ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES” CREDITORS ARRANCGEMENT ACT,

R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT
OF

NELSON FINANCIAL GROUP LTD.

AFFIDAVIT OF CLIFFORD STYLES

APPLICANT.
I, Clifford Styles, of the City of Pickering in the Regional Municipality of

Durham, MAKE OATH AND SAY as follows:

1. 1 am a retired businessman who, together with my wife Jackie Styles, lives in
the City of Pickering in the Regional Municipality of Durham and have

knowledge of the matters hereinafter deposed to.
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I and my wife, Jackie Styles, own all of the shares of Playle Investments Ltd.,

a corporation incorporated under the laws of the Province of Ontario. | am a

director and officer of Playle Investments Ltd.

| have known Marc Boutet, the principal of Nelson Financial Group Ltd.
(“Nelson”), through his father who has been my best friend since 1972, I
have known Marc Boutet since he was a young boy. As such, we have a

special relationship and a relationship of trust and confidence.

| first invested money with Marc Boutet and Nelson, together with my wife
Jackie Styles, in 1998. This was invested in the form of promissory notes
paying a fixed interest rate. | continued to maintain investments with Nelson
which, due td the success of the investments, the interest paid | have

gradually increased over time.

. Playle Investments Ltd. (“Playle”) also invested with Marc Boutet and Nelson.

These investments over time have grown.

As at July 16", 2007, Jackie Styles and | personally had invested
$614,304.15 with Nelson and Marc Boutet.  Playle had invested

$1,681,486.08 as of July 16", 2007.

. 1 was approached by Marc Boutet on a number of occasions starting in early

2007 about converting my promissory notes to preferred shares. This was

based on a number of reasons given by Mr. Boutet, including the tax



advantage of the dividends received. | initially declined to convert my

promissory notes to preferred shares, as there was no tax advantage to me.

. Mr. Boutet approached me again in June or July of 2007 with respect to the

conversion of my shares with a new deal with a separate agreement. He
promised me a higher dividend rate on these shares of thirteen and three
quarters percent (13 %%). He also promised me that the obligation of
Nelson to repay the amounts would be treated the same or better than the
existing promissory nbtes, and that it would have the same oré better priority
position than the existing promissory notes. Mr. Boutet indicated that that
was a specific promise he was making to me from Nelson, given our plast

relationship, and a separate promise from the terms otherwise available.

It was on this basis that | agreed to convert the amounts | had from

promissory notes to preferred shares.

10.Subsequent to the conversion, | was paid at a rate of 13 %% dividends on

11.

my preferred shares.

| have reviewed a copy of the Articles of Amendment dated April 5%, 2007
and July 14", 2008 for Nelson, copies of which are attached a; exhibits “A”
and “B” hereto. These articles provide that the preferred shares, including
the Series “A” shares and.Series “B” shares, would have dividends at the rate

of ten percent (10%). ! was not paid at 10%; | was paid at 13 %% based on



12.

13.

14.

15.
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the.separate agreement made between Mr. Boutet on behalf of Nelson and
myself. This separate agreement also included the important provision that |
be paid and have the same priority as, and Neléon wQuid guarantee the
repayment of my amounts owing on the same basis as, the promissory notes.

Until payment was suspended, all of these promises were honoured.

| subsequently invested further amounts with Nelson, both peréona!ly with

my wife Jackie Styles, and through Playle. The total amount outstanding

currently to myself and Jackie personally is $1,944,304.15.
The amount outstanding currently to Playle is $2,631,486.08.

| had continued to meet with Mr. Boutet both on a professional and personal
basis. In fact, Mr. Boutet spent time at my house on Christmas day of 2009.
Whenever 1 inquired of him as to the position and Nelson his reply was

“simply fantastic”.

At a meeting 'approxima.tely three and one half weeks ago, Mr. Boutet
admitted that the purpose of cdnvérting the notes to debt was in fact to
reduce the debt load and énhance the balance sheet of Nelson to allow it to
survive. He was quite aware of the financial position of Nelson at the time
of conversion, and he indicated he needed to convert debt because of the

accumulated deficit to equity.
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16.1 have seen the unaudited financial statements of Nelson prepared by Price
Waterhouse Coopers for the year ended July 31, 2008, a copy of which are

attached hereto as exhibit “C”.

