to the Management Agreement,
Diversicare has prepared operational review reports on both Facilities and has prepared budgets
for both f_aciliﬁeé based on past operations at the Homes and their éxpen'ence in the long-term

 care industry.
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17. Diversicare maintains lhe accouhtin‘g records for the Homes and provides the Receiver with
monthly Operating Statements with éomparisons to budget including a variance analysis. Atthe

Recelvers request, Diversicare has also prepared cash flow forecasts for the Homes which are
updated from time-to-time,

18. Diversicare maintains the bank accounts for the Homes and reconciles the monthly bank
statements, The Receiver reviews and cb-signs all disbursements.

EMPLOYEES AND UNIONS

19. Prior to the date,qf-the' Appoin_t;hent Order, the Receiver, through and in conjunction with
Gowlings, contacted Sack Goldblatt Mitchell LLP ("Sack”), counsel for the following unions:

i) Service Employees International Union ("SEIU") Local 1.0n, which represented the full-
and part-time service employees ’ei.nployed by Casa Verde; ’

i) . SEUJLocal 204, which represented the full and parttime registered nurses employed by
Paragon Ontario; and '

iii) -Canadian Union of Publi&: Employees Local 1263 (“CUPE"), which represented all
services employees at West Park. Local 1263 represents registered practical nurses,
support services staff and health care aides at West Park.

20. The Receiver contacted SEIU and CUPE {collectively, the "Unions’) to inform them of the
impending recelvership proceedings and to make arrangements satisfactory to Peoples and the
Recelver that would limit the liability of the Receiver if th operations of the Facliities were o be
continued by the Receiver. The Unions indicated that tﬁey,w_duld .t':.odperate with the Receiver if

- the Recéive.r» ente'réd"into an a'gr:e'em@ht.esééntlally ‘cbhﬁrming.that the Receiver recogniZed-and ,
would abide by substantially all of the terms of the collective agreements that were currently in
place at both Casa Verde and West Park. In return, the Unions would agree that the Receiver

excgpi as speciﬁcally disclosed. Following exténsive negotlations bétw'ee‘n lhef-'Receiver,
Gowlings, Lang Mlqhener_ and Sack.-, the Receiver entered into separate agreements with both

Unlons dated Janiuary 24, 2006 (e "Union Agreements")
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A condition of the Union Agreements was that the Receiver agreed to fund union dues arrears of
$13,150 and estiniated-bénisidn fund'épntribut.ion amears of $14_f2,800 with respect tg_i union
employees at Casa Verde and estimated pension fund contribuition aears 0f $46,400 with respect
to union embloyéés at West Park that were outstandirig and unpaid as of the date of the
Appbintment Order, subject! to a final reconciliation when a final accounting of outstanding
amounts was available, . '

With respect to union dues arrears for West Park, the amount outstanding, if any, was unknown at E
the date of the Union Agree'mentbutwas. tobe subsequently calculated after a reconcliiation was

* performed by CUPE and Diversicare. it was subsequently determined that no further amountwas

owing with respect to union dues arrears for West Park. '

- With respect to union dues arrears for Casa Verde, the actual amount of union dues arrears, after

completion of the fina} reconciliation, was $1_4.357. which ainOunt was paid in March 2606 once
the members ralified the Union Agreemients. Al pre-receivership union dues have now been paid.

The pension contribution arrears were funded in 8 equal monthly ins_talments for each Home

commencing in February 2006 with the final payment made on September 1, 2006,

On October 11, 2006, t':_éu'nsel for the Unions wrote to.counsel for the Récgiver alleging that
pension contributions arreas remained outstanding in the amount of $46,207 for Casa Verds and
$11,797 for West Paric. Aftef further Feview, the Recaiver dstermined that the claimed arrears
Were for penaities and interestin respect of unpaid pension cdnirlbuﬁ_ons for the pre-Appointment
period. The Recelver has questioned the validity of these chargés and. the matter remains
unresolved with the Unions. ' ’

Afurther condition of the Union Agreements was that the Receiver agreed to recognize wage rate
increases that were included in Memoranda of Settlement as previously agreed to between the
Unions and the Companies to the extent tha_x_t those wage rate increases had not é[re‘a'd& been
provideq ta the applicable union employees. In addition, the Regéi&er agreed that the '\}?agg_rate

increases would take effect as of thie date of the Mérﬁorapga of Settlement such thatthe Receiver - :

agreéd, upon ratification of the L@hlo.rv.}\gl_ree'rne'rt’ts by the Unloris, to make lump sum paymenis to_

applicable employees. In April 2006, ldmp sum payments totalling $38,709 were made in respect
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27,

28.

of retro pay for union employees of Casa Verde, of which $31,492 related to the pre-receivership
period. No refro pay amounts were required for union employees of West Park. '

As previously mentioned, the Receiver met with all of the employees of Casa Verde and West

Park on January 24, 2006 to. inform them of the fgcgivership-proqeedirigs. These meetings with

employees took place in the _rhbrning. . aftem‘oon and evening at each facility in order to
accommodate all shifts atthe Homes. At those meetings, the Receiver informed the employees
that the Appointment Order and Ontario Law Had the effect of tenninaﬁnQ their employment with
the Combanies, however the Receiver indicated that it would engage all of the employees on a
temporary basis to continue to work In the Homes, The Receiver informed those employe_es that
were members of the Unions thatit had entered into the Union Agreements and that their salaries
and benefits would remain as they were prior to the receivei'ship. For those non-union employees,

receivership except that the employment agreements would be on a temporary basis. A sémple

. copyof the lelter provided to emplbyees of Paragdn and Paragon Ontario is _altaé:hed herein as'

Appendix “C”.

On our about February 9, 2006, the Receiver was Informed that coverage for employee medical .

and dental expeijlses had been suspended by the Corhp’ar_ﬁes'_ insurance carrier, Desjardins
Financlal Security Life Assurance Company (‘Desfardins”) even though the Recelver had

previously forwarded the Febryary: 2006 premiuins 1o the broker, Automated Administration

Services (*AAS”). Notwithstanding fie Receiver putting Desjardins on notics that itwas potentially

violating paragraph 12 of the Appointment Order that required suppliers such as Desjardins to
continue to supply insurance covéfége. Desjardins was taking the position that coverage had
terminated after two successive monthly premiums due November 1,2005and December 1, 2005
were unpalid. The total amount of unpaid premiums was $1 31,730.75. After lengthy negotiations,
the Receiver eventually reached a settlement with Desjardins whereby full coverage would be
reinstated from the date of the-Appointment Order for_Wérd’ahd unpaid benefit claims from prior to
the date of the Appointment Order (‘Pre-Appointment Claims”) would be processed by
Desjardins, h@wéver outstanding pre-redeivership premiums would not be péld. On or about
March 9, 2006, er_hp'lqyee benefit coveragé was reinstated by Desjardins. As a result of the

- Desjardins but paid by the. Recelver fogether with a 15% administrative broce‘ssing fes to

15

“the Recelver indicated that, it would be entering into employment agreements with those
- employees on eSs'eritial!y the same terms {wages and benefits) as were in place prior to:the
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sellement, the Receiver paid $96,687 to Desjardins on account of the Pre-Appointment Claims

(includin_g the administrative processing fee) which was approximately $35,000 less that the
unpaid pre-receivership premiums. . ’

With réspect to Casa Verde, upon the commencement of the receivership, the Receiver retained
all 234 employees, 210 of which belonged to SEIU and 24 of whom were salaried employees. At

~ thattime, the occupancy for the Nursing Ho_lﬁe was 67% and for the Retirement Home was 50%.

Diviersicare, after having éva_l;iaf'ed staffing le\)elg rélative to occupancy and workloads at Casa
Verde, advised the Recelver that it would be appropriate to terminate 9 unlonized positions and 2
salaried positions. The Recaiver issued notices of layoff and bumping letters to both the affected

- employees and the Unions pursuant to the respective collective agreement. Subsequehﬂy, dueto

Increased occupancy throughout the bajance of 2006 and early 2007 due to renovations cairied
out by the Recsiver to bring 38 unused beds in the 2 East Wing of Casa Verde back into service
and improve the accc‘mimodations for 55 beds in the 1 E,ast-ang of Casa Verde, the Receiver has
'increase'd; dccupancy,_to 82_'%.aé_ of Februéry é8. _2007 resuiting in the need to inicrease étafﬁhg-
levels to 231 union and 21 salaried employees.

RESIDENTS

30.

31,

Upon its appointment, the Receiver éngnged meetings with the residents of both Homes and their -
families to inform them of the receivership and answer questions they may have regarding the -
receivership process and the Recelver's mandate. The Receiver arrariged for Facilities’ staffto

telephone family merﬁbéff,s of each resident to.inform them of the date:aind ﬁmé of the meeting.

The meeting for Casa Vérdg-regiqénts and -lhb;i}families was held during the evening of January

25, 2006 while the mesting for West Park esidents and their familles was held he evening of

January 26, 2006. Represehtativ_es’-qf the MOH a_m_i Diverslcarg alSo'attended the meetiligs and
addressed any questions énd concems raised. Also at these meetings, the Receiver diéb'ibu(e_d,a
letter to residents and their fam ilies providing further details on the receivership, a sample copy of
the Paragon letter is attached hereto as Appendix ", '

Since the date of the Appointment Order, the Recelver has not been contacted by any residents of

. the Homes or any family members expressing concems.

46
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MINISTRY OF HEALTH AND LONG-TERM CARE

32, Prior to the commencement of the receiverships, representatives of the Receiver,.Gowlings. Lang

Michener and Diversicare attended meetings, including conference calls with the MOH to discuss
the proposed receiverships and any MOH issues or concems therewith. Atthese meetings, the
MOH wished to ensure that the appropriate standard of care was maintained dun'ng the transition
phase of the receiverships and therefore indicated that ihey would have MOH staff present during
the taking possession period and also at any mestings to be held with residents and staff.

33, At those_ meetings with résidents and staff, MOH ,rep;esent_‘ati.\_/esindicated- to residents. and
employees that from the MOH's perspeciive, there were no issues with the standard of care that
was being provided fo residents.

34. In late February 2006, the MOH commenced their annua) Inspections of both Casa Verde and
West Park. Each inspection was completed in approximately one week for each facility.