17.1 would note that as at July 31%, 2007, the capital stock was showing as
$4,590,431.00 and the accumulated deficit was $9,479,877.00. By July 31%,
2008, the accumulated deficit had ballooned to $16,557,657.00 and the

capital stock had increased to $9,262,814.00.

- 18. Nelson had sufféred. net losses for the.year ended July 31%, 2007 of
$1,757,283.00 and a net loss for July 31%, 2008 of $6,350,143.00. It's clear
that the company was in sever-e financial difficulty and this was known to
Mr. Boutet, yet at the same time Nelson was continuing to issue shares

and/or debt to shares.

19. At no point was | ever provided with a prospectus, nor was Playle provided
with a prospectus, for Nelson. At no point was | ever provided any material
disclosure, financial or otherwise, with respect to Nelson by Mr. Boutet, nor

- : was Playle provided with such disclosure.

20. At all times and on numerous occasions | was told by Mr. Boutet that my
investment was to be repaid at the same time as the promissory notes, was
on a level playing field with the promissory notes, and that he was making

this special agreement with me relating to this and the dividend rate as a



separate agreement with me because of the size of my investment and our

personal relationship.

21.1f I had known Nelson was insolvent at the-time of conversion, | would never
have converted by promissory notes to preferred shares. In addition, | would
never have invested further money in Nelson, and certainly not in the form

of preferred shares.

22.1 was informed by Marc Boutet and verily believe that the issuance of further
shares and conversion of debt into shares was suspended by agreement with

the Ontario Securities Commission due to failure to file a prospectus.

23.This Affidavit is made in support of an Application to be treated as an
unsecured creditor in the place of compromise or arrangement and for no

other improper purpose.

Sworn before me at the City of RJ
in the County of h,\/[,,,\, this[L} day gf
October, 2010. '

i vits | | Clifford Styles
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The Articles of the Corporation are amended to:

{(a)

(b)

(c)

(d)

{e)

()

split the existing 100 issued and outstanding Class A common shares into
1,500,000 issued and outstanding Class A common shares;

split the existing 100 issued and outstanding Class B common shares into
1,500.000 issued and outstanding Class B common shares;

remove Sections 4(a), (b), (c) and (¢) from the Articles of Amendment filed by the
Corporation on August 8, 2003;

increase the authorized capital of the Corporation by the creation of Preferred
Shares, issuable in series;

provide that the Preferred Shares, issuable in series shall have attached to them
the rights, privileges, restrictions and conditions as set out at Schedule A ;

create the first series of Preferred Shares and to designate them as Series A
Preferred Shares:

provide that the Series A Preferred Shares shall consist of 2,800,000 shares and
shall have aftached to them the rights, privileges, restrictions and conditions as set
out at Schedule “B".




SCHEDULE =A™

PREFERRED SHARES

Subject to the rights of any class of shares that are ckpresscd to rank prior to them, the Preferred
Shares shall have the following rights, privileges. restrictions and conditions:

Directors’ Rights to Issute in One or More Series  The Preferred Sharcs may at any time
or from time lo time be issued in one or more scries. cach series to consist of such
number of shares as may. before the issue thereof, be determined by resclution of the
Board of Directors ot the Corporation. :

Directors to Fix Terms of Each Series, The divectors of the Corporation shall (subject as
hercinafter provided) by resolution fix. from time to time. before the issue thereof, the
rights. privileges. restrictions and conditions attaching 1o the Preterred Shares of each
series including. wrii;oul limiting the generality of the foregoing. the rate or amount of
dividends or the method of calculating dividends, the dates of payment thereof, the
redemption and/or purchase prices and terms and conditions of redemption and/or
purchase, any voting rights. any conversion rights and any sinking fund or other
provisions, the whoi: 1o be subject to the issue of a certificate of amendment setting forth
the rights, privileges. restrictions and conditions attaching to the Preferred Shares of such
series.

Rankiug of Preferred Shares. The Preferred Shares of each series shall, with respect to
the payment of dividends and the distribution of assets in the event of liquidation,
dissolution or winding-up of the Corporation. whether voluntéry or involuntary, or any
other distribution of' the assets of the Corporation smony its shareholders for the purpose
of winding up its affzirs, rank on a parity with the Preferred Shares of every other series
and he entitled to priority over the Class A common shares. the Class B common shares
and over any ather shares of the Corporation ranking junior to the Preferred Shares. The
Preferred Shares (:'t{ny series may also be given such other preferences. not inconsistent
with provisions hereof, over the Class A commaon shares, the Class B common shares and
over any other shares of the Corporation ranking junior to the Preferred Shares as may be
lixed in accordance with puragraph 2 hereof.

Liguidation, Dissolution and Winding-Up Rights. 1n the event of the liquidation,
dissolution, winding-up or other distribution of assets of the Corporation, the holders of
the Preferred Shares will be entitled to receive the amount paid per share thereon together
with all accrued and unpaid dividends, whether or not eamed or declared, the whole
before any amount shall be paid to holders of the Class A common shares, the Class B
comaton shares and any other shares of the Corporation ranking junior to the Preferred
Sharcs.




SCHEDULE «B"

SERIES A PREFERRED SHARES

The following are the rights. privileges, restrictions and conditions attached to the Series A
Pretecred Shares (the “Serics A Shares™):

N Number of Seriex A \Shares. The Scrics A Shares shall consist of 2,800,000 shaves.

2. Nen-Voting. Except|as required by the Business Cor porations Act, the holders of the
Series A Shares shall not be entitled to receive notice of or to attend any ieetings of
shareholders of the C'nrporatlon
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3. Cumulative Dividends: The holders of the Series A Shares, in priority to the holders of
the Class A common shares, the Class B common shares and all other shares ranking
junior to the Series A Shares. shall be entitled to receive and the Corporation shall pay
thereon, as and when declared by the board of directors of the Corporation out of the
assets of the Corporation properly applicable to the payment of dividends. fixed
preferential comulative cash dividends at the rate of 10% per annum.on the Redemption
Price (as hereinafter defined) per share. Such dividends shal} be payable monthly on the
first day of each month in each year and shall accrue and be cumulative the date of issue.
If on any dividend payment date the dividend payable on such date is not paid in full on
al} the Series A Shares then issued and outstanding, such dividend, or the unpaid pan
thereof. shall be paid at a subsequent date or dates in priority to dividends on the Class A
common shares, the Class B common shares and any other shares ranking junior to the
Series A Shares. Theiholders of Series A Shares shall not be entitled to uny dividends
other than or in excgss of the preferential cumulative cash dividends hereinbefore
provided.
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4, Dividends Preferential. Except with the consent in writing of the holders of all the
Series A Shares outstanding, no dividend shall ai any time be declared and paid on or set
apart for payment on the Class A common shares, the Class B common shares or on any
uther shares ranking junior to the Series A Shares in any financial year unless and until
the accrued preferential cumulative cash dividends on all the Series A Shares outstanding

have been declared and paid or set apart for payinent.
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Redemption

a. Rightte Redeem, Subject to the Business Corporations Act, the Corporation may
redeemi or purchase the Serics A Shares in accordance with the following terms
and conditions. {n these share provisions, “Redemption Price” shall be equal to
armount paid per share. The “Redemption Amount™ for each Scries A Share
shall be the Redemption Price together with all dividends which shall have
accrued thereon and which shali be trented as zecruing to the date of such

redemption. :

\C



b Redemption ur the Option of the Corporation

i Right to redeem. The Comporition may redeem all or from time to time
any of the cutstinding Series A Shares on payvment to the holders-thereot
of the Redemption Amount. 1 {ess than ail of the outstanding shares are
t !u.:] redeemed, the shares to he redeemed shall be seleeted hy ot or
(llihl’t?_’ill‘l“l\}_i Iractions) pro ruta to the number of shares registered in the
i fof each sharcholder or in such other manner as the directors may
deterte with the written consent of all the holders o the Series A
Shares,

Notice. At least 30 davs belore the rademption dute the ¢Corporation shall
gne wantien aonce of redempton o each holder of the shares w be

redeemed. - The ponee shall set our the Redemption Amount. the
redemprion Jate, the plice of redemption and the number of shares 10 bhe

receemed,  Acenlemal fdlure to gine sueh notice shall aon affect the

vahdiy of oy redemption.