35. For Casa Verde, from a compliance perspective, the Report of Unmet Standards or Criteria
indicated that there were no unmet standards. ’From an environmental standpoint, the MOH

. identified four unmet “Criteria” or “standards”, all of which were subsequently rectified, and two

areas of non-compliance, which the home addressed in a Coimpliance Plan which was accepted
by the MOH. The dietary review identified five unmet criteria, all of which were subsequently
addressed and corrected,

86.  For West Park, the MOH identified “unmet standards” that involved insufficient lighting, a cold

elevator, minor kitchen Upgrades and exhaust fans, and insufiicient resident room chairs,

Diversicare has Informed the Receiver that all of the _MCH.“unr'ﬁet standards” ha\/é' been
addressed to the MOH's satisfaction.

3. in January. 2007, the MOH completed their annual inspéctions for both Homes. For West Park,

“there were g few minor operation items cited which have been addressed. For Casa Verde,

however, the MOH identified certain unmet standards and areas of non-compliarice. At a meeting
on-February 6, 2007 with the Receiver and vaersicare. the MOM informed that it was placing the
home under enforcement inspection for a period up to 90 days. The Receiverand Diversicare met

again with the MOH on March 9, 2007 to discuss the results of the MOH's prefiminary enforcement

oy e s e sy 4
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inspection review. Diversicare, in cdnjuné_tion with Casa Verde's Adnministrator, have submitted a
.Compliance Plan 1o the MOH fo address the areas of non-compliance, which the Recelver is

closely monitoring, The Recelver has also confimed that Diversicare will be supplying increased

management resources to Casa Verde to'address and rectify the areas of hon-compliance,

deterrhirie'd tﬁét thé lnﬁiai -ppst-receivershi'p payfr_uents for th'efperiod _Janua_ry 24 t031, 2006 werg

calculated l‘nc_o'rre'cuy, resulting ina funding shor.lfélllto the Receiver of approximately $97,500-for :

Paragon and $92,000 for 1508689, The MOH subsequently -agreed with the Receiver's
calculations and provided the Receiver with the funding shortfall in March 2006.

ASSETS OF THE COMPANIES

'39,

40.

4.

According to Paragon's qnaudited trial balancé for the year ended December 31, 2005, the assets
of Paragon'consist of cash in the bank, dccounts receivable from certain residents of CasaVerde,

food and supply inventory and the Jand and building including the equipment, furniture and fixtures
located therein. In addition, Paragon is the beneficial owner of 252 nursing home bed licences.

E gnd{uding the equ[bment,,ﬁrrnlture éhd fixtures therein.and 101 n'u,rsi,ng"'home bed Iioenqgs_, of
which eight of the licences are currently being held in abeyance as that facility does not have -
sufficlent rooms to utilize thess licencas,

In order to assist the Ré{:éwer in assessing any offers for the assets of the. Companies, the
Receiver engaged Healthtrust Canada (*Healthtrust”) and’.McKenzie, Ray, Heron, & Edwardh

s
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(‘McKenzie), two valuation firms which specialize in senior housing and healthcare real estate
valuation, io prepare appi‘éisals for both properiies. McKenzje Is expected {o submitits appraisal
in March 2007. HealthTrust, on thejbtherhand, informed the Receiver that while it has completed
its field work and éésessm‘ent ofthe pfoberty, it cannot complete its appraisal of the property until

" the Long-Term Care Act, proposed legislation which apparently will provide for revised licensing

standards for nursing homes including a possible time limit on nursing home licenses, is clarified
and/or enacled, At the request of Peoples and CMHC, the Receiver has delayed its marketing
program for the Homes until it receives the aforementioned appraisals, atwhich point the Recelver
intends to apply to the Court to seek approval of the Receiver's marketing program.

CAPITAL IMPROVEMENTS TO THE FACILITIES

42,

43.

Upon taking possession of the assets of the Companies, at the Receiver’s request, Diversicare
undertaok an operational review of e Faclities whichi included an analysis of the physical plant.
Diversicare’s initial assessment indicated that the roofs at both Facilities required repair. With the
Receiver's authorization, Diversicare engaged Gatland Canada Inc. (“Garland”) to inspect the
roofs and advise as to the condition and the estimated cost of any necéssary repairs. Garland
provided Roof Inspection Reports which indicated that significant repairs were required at both
Facilities. Gaﬂand estimated the cost of the roof repalrs for Casa Verde to be $631,000 which
would occur in three phases ovei a thee year period. The estimated costfor 2006 was $280,200.
For West Park, Garland estimated the cost of the roof repairs fo be $191 ,000 which wotild oceur in

- two phases over a two year period.

The Receiver authorized Diversicare to solicit 5 quotes for the first phase of the repairs to the roof
at Casa Verde based on the #peclﬁcations provided by Garland. With the agreefrient of Peoples
and CMHC, the Receiver authorized Diversicare to proceed to have Specified Roofing Contractors
inc. carry out the first phase of the roof repair. This work was completed in the summer and fall
of 2006 at a cost of approximately $270,000. The second phase of the roof repair was tendered in
January 2007 and the tender of Crawford Roofing Corporation at $222,600 was accepted by the
Receiver. The repairwork commenced in February 2007 and should be c':dmpléted inlate spi-ing

- 2007,

The Recelver also authorized Diversicare tosolicit5 Quotes for the repairs to the roof at West Park
based on the specifications provided by Garland. With the agreement of Peoples and CMHC, the

19
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Receiver authorized Diveriéicare to proceed to have Aggressive Metals Inc. carry out the first
phase of the roof repair. This work was completed in the summer of 2006 at a cost of

. @pproximately $120,000, Th_e second phase of roof repairs, estimated to cost approximately

$100,000, will be put out for tender in the spring 0f2007.

450 In its operational review of Casa-Verde, Diversicare indicated that the HVAC system was not

48,

47.

functioning properly and required significant repairs. After completion of a quotation process and
with the approval of Peoples and CMHC, the repairs were completed in the spring of 2006 at a
cost of approximately $56,000.

Diversicare further identified that there was a lack of sufficient furniture in certain areas of Casa
Verde and that cerigin of the furniture was of poor quality and required replacement. The

Receiver directed Diversicare to conduct a tender Process for the required furniture which resulted

in the purchase of approximately $81,500 of'beds, chairs, couches and other miscellaneous
furniture pieces.

Alsoin its operational review of Casa Verde, Diversicare indicated that the deteriorated physical

condition in the 1 East Wing and 2 EastWing of Casa Verde was inhibiting the Facility's ability to

attrai_:_t and refain residents in these areas, These areas were characterized by painted
cinderblock walls and deteriorated tilo ﬂoo_rs. Diversicare suggested that certain physical

improvements» to these areas, such as installing drywall over tHe cinderbloclg and carpeting over
the file floors, would greatly improve the appearance of these areas arg facilitate the Recelver's

" Wingrenovations were complefed in September 200 at a costof approximately $19,000 forrew

48.

carpeting. The renovations of the 1 East Wing commenced in October 2006 and are scheduled to
be completed in late March 2007 at an approximate cost of $68,000.

The MOH, in its audit of West Park in February 2006, indicated that, in addition to the roof
deficiency, there were deficiencies with certain windows in the Facility, in that the seals on these
windows were no longer sufficient such that they were prone to causing drafts in certain of the
rooms. After the completion of a tender process and with the approval of the Receiver, Peoples
and CMHC, Bosfon Windows was engaged to complete the work at an approximate cost of

EBVTITILIL et Aot v e b e e
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49.

$72,000. As of the date of this Report, substantially all the windows have been installed with the
balance to be completed by the end of March 2007.

In total, since the Appointment Date, the Recewer has to date expended $353 974 for capltal
additions in Casa Verde Nursmg Home $74 607 in Casa Verde Retlrement Home and $205 249
for West Park.’

OPERATIONAL RESULTS

50.

. Bl

§2.

Atthe Appointment Date, the occupancy at Casa Verde Nursing Home was 168 beds (67%) and
47 beds (50%) for Casa Verde Refirement Home. As of February 28, 2007, occupancy has
increased to 208 beds (82%) in Casa Verde Nursing Home and 52 beds {(56%) in Casa Verde
Retirement Home. The increase in occupancy can be attributed to the following:

e ageneral decrease in available beds in competitor nursing and retirement homes in the
North Toronto ares;

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

= the creation of model suites fora better presentation fo potentiat residents; and

e improved appearance of Casa Verde through repairs and maintenance authonzed bythe
Receiver and effected through Dwersrcare

Occupancy at West Park has remained relahvely consistent at an average rate of approximately
97% since the Appomtment Date.

~ Attached hereto as Appendix “E” is an operating statement summary for Casa Verde Nursing

Home for the period Jahuary 24,2006 to December 31, 2006 (the “Results Period"). Casa Verde
Nursing Homie has generated positive net operating Income (before consideration of interest,
depreciation and. capital expenditures) of $611,041 over the Results Period. Monthly results at
Casa Verde Nursing Home are showing an upward trend due to the positive |mpact ofi mcreased

- accupancy commencing in July 2006. Itis anticipated that results will continue on the same trend
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53.

for 2007 once the renovations to 1 East Wing are completed and all 252 rooms are available for
occupancy. '

Attached hereto as Appendix “F" is an operating statement summary for Casa Verde Retirement
Home for the Results Period, ‘Casa Verde Retirement Home experienced a netoperating loss of

- $227,450 (be_fore’con.sideration of interest, depreciation and capital expenditures) over the Results .

-Period as a result of occu'pancy levels in the 50% range from the Apbdintment Date to May 31,

2006. Since Jisne 1, 2008, occupancy has been onan upwérd.t'_r_end, reaching alfnést 65% by the
end of August 2006, resulting in lower monthly riet operating losses. Itis anticipated that lower
monthlj/ net operétin'g losses will continue in 2007 as improved occupancy is expected, however
significantly increased occupancy is required before Casa Verde Retirement Home can generate
an operating profit. '

Attached hereto as Appendix “G” is an operating statement summary for West Park for the
Results Period. Consistently strong occupancy at West Park has generated positive net operating
income of $403,413 (be'foré consideration of interest, depreciation and capital ekpenditures) over
the Resuilts Period which is anticipated to continue in 2007.

INTERIM STATEMENT OF RECEIPTS AND DISBURSEMENTS

55.

58.

Attached hereto as Appendix “H”, “}" and “J” are the Recelver’s Interim Statements of Receipts
and Disbursements for the period January 24, 2006 to February 28, 2007 (the “R&D") for each of
Paragon, Paragon Ontario and 1508669, respectively. These statements reflect transactions
through the Receiver's accounts and do not reflect the receipts and disbursements of the
operating accounts managed by Diversicare for the Receiver, Which are maintained on-an accrual
basis and are reflected in the aforementioned operating statement summaries.

On the 22™ day of each month, MOH funding Is deposlted into the Receiver's trust account, the
amount of which is based on the census at the Homes and is falﬂy consistent manth to month,
Each month, Diversicare provides the Receiver with a cash flow forecast for the Honmes and a
funding request to meet the Homes’ cash flow requirements, The Receiver provides the requisite
funding to Diversicare and holds the balance in its trust account.
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57.  Assetoutin the RE&D's, tﬁe current cash balances as at February 28
the Companies is as follows: '

‘Company Cash Balance
Paragon $404,834
Paragon Ontario ) 3,603
1508669 307!52_4
“Total | - $715,961

58, Diversicare's operating accounts contain the following cash balances as at February 28, 2007
Facility Cash Balance
Casa Verde Health Ceitre $494,575
Casa Verde i?etirement Home . ' 222,729
West Park 434,643
Total $1,151,947

D}versicare from the Receiver on or about Fgﬁruary 23, 20b7, Wwhich funding is required to fund
* operations at the Homes until March 22, 2007 when the

22, next month's funding from the MOH is
available. '

RECEIVER’S CERTIFICATES

In order to meet jts payroll obligations during the first two weeks of the receiveréhips. the Recelver
issued the following Receiver Certificates;
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i) Receiver Certificate #1 isstied January 24, 2006 to Peoples in respect of 1508669 in the
amount of $102,273.42,

i) Receiver Certiﬁcate #2 issued January 30, 2006 to Peoples in respect of Paragon Ontario
in the amount of $72,000; and

jif) Receiver Certificate #3 issued January 30, 2006 to Peoples in respact of Paragon in the
amount of $193,000.

In each of the cases above. the proceeds from the Receiver Certificates were pald direcily by
Peoples Trust to ADP payroli servrce in. order.to fund payroll As of the date of this Report,

Receiver Cerhf' cate #1 has been repard while Recelver Certrﬁcates#? and # remain outstandrng_

and will be repard as Soon as practical from surplus cash ﬂow

PROPOSED DISTRIBUTION TO PEOPLES TRUST _

60.

61.

62..

As indicated above, the Receiver: has approximately $307 000 in cash in its 1508669 trust
account.

With respect to the property assets and undertakmg of 1508669 and the business of Wast Pairk,
Peoples holds the secunty desonbed in Appendix agr, including the chargelmortgage of land,
dated August 14, 1995 and registered August 17, 1995 as instrument number RO898419 in favour
of Sun Life Assurance Company of Canada for the principal amount of $3,941,505 and assigned
to Peoples by assrgnment of chargelmortgage of land dated June 13, 2000 and registored June

15, 2000 as instrument number RO768790, and related personal property security (the “West
Park First Mortgage”).

“The Recenver received an opinjon from Lang Mrchener dated March 8, 2007 that under the laws of
B Ontano. the various secuntres held by Peoples rncludmg the West Park First Mortgage. constitute -

legal, valid and blndrng obllgallons of 1508669 eniorceable against 1508669 by Peoples in
accordance with their terms, and- oreate in favour of Peoples. vailid ¢ secunty interests, mortgages
and charges in and over the property assets and undertakmg in which 1508669 has nghts
securing payment and performance of the  obligations sectired thereby.
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63.

64.

65.

66.

Appendix “L" lisis the vérlou_s financing statements filad under the Personal Property Security Act
{Ontario) in respect of the security interest of Peoples,

The Recelverhas received a simitar security opinlon-ln respectofthe secured indebtedness owing
to Peoples by Paragon.

As of February 5, 2007, the outstanding balance under the West Park First Mortgage is
$2,841,983, which Includes interest and late paymentinterest of $288,982, Peoples has informed

the Receiver that itwould like to receive payment against interest arrears should there be sufficient
excass cash flow that is not required to operate West Park. '

The Recelver has determined that $200,000 would be an appropriate amount to distribute to

Peoples as partial payment against inferest airears under the West Park First Mortgage and is
seeking the Court's approval for same.

STATEMENTS OF ACCOUNT OF THE RECEIVER AND ITS COUNSEL

67.

68.

69.

The Receiver's fees for services rendered for the period January 24, 2006 to January 31, 2007 are

particularized in the Affidavit of Daniel R, Weisz, swom March 26, 2007 and the involces attached

as exhibits thereto. The total amount of the Involces for this period s $262,226.56 in respect of
Paragon and $99,630.41 in respect of 1508669, '

coungel;' for the period January 24, 2006 to March 21, 2007 are patticularized in the Affidavit of
Leslle Wittiin, sworn March 27, 2007 and the involces altachéd as exhibits the_reto. The total

amount of the invoices for this period Is $48,821.81 in respect of Paragon and $15,041.96 in
respect of 1508669.

Thefeesand disbursements of Lang Michener LLP ("Lang Michener®), the Receiver's Independent

The fees and disbursements of Gowling Lafleur Henderson LLP (*Gowlings™), counsel for Peoples
Trust, in respect of work performed for the Receiver, forthe perlod January 24, 2006 to December
31, 2008 are particularized in the Affidavit of Harry Vanderlugt, sworn March 26, 2007 and the
invoices attached as exhibits thereto. The total amount of the invoices for this period is
$39,756.47 in respect of Paragon and $10,718.81 in respect of 1508669.

e
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70. The Recenver has. reviewed the i mvoxces of Lang Mlchener and Gowlmgs and finds the work
performed and charges to be appropriate and reasonable

71. The Receiver has sought and recelved the approval of Peoples prior to taking Interim draws
against the fees of the Recewer, Gowlmgs and Lang Michener.

72, The Receiver is herein seeking the Court’s approval of its activities up to the date of this report
and its fees as set out above. The Receiver is also seekmg the Court's approval for the fees of
Gowlings and Lang Michener as discussed above,

. RECEIVER'S REQUEST TO THE COURT

:73. . The Receiver is respectively seeking an order approving the following:

i) the actions and actii)iﬁes of the Receiver from the Appointment Date to March 26, 2007;

ify a distribution to Peoples in the amount of $200,000 for payment against the amrears on the
first mortgage on 1508669 and

ili) the fees for semces rendered of the Receiver for the period to January 31, 2007, the fees
' and dlsbursaments of Lang Mlchener for the penod to March 21, 2007 and lhe fees and
disbursements of Gowlmgs for the period to December 31 2006.
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All of which is respectfully submitted to this Honourable Court,

DATED this 26th day of March, 2007.

MINTZ & PARTNERS LIMITED

Interim Receiver and Receiver and Manager of

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

. Daniel R. Weisz, CACIRP, CIRP Hartley Bricks, MBA, CA-CIRP, CIRP
Senjor Vice President : Vice President
=ODMAPCDOCSIMINTAZ84936\

TOR_LAWA 6544834
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APPENDIX “C”

TO THE SECOND REPORT TO THE COURT OF MINTZ & PARTNERSLIMITED’,’

AS INTERIM RECEIVER AND RECEIVER AND MANAGER OF PARAGON'
HEALTH CARE INC,, PARAGON HEALTH CARE (ONTARIO) INC. AND 1508669
ONTARIO LIMITED

CONFIDENTIAL INFORMATION MEMOHANDUM UNDER SEAL WITH COURT.
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APPENDIX “D”

TO THE SECOND REPORT TO THE COURT OF MINTZ & PARTNERS LIMITED,
AS INTERIM RECEIVER AND RECEIVER AND MANAGER OF PARAGON
HEALTH CARE INC., PARAGON HEALTH CARE (ONTARIO) INC. AND 1508669
ONTARIO LIMITED
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FORM OF OFFER TO PURCHASE ASSETS OF
PARAGON HEALTH CARE INC. and
1508669 ONTARIO LIMITED (collectively, the “Corporations”)
PURSUANT TO AN AGREEMENT OF PURCHASE AND SALE

TO: " MINTZ & PARTNERS LIMITED, in its capacity as Court-appointed
Interim Receiver and Receiver and Manager of Paragon Health Care Inc.,
Paragon Health Care (Ontario) Inc. and 1508669 Ontario Limited (the
“Receiver”)

1. ® (the “Purchaser”)

(Name of prospective purchaser)
2. ®

(Address of prospective purchaser)

3. o
(Telephone number)
4, ®

(Facsimile number)

5. The undersigned hereby irrevocably offers to purchase the respective Corporations’ right,
title and interest, if any, in and to (Check as applicable):

O the Casa Verde Assets only as such term is defined in the Agreement of Purchase
and Sale,

O the West Park Assets only as such term is defined in the Agreement of Purchase
and Sale,

I the Casa Verde Assets and the West Park Assets,
for the total cash sum of @ dollars (§ @).

6. Enclosed is a certified cheque or bank draft payable to “Mintz & Partners Limited”, in the
amount of ® dollars ($®) representing ten per cent (10%) of the total cash amount of
this offer.

7. The undersigned hereby represents and warrants that it is a “Canadian” as defined in the
Investment Canada Act. '

8. The undersigned acknowledges receipt of a copy of the form of Agreement of Purchase
and Sale (the “APS”) attached hereto as Schedule “A” and agrees that the APS is
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incorporated into and forms a part of this offer and that this offer is made on the terms of
the APS, with necessary changes.

2007.

Dated at Toronto, this day of

o
Per:

Name:
Title:

I have the authority to bind the corporation.

TOR_LAW\ 6603918\1
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AGREEMENT OF PURCHASE AND SALE
BETWEEN

MINTZ & PARTNERS LIMITED, solely in its capacity as
court-appointed interim receiver and
receiver and manager of Paragon Health Care Inc.,
Paragon Health Care (Ontario) Inc. and
1508669 Ontario Limited and not in its personal capacity,
as Vendor o

— and_

L J
as Purchaser

® 2007

GOWLINGS
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AGREEMENT OF PURCHASE AND SALE
THIS AGREEMENT is dated as of @, 2007
BETWEEN:

MINTZ & PARTNERS LIMITED, solely in its capacity as court-
appointed interim receiver and receiver and manager of Paragon Health
Care Inc., Paragon Health Care (Ontario) Inc. and 1508669 Ontario
Limited and not in its personal capacity

(the “Vendor”)
-and -
®  a corporation existing under the laws of ®
(the “Purchaser”)
CONTEXT:

A. Pursuant to an order of the Honourable Justice Cumming of the Ontario Superior Court of
Justice (Commercial List) dated January 23, 2006, Mintz & Partners Limited was appointed
interim receiver and receiver and manager (the “Receiver”) of the Debtors (as defined below)
effective 9:00 a.m. on January 24, 2006 pursuant to Section 47 of the Bankruptcy and Insolvency
Act (Canada) and Section 101 of the Courts of Justice Act (Ontario).

B. The Vendor wishes to sell and the Purchaser wishes to purchase the Assets (as defined
below) upon and subject to the terms and conditions of this Agreement.

FOR GOOD AND VALUABLE CONSIDERATION, the parties agree as follows:

ARTICLE 1
INTERPRETATION

1.1 Definitions
In this Agreement the following terms have the following meanings:!

“1508669” means 1508669 Ontario Limited.

! This Agreement has been drafted for the purchase and sale of both the Casa Verde Assets and the
West Park Assets. If the Purchaser wishes to purchase either the Casa Verde Assets or the West
Park Assets, the definitions and Schedules related to the assets not purchased will be removed from
this Agreement and the remainder of the Agreement will be amended accordingly.



“Accrued Payroll” means the Casa Verde Accrued Payroll and the West Patk Accrued
Payroll.

~ “Agreement” means this agreement, including all Schedules and Exhibits, as it may be
* supplemented, amended, restated or replaced from time to time by written agreement
between the parties. ' '

“Applicable Law” means, at any time, with respect to any Person, property, transaction
or event, all applicable laws, statutes, regulations, treaties, judgments and decrees and
(whether or not having the force of law) all applicable official directives, rules, consents,
approvals, by-laws, permits, authorizations, guidelines, orders and policies of any
governmental or regulatory body or Persons having authority over that Person, property,
transaction or event.

“Appointment Order” means the order of the Court dated January 23, 2006 appointing
Mintz & Partners Limited as Receiver of the Debtors effective 9:00 a.m. on January 24,
2006.

“Approval and Vesting Order” is defined in Section 4.3(a).
“Assets” meahs the Casa Verde Assets and the West Park Assets.

“Assumed Employee Liabilities” means the Casa Verde Assumed Employee Liabilities
and the West Park Assumed Employee Liabilities.

“Assumed Employees” means the Assumed Salaried Employees and the Assumed
Unionized Employees.

“Assumed Salaried Employees” means the Casa Verde Assumed Salaried Employees
and the West Park Assumed Salaried Employees.

“Assumed Unionized Employees” means the Casa Verde Assumed Unionized
Employees and the West Park Assumed Unionized Employees.

“Assumed Obligations” the Casa Verde Assumed Obligations and the West Park
Assumed Obligations.

“Benefit Plans” means the Casa Verde Benefit Plans and the West Park Benefit Plans.

“Buildings and Fixtures” means the Casa Verde Buildings and Fixtures and the West
Park Buildings and Fixfures.

“Business” means the Casa Verde Business and the West Park Business.

“Business Day” means any day other than a Saturday, Sunday or statutory holiday in the
Province of Ontario or any other day on which the principal chartered banks located in
the City of Toronto are not.open for business during normal banking hours.
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“Casa Verde Accrued Payroll” means the portion of the current payroll which has been
earned by the Casa Verde Employees as at the Closing Date but which has not been paid.

“Casa Verde Assets” means the right, title and interest of Paragon, if any, in and to the
Casa Verde Owned Real Property, Casa Verde Buildings and Fixtures, Casa Verde
Equipment, Casa Verde Intellectual Property, Casa Verde Inventory, Casa Verde
Intangibles, Casa Verde Contracts and Casa Verde Licences.

“Casa Verde Assumed Employee Liabilities” means all wages, statutory deductions,
remittances, assessments, bonuses, vacation pay, sick leave, severance pay, termination
pay, amounts paid in lieu of notice, payments under the collective agreement for the Casa
Verde Employees and any other remuneration, benefits and deductions for all the Casa
Verde Employees, including without limitation pension plan contributions and any other.
amounts required to be paid in respect of pension plans in which Casa Verde Employees
participate, that become due and payable after the Closing Date.

“Casa Verde Assumed Obligations” means all obligations and liabilities of the
Debtor(s) under the Casa Verde Contracts that the Purchaser has agreed to assume as of
the Closing Date by way of separate and specific written agreement with the Vendor or
party or parties to whom the relevant obligations and liabilities are owed and the Casa
Verde Assumed Employee Liabilities.

“Casa Verde Assumed Salaried Employees” means all persons who are employed in
the Casa Verde Business, as at the Closing Date, including those on short term disability
leave, maternity leave or other permitted leave, but excluding the Casa Verde Assumed
Unionized Employees.

“Casa Verde Assumed Unionized Employees” means all persons who are employed in
the Casa Verde Business as at the Closing Date, whose employment is governed by the
Casa Verde Collective Agreements.

“Casa Verde Benefits Plans” means any of the following (whether written, unwritten or
terminated): (a) any employee welfare benefit plan, including but not limited to, any
medical plan, life insurance plan, short term or long term disability plan and dental plans;
and, (b) any employee pension plan, including, but not limited to any supplemental or
excess pension plan, any deferred compensation plan, any registered pension plan or any
other arrangement under which employees are provided with retirement income; in each
case, provided, sponsored, administered or contributed to by the Debtor(s) in relation to
the Casa Verde Assumed Salaried Employees and/or the Casa Verde Assumed Unionized
Employees.

“Casa Verde Buildings and Fixtures” means all plant, buildings, structures, erections,
improvements, appurtenances and fixtures situate on the Casa Verde Owned Real
Property on the Closing Date.

“Casa Verde Business” means the business carried on on the Closing Date at the Casa
Verde Owned Real Property in any way related to the operation of nursing homes and
retirement homes at the said location.
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“Casa Verde Collective Agreements” means, collectively, the collective agreement
between Paragon and Service Employees International Union Local 204 (now known as
Service Employees International Union Local 1.0N) (“SEIU”) in respect of the Casa
Verde Health Centre which expired on December 31, 2003 and the Memorandum of
Agreement modifying and extending that collective agreement ‘until April 30, 2007; the
SEIU collective agreement with Paragon in respect of the Casa Verde Retirement
Home/Casa Verde Independent Living Centre which expired on December 31, 2003 and
the Memorandum of Agreement modifying and extending that collective agreement until
April 30, 2007; and the collective agreement between Paragon Ontario and SEIU in
respect of the Registered Nurses employed at the Casa Verde Health Centre which
expired on June 30, 2004, as may be extended from time to time.

“Casa Verde Contracts” means the Casa Verde Collective Agreements and the
agreements listed in Schedule 1A.

“Casa Verde Employees” means the Casa Verde Assumed Salaried Employees and the
Casa Verde Assumed Unionized Employees.

“Casa Verde Equipment” means the equipment and tools of Paragon located at the Casa
Verde Owned Real Property.

“Casa Verde Intangibles” means the choses in action, accounts receivable and other
similar rights or claims directly related to the Casa Verde Business.

“Casa Verde Intellectual Property” means all applications and registrations for the
copyrights, patents, patent applications, industrial designs, engineering drawings and
tooling designs of Paragon listed in Schedule 2A.

“Casa Verde Inventory” means the inventory of Paragon located at the Casa Verde
Owned Real Property.

“Casa Verde Licences” means the licences listed in Schedule 3A.

“Casa Verde Owned Real Property” means the lands and premises more particularly
described in Schedule 4A.

“Closing” means the successful completion of the Transaction.

“Closing Date” means the second Business Day following the date on which the
Approval and Vesting Order is granted, or such later date as agreed by the parties.

“Collective Agreements” means the Casa Verde Collective Agreements and the West
Park Collective Agreements.

“Communication” means any notice, demand, request, consent, approval or other

~ communication which is required or permitted by this Agreement to be given or made by

a party.

109



“Confidential Information” has the meaning set out in the Confidentiality Agreement.
“Contracts” means the Casa Verde Contracts and the West Park Contracts.
“Court” means the Ontario Superior Court of Justice (Commercial List).

“Debtors” means Paragon, Paragon Ontario and 15086697 and “Debtor” means one of
the Debtors, as applicable.

“Deposit” is defined in Section 2.7(a).

“Employees” means the Assumed Salaried Employeés and the Assumed Unionized
Employees.

“Equipment” means the Casa Verde Equipment and the West Park Equipment.
“ETA” means the Excise Tax Act (Canada).
“Governmental Authority” means:

(a) any federal, provincial, state, local, municipal, regional, territorial, aboriginal, or
other government, governmental or public department, branch, ministry, or court,
domestic or foreign, including any district, agency, commission, board, arbitration
panel or authority and any subdivision of the foregoing exercising or entitled to
exercise any administrative, executive, judicial, ministerial, prerogative,
legislative, regulatory or taxing authority or power of any nature; or

(b) any quasi-governmental or private body exercising any regulatory, expropnatlon
or taxing authority under or for the account of any of the foregoing.

“GST” means all goods and service taxes payable under the ETA.

“Intellectual Property” means the Casa Verde Intellectual Property and the West Park
Intellectual Property.

“Intellectual Property Assignment Agreement” means the assignment agreement to be
entered into between the Vendor and the Purchaser with respect to the assignment of the
copyrights, industrial designs, patents and patent applications described in Schedule 2, in
the form attached as Exhibit A.

“Inventory” means the Casa Verde Inventory and the West Park Inventory.
“Licence(s)” means the Casa Verde Licences and the West Park Licences.
“MOM” means the Ministry of Health and Long-Term Care.

“Owned Real Property” means the Casa Verde Owned Real Property and the West Park
Owned Real Property .
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‘“Paragon” means Paragon Health Care Inc.
“Paragon Ontario” means Paragon Health Care (Ontario) Inc.

“Paragon’s Premises” means the premises owned by Paragon and municipally known as
3595 Keele Street, North York, Ontario.

“Person” means an individual, body corporate, sole proprietorship, partnership or trust or
unincorporated association, unincorporated syndicate, unincorporated organization, or
another entity, and a natural person, acting in his or her individual capacity or in his or
her capacity as executor, trustee, administrator or legal representative, and any
Governmental Authority. ) :

“Purchase Price” means $ @

“Transaction” means the transaction of purchase and sale contemplated by this
Agreement.

“West Park Accrued Payroll” means the portion of the current payroll which has been
earned by the West Park Employees as at the Closing Date but which has not been paid.

“West Park Assets” means the right, title and interest of 1508669, if any, in and to the
West Park Owned Real Property, West Park Buildings and Fixtures, West Park
Equipment, West Park Intellectual Property, West Park Inventory, West Park Intangibles,
West Park Contracts and West Park Licences.

“West Park Assumed Employee Liabilities” means all wages, statutory deductions,
remittances, assessments, bonuses, vacation pay, sick leave, severance pay, termination
pay, amounts paid in lieu of notice, payments under the collective agreement for the West
Park Employees and any other remuneration, benefits and deductions for all the West
Park Employees, including without limitation pension plan contributions and any other
amounts required to be paid in respect of pension plans in which West Park Employees
participate, that become due and payable after the Closing Date.

“West Park Assumed Obligations” means all obligations and liabilities of the Debtor(s)
under the West Park Contracts that the Purchaser has agreed to assume as of the Closing
Date by way of separate and specific written agreement with the Vendor or party or
parties to whom the relevant obligations and liabilities are owed and the West Park
Assumed Employee Liabilities.

“West Park Assumed Salaried Employees” means all West Park Salaried Employees
who are employed in the West Park Business, as at the Closing Date, including those on
short term disability leave, maternity leave or other permitted leave, but excluding the
West Park Assumed Unionized Employees.

“West Park Assumed Unionized Employees” means all persons who are employed in
the West. Park Business as at the Closing Date, whose employment is governed by the
West Park Collective Agreements. ’
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“West Park Benefit Plans” means any of the following (whether written, unwritten or
terminated): (a) any employee welfare benefit plan, including but not limited to, any
medical plan, life insurance plan, short term or long term disability plan and dental plans;
and, (b) any employee pension plan, including, but not limited to any supplemental or
~ excess pension plan, any deferred compensation plan, any registered pension plan or any
other arrangement under which employees are provided with retirement income; in each
case, provided, sponsored, administered or contributed to by the Debtor(s) in relation to
the West Park Assumed Salaried Employees and/or the West Park Assumed Unionized
Employees. c

“West Park Buildings and Fixtures” means all plant, buildings, structures, erections,
improvements, appurtenances and fixtures situate on the West Park Owned Real Property
on the Closing Date.

“West Park Business” means the business carried on on the Closing Date at the West
Park Owned Real Property in any way related to the operation of nursing homes at the
said location.

“West Park Collective Agreements” means the collective agreement between 1508669
and Canadian Union of Public Employees Local 1263 and the memorandum of settlement
effective to December 31, 2006, as may be extended from time to time.

“West Park Contracts” means the West Park Collective Agreements and the agreements
listed in Schedule 1B.

“West Park Employees” means the West Park Assumed Salaried Employees and the
West Park Assumed Unionized Employees.

“West Park Equipment”’ means the equipment and tools of 1508669 located at the West
Park Owned Real Property.

“West Park Intangibles” means the choses in action, accounts receivable and other
similar rights or claims directly related to the West Park Business.

“West Park Intellectual Property” means all applications and registrations for the
copyrights, patents, patent applications, industrial designs, engineering drawings and
tooling designs of 1508669 listed in Schedule 2B.

“West Park Inventory” means the inventory of 1508669 located at the West Park
Owned Real Property.

“West Park Licences” means the licences listed in Schedule 3B.

“West Park Owned Real Property” means the lands and premises more particularly
described in Schedule 4B. ‘
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1.2  Entire Agreement

This Agreement, together with the agreements and other documents to be delivered pursuant to
this. Agreement, constitute the entire agreement between the parties pertaining to the subject
- matter of this Agreement and supersede all prior agreements, understandings, negotiations and

discussions, whether oral or written, of the parties, and there are no representations, watranties or

other agreements between the parties in connection with the subject matter of this Agreement
except as specifically set out in this Agreement or the other agreements and documents delivered
pursuant to this Agreement.

1.3  Time of Day

Unless otherwise specified, references to time of day or date mean the local time or date in the
City of Toronto, Province of Ontario. :

1.4  Business Day

Whenever any payment to be made or action to be taken under this Agreement is required to be
made or taken on a day other than a Business Day, the payment is to be made or action taken on
the next Business Day following.

1.5  Governing Law and Attornment

This Agreement is governed by, and is to be construed and interpreted in accordance with, the
laws of the Province of Ontario and the laws of Canada applicable in the Province of Ontario.
Each of the parties hereby irrevocably and unconditionally attorns to the exclusive jurisdiction of
the courts of the Province of Ontario.

1.6  Certain Rules of Interpretation

(a) In this Agreement, words signifying the singular number include the plural and
vice versa, and words signifying gender include all genders. Every use of the
word “including” in this Agreement is to be construed as meaning “including,
without limitation”.

(b)  The division of this Agreement into Articles and Sections, the insertion of
headings and the provision of a table of contents are for convenience of reference
only and do not affect the construction or interpretation of this Agreement.

(©) Wherever in this Agreement reference is made to a calculation to be made in
accordance with GAAP, the reference is to the GAAP from time to time approved
by the Canadian Institute of Chartered Accountants, or its successor, applicable as
at the date on which the calculation is made or required to be made in accordance
with GAAP.

(d)  References in this Agreement to an Article, Section, Schedule or Exhibit are to be
construed as references to an Article, Section, Schedule or Exhibit of or to this
Agreement unless the Context requires otherwise.
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(e)

63)

Unless otherwise specified in this Agreement, time periods within which or
following which any payment is to be made or act is to be done will be calculated
by excluding the day on which the period commences and including the day on
which the period ends. If the last day of a time penod is not a Business Day, the
time period will end on the next Business Day.

Unless otherwise specified, any reference in this Agreement to any statute
includes all regulations made thereunder or in connection therewith from time to
time, and is to be construed as a reference to such statute as amended,
supplemented or replaced from time to time.

1.7 Schedules and Exhibits

The following is a list of Schedules and Exhibits:

Schedule

Schedule 1
Schedule 2
Schedule 3
Schedule 4

Schedule 5

Exhibit
Exhibit A
Exhibit B

Exhibit C

Subject Matter Section Reference
Contracts 1.1
Intellectual Property , 1.1
Licenses | 1.1
Owned Real Property 1.1
Allocation of Purchase Price 2.8

| Subject Métter Section Reference
Form of Intellectual Property Assignment Agreement 5.2
Form of Approval and Vesting Order 4.3
Form of Bill of Sale and Assignment 5.2

ARTICLE 2

SALE AND PURCHASE AND ASSIGNMENT

2.1 Sale and Purchase of Assets

Subject to the terms and conditions of this Agreement, the Vendor will sell to the Purchaser and

114

the Purchaser will purchase the Assets on the Closing Date. The Purchaser acknowledges that it
is not purchasing any other property or assets of the Debtor(s) other than the Assets.



2.2  Assignment and Assumption of Contracts

Subject to the conditions and terms of this Agreement the Vendor will assign to the Purchaser
all of the Debtor(s)’ rights, benefits and interests in and to the Contracts, if any and the Purchaser

- will assume the Assumed Obligations.

This Agreement and any document delivered under this Agreement will not constitute an
assignment or an attempted assignment of any Contract contemplated to be assigned to the
Purchaser under this Agreement which is not assignable without the consent of a third party if
such consent has not been obtained and such assignment or attempted assignment would
constitute a breach of such Contract or, in the alternative, if an order of the Court authorizing and
approving the assignment of the Contracts to the Purchaser has not been obtained. At the option
of the Vendor, any such assignment may be made in the name of and on behalf of the Debtor(s).

2.3 “As is, Where is”

The Purchaser acknowledges that the Vendor is selling the Assets on an “as is, where is” basis as
they exist on the Closing Date. The Purchaser further acknowledges that it has entered into this
Agreement on the basis that the Vendor does not guarantee title to the Assets and that the
Purchaser has conducted such inspections of the condition of and title to the Assets as it deemed
appropriate and has satisfied itself with regard to these matters. No representation, warranty or
condition is expressed or can be implied as to title, encumbrances, description, fitness for
purpose, merchantability, condition, quantity or quality, assignability or in respect of any other
matter or thing whatsoever concerning the Assets or the right of the Vendor to sell them save and
except as expressly represented or warranted in this Agreement. Without limiting the generality
of the foregoing, any and all conditions, warranties or representations expressed or implied
pursuant to the Sale of Goods Act (Ontario) or similar legislation do not apply to this transaction
of purchase and sale and have been waived by the Purchaser. The description of the Assets
contained in the Schedules is for purposes of identification only. No representation, warranty or
condition has or will be given by the Vendor concerning completeness or the accuracy of such
descriptions.

24  Owned Real Property

The Purchaser acknowledges that it has, at its own expense, examined title to the Owned Real
Property and satisfied itself as to the state thereof, and satisfied itself as to:

(a) outstanding work orders affecting the Owned Real Property; and

(b)  the use of the Owned Real Property being in accordance with applicable zoning
requirements and satisfied itself that the Buildings and Fixtures may be insured to
the satisfaction of the Purchaser.

The Purchaser further acknowledges that, notwithstanding any statutory provisions to the
contrary, the Purchaser has no right to submit requisitions on title or in regard to any outstanding
work orders, deficiency notices or orders to comply issued by any Governmental Authority and

~ the Purchaser will accept the title to the Owned Real Property subject to any Permitted

Encumbrances, except as otherwise provided in this Agreement.
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2.5  Assumed Obligations

In connection with its acquisition of the Assets, the Purchaser will assume the Assumed
Obligations on Closing. On Closing, to the extent necessary, the Purchaser will enter into an
assumption agreement in form and substance satisfactory to the Vendor. The Purchaser

acknowledges that the Vendor will have no responsibility whatsoever for curing any defaults, -

paying any arrears, or performing any obligations under or with respect to the Contracts.
2.6  Excluded Obligations

Other than the Assumed Obligations, the Purchaser will not assume and will not be liable for any
other liabilities or obligations of the Debtot(s).

2.7  Payment of the Purchase Price

On or prior to the Time of Closing, the Purchaser will pay the Purchase Price to the Vendor as
follows:

(a) the sum of $ @, the receipt of which the Vendor acknowledges, will be paid by
the Purchaser upon execution of this Agreement as a deposit (the “Deposit™) to be
held by the Vendor in trust until the Closing and will be credited toward the
Purchase Price upon Closing; and

(b)  the balance of the Purchase Price, after crediting the Deposit and adjusting for
such usual and customary real property adjustments agreed upon between the
Vendor and the Purchaser, will be paid upon Closing.

The Vendor agrees to cause the Deposit to be placed into an interest bearing account or
certificate of deposit, with all interest earned or accrued to be paid or credited to the Purchaser at
the Time of Closing, unless the Purchaser forfeits the Deposit as provided below in which event
the interest will be paid to the Vendor. Unless otherwise agreed, all amounts payable to the
Vendor either by way of Deposit or at the Time of Closing will be paid to the Vendor in cash, or
by cheque certified by, or draft of, a major Canadian bank listed in Schedule I to the Bank Act
(Canada). The Purchaser acknowledges and agrees that the Deposit is non-refundable save and
except as provided under Section 5.9.

2.8  Allocation of Purchase Price
The Purchase Price will be allocated among the Assets in accordance with Schedule 5.
2.9  Accrued Payroll Payment

Upon delivery of proof of payment of the Accrued Payroll to the Employees by the Purchaser,
the Vendor shall pay the Purchaser the amount of such Accrued Payroll.

11

116



2.10 Taxes

2.11

2.12

(a)

(b)

17

The Purchaser will pay upon Closing, in addition to the Purchase Price, all
applicable federal, provincial and municipal or local taxes exigible in connection
with the purchase and sale of the Assets including, without limitation, land
transfer tax, goods and services tax and Ontario retail sales tax. Alternatively,
where applicable, the Purchaser will have the option to furnish the Vendor with
appropriate exemption certificates.

The Purchaser agrees to indemnify and save the Vendor harmless from and
against all claims and demands for payment of all applicable taxes including
penalties and interest and any liability or costs incurred as a result of any failure
to pay such taxes when due. '

Assumed Salaried Employees

(2)

(b)

On or before the Closing Date, subject to Closing, the Purchaser will offer
employment to all the Assumed Salaried Employees at the same rate of wages and
benefits then in effect, and upon other terms and conditions that are the same as
those of his or her current employment, which employment will commence from
the Closing Date. The Purchaser in making the offer of employment will
recognize the seniority and years of service of such Assumed Salaried Employees.

The Purchaser acknowledges and agrees that:

) the Vendor makes no representation or warranty that any Assumed
Salaried Employee will accept employment with the Purchaser, and

(ii)  the acceptance by Assumed Salaried Employees of offers of employment
with the Purchaser will not constitute a condition to the Purchaser’s
obligation to complete the Transaction.

Assumed Unionized Employees

(a)

(b)

In accordance with Applicable Law, the Purchaser shall become the successor
employer under the Collective Agreement with respect to the Employees whose
employment is governed by the Collective Agreements and shall be bound by and
comply with the terms of the Collective Agreements.

Effective as of the Closing Date the Purchaser shall assume all of the Debtor(s)’
liabilities and obligations (and the liabilities and obligations of the Vendor, if any)
under the Collective Agreements, including all of the Debtor(s)’ liabilities and
obligations (and the liabilities and obligations of the Vendor, if any) under the
Benefit Plans.
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2.13 Assumed Employees General

(2)

(b)

©

(d)

Until the Closing Date, subject to the Purchaser’s assumption of the Accrued
Payroll and Assumed Employee Liabilities, the Debtor(s) will be responsible for
payment of all wages, statutory deductions, remittances, assessments, bonuses,
vacation pay, sick leave, severance pay, termination pay, amounts paid in lieu of
notice, payments under the collective agreement for the Debtor(s)’ Employees
and any other remuneration, benefits and deductions for all the Employees,
including without limitation pension plan contributions and any other amounts
required to be paid in respect of pension plans in which Casa Verde Employees
participate, that become due and payable prior to the Closing Date. On the
Closing Date, the Purchaser will assume the Accrued Payroll and the Assumed
Employee Liabilities. '

Effective as of the Closing Date, the Purchaser will assume the obligations of the
Debtor(s) and the Vendor, if any, under the Benefit Plans and all of the
obligations, liabilities and responsibilities of the Debtor(s) and/or the Vendor as
sponsor under the Benefit Plans relating to the Assumed Employees.

Except to the extent otherwise imposed by Applicable Law, the Debtor(s) will be
responsible for all unpaid workers’ compensation amounts, including payroll
premiums, non-compliance charges, experience rating surcharges, work week
surcharges, levies and penalties relating to the Employees arising out of events
occurring on or prior to the Closing Date, and the Purchaser will be responsible
for all such amounts arising out of events occurring on or after the Closing Date
and relating to the Assumed Employees.

The Purchaser agrees to indemnify and save the Vendor harmless from and
against all claims and demands for payment in connection with the Assumed
Employee Liabilities.

ARTICLE 3
REPRESENTATIONS AND WARRANTIES

3.1  Purchaser’s Representations

The Purchaser represents and warrants to the Vendor that:

(@)

(b)

the Purchaser is a corporation duly incorporated, organized and subsisting under
the laws of @

the Purchaser has all necessary corporate power, authority and capacity to enter
into this Agreement and to perform its obligations and the execution and delivery
of this Agreement and the consummation of the transactions contemplated have
been duly authorized by all necessary corporate action on the part of the
Purchaser;
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(d)

(e)

®

(2

the Purchaser is not a party to, bound or affected by or subject to any indenture,
agreement, instrument, charter or by-law provision, order, judgment or decree
which would be violated, contravened or breached by the execution and delivery

by it of this Agreement or the performance by it of any of the terms contained in
" this Agreement; '

to the best of the Purchaser’s knowledge, no actions or proceedings are pending or
have been threatened to restrain or prohibit the completion of the Transaction;

this Agreement and all other documents contemplated hereunder to which the
Purchaser is or will be a party have been or will be, as at the Time of Closing,
duly and validly executed and delivered by the Purchaser and constitutes or will,
as at the Time of Closing, constitute legal, valid and binding obligations of the
Purchaser, as the case may be, enforceable in accordance with the terms hereof or
thereof;,

the Purchaser is not a non-Canadian person as defined in the Investment Canada
Act; and

the Purchaser will be registered under Part IX of the ETA on or before the Time
of Closing.

3.2  Vendor’s Representations

The Vendor represents and warrants to the Purchaser that:

(2)

(b)

©

(d

upon the granting of the Approval and Vesting Order, the Vendor has the right to
enter into this Agreement and to complete the Transaction;

the Vendor is not a non-resident of Canada within the meaning of that term as
used in the Income Tax Act (Canada);

save and except for the charges created pursuant to the Appointment Order, the
Vendor has not previously sold or done any act to encumber the Assets; and

to the best of the Vendor’s knowledge, no actions or proceedings are pending and
none have been threatened to restrain or prohibit the completion of the
Transaction contemplated by this Agreement.
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ARTICLE 4
CONDITIONS

4.1 Conditions of the Purchaser

The obligation of the Purchaser to compléte. thé Tran‘saétioﬁ is squect to the following
conditions being fulfilled or performed at or prior to the Time of Closing:

(a)

()
©

(d)

all representations and warranties of the Vendor contained in this Agreement will
be true as of the Closing Date with the same effect as though made on and as of
that date;

no action or proceedings will be pending or threatened to restrain or prohibit the
completion of the Transaction contemplated by this Agreement;

the Vendor will have performed each of its obligations under this Agreement to
the extent required to be performed on or before the Closing Date; and

no material loss or damage to the Assets will have occurred -on or before the
Closing Date. :

The foregoing conditions are for the exclusive benefit of the Purchaser. Any condition may be
waived by the Purchaser in whole or in part. Any such waiver will be binding on the Purchaser
only if made in writing,

4.2 Conditions of the Vendor

The obligation of the Vendor to complete the Transaction is subject to the following conditions

(a)

(b)

©

(d)

" being fulfilled or performed at or prior to the Time of Closing:

all representations and warranties of the Purchaser contained in this Agreement
will be true as of the Closing Date with the same effect as though made on and as
of that date;

no action or proceedings will be pending or threatened to restrain or prohibit the
completion of the Transaction contemplated by this Agreement;

the Purchaser will have performed each of its obligations under this Agreement to
the extent required to be performed on or before the Closing Date; and

no material loss or damage to the Assets will have occurred on or before the
Closing Date.

The foregoing conditions are for the exclusive benefit of the Vendor. Any condition may be
waived by the Vendor in whole or in part. Any such waiver will be binding on the Vendor only if
made in writing.
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4.3 Mutual Conditions

The obligations of the Vendor and Purchaser to complete the Transaction are subject to the
following conditions being fulfilled or performed at or prior to the Time of Closing:

(a) an order will have been made by the Court on or before ® approving this
Agreement and the Transaction and vesting in the Purchaser all the right, title and
interest of the Debtor(s) in the Assets free and clear of all liens, security interests
and other encumbrances, such order to be substantially in the form of the order
attached hereto as Exhibit B (the “Approval and Vesting Order”);

(b)  the Approval and Vesting Order will not have been stayed, varied or vacated and
no order will have been issued and no action or proceeding w111 be pending to
restrain or prohibit the completion of the Transaction; and

‘ (c) on or before ®, the MOH shall have approved the purchasé by the Purchaser
% contemplated under this Agreement and the MOH shall have issued the
Licence(s) to the Purchaser.

The parties hereto acknowledge that the foregoing conditions are for the mutual benefit of the
Vendor and the Purchaser.

4.4 Non-Satisfaction of Conditions

If any condition set out in this Article is not satisfied or performed prior to the time specified
therefor, a party for whose benefit the condition is inserted may in writing:

(a) waive compliance with the condition in whole or in part in its sole discretion by
written notice to the other party and without prejudice to any of its rights of
termination in the event of non-fulfilment of any other condition in whole or in

part; or
(b) elect on written notice to the other party to terminate this Agreement before
Closing.
ARTICLE 5
CLOSING
51 Closing

The completion of the Transaction will take place at the offices of Gowling Lafleur Henderson
LLP, on the Closing Date at the Time of Closing or as otherwise determined by mutual
agreement of the parties in writing.
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5.2  Purchaser’s Deliveries on Closing

At or before the Time of Closing, the Purchaser will execute and deliver to the Vendor the
following, each of which will be in form and substance satisfactory to the Vendor, acting
reasonably: ' ‘

(8  payment of the balance of the Purchase Price;
(b)  the Intellectual Property Assignment Agreement,
(c) a bill of sale and assignment substantially in the form of Exhibit C;

(d)  acertificate dated the Closing Date, confirming that all of the representations and
warranties of the Purchaser contained in this Agreement are true as of the Closing
Date, with the same effect as though made on and as of the Closing Date;

(¢)  a certificate dated the Closing Date, confirming that each of the conditions
precedent in Section 4.1 of this Agreement have been fulfilled, performed or
waived as of the Closing Date;

® an assumption agreement as contemplated by Section 2.5; and

(g) such further and other documentation as is referred in this Agreement or as the
Vendor may reasonably require to give effect to this Agreement.

5.3  Vendor’s Deliveries on Closing

At or before the Time of Closing, the Vendor will execute and deliver to the Purchaser the
following, each of which will be in form and substance satisfactory to the Purchaser, acting
reasonably:

(a) a bill of sale and assignment substantially in the form of Exhibit C;
(b) the Intellectual Property Assignment Agreement;

(c)  a certificate dated the Closing Date confirming that all of the representations and
warranties of the Vendor contained in this Agreement are true as of the Closing
Date, with the same effect as though made on and as of the Closing Date;

(d)  a certificate dated the Closing Date confirming that each of the conditions
precedent in Section 4.2 of this Agreement have been fulfilled, performed or
waived as of the Closing Date;

(¢)  the Approval and Vesting Order; and

® such further and other documentation as is referred in this Agreement or as the
Purchaser may reasonably require to give effect to this Agreement.
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5.4  Purchaser’s Acknowledgement

The Purchaser acknowledges that the Vendor is selling the right, title and interest of the
Debtor(s) in and to the Assets pursuant to the Vendor’s powers as authorized by the
Appointment Order and the Approval and Vesting Order. The Purchaser agrees to purchase and
accept the right, title and interest of the Debtor(s) in and to the Assets pursuant to and in
accordance with the terms of this Agreement and the bill of sale and assignment and other
assignment agreements delivered pursuant to the terms of this Agreement.

5.5 Possession of Assets

The Vendor will remain in possession of the Assets until the Time of €losing. On Closing, the
Purchaser will take possession of the Assets where situate at the Time of Closing. The Purchaser
acknowledges that the Vendor has no obligation to deliver physical possession of the Assets to
the Purchaser. In no event will the Assets be sold, assigned, transferred or set over to the
Purchaser until the Purchaser has satisfied all delivery requirements outlined in Section 5.2.

5.6 Access to Assets

(a) The Purchaser may have reasonable access to the Assets located at the Debtor(s)’
Premises during normal business hours prior to the Time of Closing for the
purpose of enabling the Purchaser to conduct such inspections of the Assets as it
deems appropriate. Such inspection will only be conducted in the presence of a
representative of the Vendor if so required at the discretion of the Vendor.

(b)  The Purchaser agrees to indemnify and save the Vendor harmless from and
against all claims, demands, losses, damages, actions and costs incurred or arising
from or in any way directly related to the inspection of the Assets or the
attendance of the Purchaser, its employees, contractors or agents at the Debtor(s)’
Premises.

5.7 Risk

The Assets will be and remain at the risk of the Debtor(s) and/or Vendor until Closing and at the
risk of the Purchaser from and after Closing. If, prior to Closing, the Assets are substantially
damaged or destroyed by fire or other casualty, then, at its option, the Purchaser may decline to
complete the transaction. Such option will be exercised within 15 days after notification to the
Purchaser by the Vendor of the occurrence of damage or destruction (ot prior to the Closing Date
if such occurrence takes place within 15 days of the Closing Date) in which event this
Agreement will be terminated automatically and the Purchaser will be entitled only to a return of
the Deposit paid under Section 2.7(a) but without any other compensation. If the Purchaser does
not exercise such option, it will complete the Transaction and will be entitled to an assignment of
the proceeds of insurance referable to such damage or destruction. Where any damage or
destruction is not substantial, the Purchaser will complete the Transaction and will be entitled to
an assignment of the proceeds of insurance referable to such damage or destruction provided that
such damage or destruction is insured or, otherwise, to an agreed abatement. If any dispute arises
under this Section as to whether damage or destruction is substantial or with respect to the
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amount of any abatement, such dispute will be determined in accordance with the arbitration
provision referred to in Section 5.8.

5.8  Arbitration

If any dispute arises under Section 5.7 as to whether any damage or destruction is substantial or

with respect to the amount of any abatement, such dispute will be determined by an arbitrator
mutually acceptable to the parties. If the parties fail to agree on an arbitrator, either may, after
such party has notified the other of such failure to agree, give notice to the other party that it
wishes to submit the dispute to arbitration by a single arbitrator in accordance with the
Arbitration Act, 1991 (Ontario). The decision of the arbitrator, which will be final and binding on
the parties will be made as soon as possible following his appointment. The fees and expenses of
the arbitration will be borne equally by the parties. If an arbitration proceeding is commenced
pursuant to this Section prior to the Closing Date, the Closing Date ‘will be automatically
extended to the date, which is 4 Business Days from the date of the decision of the arbitrator. -

5.9 Termination

If either the Vendor or the Purchaser validly terminates this Agreement pursuant to the
provisions of Sections 4.4 or 5.7:

(a) all the obligations of both the Vendor and Purchaser pursuant to this Agreement
will be at an end; and

(b)  neither party will have any right to specific performance or other remedy against,
or any right to recover damages or expenses from, the other.

For greater certainty, in the event that the Vendor or the Purchaser terminates this Agreement
pursuant to Section 4.4, the Purchaser will not be entitled to have the Deposit returned and the
Deposit and any interest thereon will be forfeited to the Vendor, unless such termination results
from the failure to satisfy the conditions under Sections 4.3 or 4.1.

5.10 Breach by Purchaser

If the Purchaser fails to comply with the terms of this Agreement, the Vendor may by notice to
the Purchaser elect to treat this Agreement as having been repudiated by the Purchaser. In that
event, the Deposit and any other payments made by the Purchaser will be forfeited to the Vendor
on account of its liquidated damages, and the Assets may be resold by the Vendor. In addition,
the Purchaser will pay to the Vendor on demand the deficiency, if any, arising upon such resale
(after deducting the expenses of resale) together with interest and all other damages or charges
occasioned by or resulting from the default by the Purchaser.
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ARTICLE 6
GENERAL

6.1  Paramountcy

In the event of any conflict or inconsistency between the provisions of this Agreement, and any
other agreement, document or instrument executed or delivered by the Vendor in connection
with this Transaction or this Agreement, the provisions of this Agreement will prevail to the
extent of such conflict or inconsistency.

6.2  Vendor’s Capacity

The Vendor acts solely in its capacity as Receiver of the Debtor(s) and will have no personal or
corporate liability under this Agreement.

6.3 Commission

The Purchaser acknowledges that there are no agent or broker fees or other commissions payable
by the Vendor on the Purchase Price or otherwise in connection with the Transaction, and the
Purchaser agrees to indemnify the Vendor against any claim for compensation or commission by
any third party or agent retained by the Purchaser in connection with, or in contemplation of, the
Transaction.

6.4  Confidentiality

All information exchanged between the Vendor and the Purchaser in connection with the
Transaction will be considered Confidential Information. For greater certainty, the
Confidentiality Agreement will continue to be in effect until Closing. Any publicity relating to
the Transaction and the manner of releasing any information regarding the Transaction will be
mutually agreed upon by the Vendor and the Purchaser, both parties acting reasonably.

6.5  Costs and Expenses

Except as otherwise specified in this Agreement, all costs and expenses (including the fees and
disbursements of accountants, legal counsel and other professional advisers) incurred in
connection with this Agreement and the completion of the transactions contemplated by this
Agreement are to be paid by the party incurring those costs and expenses. If this Agreement is
terminated, the obligation of each party to pay its own costs and expenses is subject to each
party’s respective rights arising from a breach or termination.

6.6 Time of Essence

Time is of the essence in all respects of this Agreement.
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6.7  Notices
Any Communication must be in writing and either:
‘(a)  personally delivered; 7
(b)  sent by prepaid registered mail; or
© sent by facsimile or simﬂar method of recorded communication, charges prepaid.
Any Communication must be sent to the intended recipient at its address as follows:
to the Purchaser at:
[Address]

Attention: President
Facsimile No.: ®

to the Vendor at:

Mintz & Partners Limited
1 Concorde Gate, Suite 200
Toronto, Ontario M3C 4G4

Attention: Daniel R. Weisz, CA ® CIRP, CIRP
Hartley Bricks, MBA, CA * CIRP, CIRP
Facsimile No.: 41 67644-4303

with a copy to

Gowling Lafleur Henderson LLP
1 First Canadian Place

Suite 1600

100 King Street West

Toronto, Ontario

Canada M5X 1G5

Attention: Clifton Prophet
Facsimile No.: 416-862-7661

or at such other address as any party may from time to time advise the other by Communication
given in accordance with this Section 6.7. Any Communication delivered to the party to whom it
is addressed will be deemed to have been given and received on the day it is so delivered at that
party’s address, provided that if that day is not a Business Day then the Communication will be
deemed to have been given and received on the next Business Day. Any Communication
transmitted by facsimile or other form of recorded communication will be deemed to have been
given and received on the day on which it was transmitted (but if the Communication is
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transmitted on a day which is not a Business Day or after 3:00 p.m. (local time of the recipient),
the Communication will be deemed to have been received on the next Business Day). Any
Communication given by registered mail will be deemed to have been received on the 5™
Business Day after which it is so mailed. If a strike or lockout of postal employees is then in

effect, or generally known to be impending, every Communication must be effected by personal -

delivery or by facsimile transmission.

6.8 Further Assurances

Each party shall, at the requesting party’s cost, execute and deliver such further agreements and
documents and provide such further assurances as may be reasonably required by the other party
to give effect to this Agreement and, without limiting the generality of the foregoing, shall do or
cause to be done all acts and things, execute and deliver or cause to be executed and delivered all
agreements and documents and provide such assurances, undertakings and information as may
be required from time to time by all regulatory or governmental bodies or stock exchanges
having jurisdiction over the affairs of a party or as may be required from time to time under
applicable securities legislation.

6.9 Amendment and Waiver

No supplement, modification, amendment, waiver, discharge or termination of this Agreement is
binding unless it is executed in writing by the party to be bound. No waiver of, failure to exercise
or delay in exercising, any provision of this Agreement constitutes a waiver of any other
provision (whether or not similar) nor does such waiver constitute a continuing waiver unless
otherwise expressly provided.

6.10 Submission to Jurisdiction

Without prejudice to the ability of any party to enforce this Agreement in any other proper
jurisdiction, each of the parties irrevocably submits and attorns to the exclusive jurisdiction of
the courts of the Province of Ontario to determine all issues, whether at law or in equity arising
from this Agreement. To the extent permitted by applicable law, each of the parties irrevocably
waives any objection (including any claim of inconvenient forum) that it may now or hereafter
have to the venue of any legal proceeding arising out of or relating to this Agreement in the
courts of the Province or that the subject matter of this Agreement may not be enforced in the
courts and irrevocably agrees not to seek, and hereby waives any right to, judicial review by any
court which may be called upon to enforce the judgment of the courts referred to herein, of the
substantive merits of any such suit, action or proceeding. To the extent a party has or hereafter
may acquire any immunity from jurisdiction of any court or from any legal process (whether
through service or notice, attachment prior to judgment, attachment in aid of execution,
execution or otherwise) with respect to itself or its property, that party hereby irrevocably waives
such immunity in respect of its obligations under this Agreement.

6.11 Assignment and Enurement

Neither this Agreement nor any right or obligation hereunder may be assigned by either party
without the prior. consent of the other party. This Agreement enures to the benefit of and is
binding upon the parties and their respective successors and permitted assigns.
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6.12  Severability

Each provision of this Agreement is distinct and severable. If any provision of this Agreement, in
whole or in part, is or becomes illegal, invalid or unenforceable in any jurisdiction by a court of
competent jurisdiction, the illegality, invalidity or unenforceability of that provision will not
affect:

(a the legality, validity or enforceability of the remaining provisions of this
Agreement; or

(b)  the legality, validity or enforceability of that provision in any other jurisdiction. -
6.13 Counterparts

This Agreement may be executed and delivered by the parties in one or more counterparts, each
of which when so executed and delivered will be an original and such counterparts will together
constitute one and the same instrument.

6.14 Facsimile Signatures
Delivery of this Agreement by facsimile transmission constitutes valid and effective delivery.

[THE REMAINDER OF THIS PAGE IS INTENTIONALLY LEFT BLANK]

23



Each of the parties has executed and delivered this Agreement, as of the date noted at the

beginning of the Agreement.

MINTZ & PARTNERS LIMITED, solely in-

its capacity as court-appointed interim receiver
and receiver and manager of Paragon Health
Care Inc., Paragon Health Care (Ontario) Inc.
and 1508669 Ontario Limited and not in its
personal capacity

Per
" Name:
Title:

[PURCHASER]

Per
Name:
Title:
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SCHEDULE 1
CONTRACTS [SECTION 1.1]

‘A, CASA VERDE CONTRACTS

- See at’taéhed.
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B. WEST PARK CONTRACTS

See attached.
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SCHEDULE 2
INTELLECTUAL PROPERTY [SECTION 1.1]

A. CASA VERDE INTELLECTUAL PROPERTY

See attached.
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B. WEST PARK INTELLECTUAL PROPERTY

See attached.
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SCHEDULE 3
LICENCES [SECTION 1.1}

A. CASA VERDE LICENSES

See attached.



B. WEST PARK LICENSES

See attached.
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SCHEDULE 4
OWNED REAL PROPERTY [SECTION 1.1]

A. CASA VERDE OWNED REAL PROPERTY

3'595 ‘Keele Street, Noﬁh York, Ontario

B. WEST PARK OWNED REAL PROPERTY

103-111 Pelham Road, St. Catherines, Ontario
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SCHEDULE 5
ALLOCATION OF PURCHASE PRICE [SECTION 2.8]
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EXHIBIT A

FORM OF INTELLECTUAL PROPERTY ASSIGNMENT AGREEMENT
[SECTION 5.2] :

ASSIGNMENT OF INTELLECTUAL PROPERTY
TO: [PURCHASER]

WHEREAS Paragon Health Care Inc. (“Paragon”) is the registered owner of the intellectual
property identified in Appendix A.and 1508669 Ontario Limited (“1508669) (Paragon and
1508669 are hereinafter collectively referred to as the “Debtors”), is the registered owner of the
intellectual property identified in Appendix B (hereinafter collectively referred to as the “IP
Rights”);

WHEREAS Mintz & Partners Limited, whose full post office address is 1 Concorde Gate, Suite
200, Toronto, Ontario M3C 4G4 (hereinafter referred to as the “Assignor”) was appointed
interim receiver and receiver and manager of Paragon, Paragon Health Care (Ontario) Inc. and
1508669 pursuant to an Order of the Honourable Justice Cumming of the Ontario Superior Court
of Justice (Commercial List) dated January 23, 2006, effective 9:00 a.m. on January 24, 2006
pursuant to Section 47 of the Bankrupicy and Insolvency Act (Canada) and Section 101 of the
Courts of Justice Act (Ontario); o

WHEREAS purchaser, whose full post office address is @ (hereinafter referred to as the
“Assignee”) is desirous of acquiring the entire right, title and interest of the Debtor(s), if any, in
and to the IP Rights;

NOW, THEREFORE, in éonsideratio'n of the sum of $1.00 and other good and valuable
consideration, the receipt of which is hereby acknowledged, the Assignor declares as follows:

The Assignor, for and on behalf of the Debtor(s), hereby assigns and transfers to the Assignee,
without warranty as to the registrability or validity thereof, the Debtor(s)’ entire right, title and
interest, if any, in and to the IP Rights, including without limitation, (i) the industrial design
applications and registrations set out in Appendix A and Appendix B hereto and the industrial
designs described, shown and claimed therein; and (ii) the patents and applications identified in
Appendix A and Appendix B hereto and the inventions described or claimed therein, and any and
all continuations, continuations-in-part, divisions, renewals, reissues and substitutes for said
patents and applications, and in and to any and all Letters Patent which may be granted on or as a
result of the said applications and any issue or reissues or extensions or re-examinations of said
Letters Patent, the same to be held and enjoyed by the Assignee, as fully and entirely as the same
could have been held and enjoyed by the Assignor if this assignment and transfer had not been
made.

The Assignor authorizes and empowers. the Assignee, its assigns and legal representatives or
nominees, to invoke and claim for any application for patent or other form of protection for any
invention set out in the attached schedule or for additions and modifications thereto, filed by it or
them, the benefit of the right of priority provided by the International Convention for the
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Protection of Industrial Property, as amended, or by any convention which may henceforth be
substituted for it, and to invoke and claim such right of priority without further written or oral
authorization from the Assignor.

The Commissioner of Patents & Trademarks is hereby authorized and requested to issue said
Letters Patent to the Assignee, for its sole use and benefit; and for the use and benefit of its
successors and assigns, to the full end of the term for which Letters Patent may be granted, as
fully and entirely as the same would have been held by the Assignor had this assignment and
transfer not been made.

The Assignor undertakes and agrees to execute, at the request and expense of the Assignee, such
further assurances as may be reasonably required in order to permit the Assignee to obtain
recording of this Agreement.

IN WITNESS WHEREOF, the parties have caused this Agreement to be duly executed and
signed by their duly authorized officers, this ® day of ®,2007.

MINTZ & PARTNERS LIMITED,
solely in its capacity as court-appointed
interim receiver and receiver and manager
of Paragon Health Care Inc., Paragon
Health Care (Ontario) Inc. and 1508669
Ontario Limited and not in its personal
capacity

Per:

Name:
Title:

®
Per:

Name:
Title:
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APPENDIX A

LIST OF CASA VERDE INTELLECTUAL PROPERTY ASSIGNED



APPENDIX B

LIST OF WEST PARK INTELLECTUAL PROPERTY ASSIGNED
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EXHIBIT B

FORM OF APPROVAL AND VESTING ORDER
[SECTION 4.3]

Approval and Vesting Order on Standard Terms



EXHIBIT C

FORM OF BILL OF SALE AND ASSIGNMENT
[SECTION 5.2}

BILL OF SALE AND ASSIGNMENT
THIS AGREEMENT dated as of ®,2007
BETWEEN:

MINTZ & PARTNERS LIMITED, solely in its capacity as court-
appointed interim receiver and receiver and manager of Paragon Health
Care Inc., Paragon Health Care (Ontario) Inc. and 1508669 Ontario
Limited and not in its personal capacity

(the “Receiver”)
- and -
. .
(the “Purchaser”)
CONTEXT:

A. By an order of the Honourable Justice Cumming of the Ontario Superior Court of Justice
(Commercial . List) dated January 23, 2006 (the “Appointment Order”), Mintz & Partners
Limited was appointed interim receiver and receiver and manager of Paragon Health Care Inc.,
Paragon Health Care (Ontario) Inc. and 1508669 Ontario Limited (collectively, the “Debtors”)
effective 9:00 a.m. on January 24, 2006 pursuant to Section 47 of the Bankruptcy and Insolvency
Act (Canada) and Section 101 of the Courts of Justice Act (Ontario).

B. The Purchaser and the Receiver have entered into an Agreement of Purchase and Sale
made as of ®, 2007 (the “Agreement”), pursuant to which the Receiver has agreed to sell the
Assets and assign the Contracts to the Purchaser and the Purchaser has agreed to purchase the
rights, benefits and interests of the Debtor(s), if any, in and to the Assets and the Contracts and to
assume the Assumed Obligations. .

C. Capitalized terms used herein not otherwise defined herein will have the meanings set out
in the Agreement.
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FOR VALUE RECEIVED, the parties agree as follows:
1. WARRANTY
(a)  Warranty

The Purchaser and the Receiver warrant each to the other that recital B of this Indenture
is true in substance and in fact.

2. SALE OF ASSETS
(a) Sale of Assets

The Receiver, exercising the powers granted pursuant to the Appointment Order, hereby
sells, transfers, conveys, assigns and sets over to the Purchaser, pursuant to the terms of
the Agreement, all of the rights, benefits and interests of the Debtor(s), if any, in and to
the Assets and the Contracts, as described in the Agreement.

(b)  Release

The Receiver hereby remises, releases and forever discharges to the Purchaser all of its
interests, claims and demands whatsoever to and under the Assets and the Contracts.

3. MISCELLANEOUS
(a) Benefit of Agreement

This Indenture and all of its provisions will enure to the benefit of and be binding upon
the parties and their respective successors and permitted assigns. — :

(b) Governing Law

This Indenture will be governed by and construed in accordance with the laws of the
Province of Ontario and the laws of Canada applicable therein.

(c) Counterparts

This Indenture may be executed in any number of counterparts, each of which will be
deemed to be an original and all of which will constitute one and the same agreement.
Transmission by facsimile of an executed counterpart of this Agreement will be deemed
to constitute due and sufficient delivery of such counterpart.



The parties have executed this Indenture.

TOR_LAW\ 6603960\5
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MINTZ & PARTNERS LIMITED, solely
in its capacity as court-appointed interim
receiver and receiver and manager - of
Paragon Health Care Inc., Paragon Health
Care (Ontario) Inc. and 1508669 Ontario
Limited and not in its personal capacity

Per
Name:
Title:

Per
Name:
Title:
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