Paymient. On and abier the redempton date the Corpurition shalt cause
the Redemphion Ameunt to be paid tooor to the arder of the holders of the
siures o he redeemued, on sarreder of the centificstes representing such
shares at e redeniption place, Such shares shall thereupon be redeemed.
From and afier the redemption e, the holders of the shares callad Tor
redemnplion ~hadl cease 10 be eatitled 0 iy rights of sharcholders in
respeet thareed eweept to recenye the Redemplion Amount. unfess it is not
paid o deposared i aceerdinee herew ith gn wluch cose theiv rights shai
reian lllill'lll'lilll't.‘tll.

Deposit he Corporation s @l any ume deposit the Redemiption
Amount of s Senes A Shares called Tor redenyption with any Canadian
charterad bank or st compans or ~soliciors of the Corparation named in
the matice of redemplon or i g subsequent netiee to the holders of the
shares e respeet of which ihe deposit 15 mindee. in o specia aecount for the
Tollbers at” such shiares On the date of deposit or redemption date, it
Buerd e shares mrespeet of which such sieposit is mude shall be
redected sund From and atter such date the rights of their holders shall be
Isated o severlly recenving o o the moneys so deposited. without
mterest, the Rademption Amount of therr cedeened shares upon surrender
foosuech bank trost company or sodrcitves, os the case may be, of the
cerhificites representing such shares, Any interest on such deposit belongs
e the Corponstion, ' '

Participation upon  Liguidation, Dissolution or Winding-Up: 1 the cvent of the |
Higquidaton. dissolution or windusz-up of the Caporation or other distribution of assets of
the Carporamon amang s shorcholders for 1he purpose of winding-up its atluirs, the
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holders of the Serics| A Shares shall be entitled to receive the Redemption Amount of
such shares and shall not share further in any final distribution.

TOR_LAW: 65505541




The amendment has been duly authorized as required by sections 168 and 170 {as applicabls) of the Business
Corporations Act :

La modification 3 & ditment aulonsde conformément aux articles 168 et 170 {sefon fe cas) ds lal.oi sur les
sociétés par actiqns,

The resclution authorizing the amendment was approved by the shareholders/directors {as applicable) of the
corparation on

Les aclionnaires ou les admimalraleurs (selon le cas) de In socidlé onl approuve I3 résolution autorisant iz

modiieation le
A '?/ 2 27
sdbah, DJya

{You, W
(Bnnds, moms. pur)

Thass arlicles are signed in duplicate.
Las présents slaluis sonl signés an double exemplaire,

.| FINANCIAL GROUP LTD.

{Nama of Cnrpnmlnnl-(ll the naine i3 to ba changed by these srticles tal oul cument name}
[Dénommaton sousia de ia $18} (St Fon o ds un 0} L nom, indiquer c-aessus i oé Fo0ME BeiUsie)

I

1

V3
-

’ (Sxinawita) {Dascription of Office)
) {Signature) (Fohction)

07119 (022003}
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The Articles of the Corparation are amended to:

(a)

(D}

create the|sccond serics of Preferred Shares and 10 designate them as Series B

Preferred

provide 1

Shares: and

hat the Serics B Preferred Shares shall cansist of 2.0KL.000 shares and

shall havcEmachcd to them the tghi, privileges. restrictions and condilions as et
out at Schedule "A™,
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SCHEDULE ~A™

SERIES B PREFERRED SHARES

The following are the nghis. privileges. resinicions and conditions artached 1o the Semes B
Preferred Shares (the “Series B Shares™r:

Nunmther of Series B Shares. The Sencs B Shares shall cansist of KK 0690 <hare.

Non-Vating, Fxeepr as required by e Busoness Corporationn ot the holders of the
Serics B Sharesshall not be entitled 10 recene aotice of o to 2itend sy mectisgs of
sharchalders of 1he Corporation,

Cumulative Dividends. The halders of the Senes B Spares. i prionts w ke holders off
the Class A common shares, the Class B common shares and all other shares manking
junior 1 the Series 13 Shares. shal) be entitled 10 recen e und the Corporation shall pay
thereon, as znd when dectared By 1he hoard of directors of the Coqonation ow of the
assets ol the Corporation properly appheable o the pavment of divadends, fived
preferencial cumulative cash dividends ot the rate of 107, per annum on the Redempoon
Price (as herernafier defined) per share. Such dividends <hall he paysble monthly on the
{irst day of cach month in cach year und shall acerue and be cumulatn e the date of sue,
I on any dividead payment date the dividend payvable on such dae 1o not pand m full on
all the Series B Shares then issued and oulsanding. ~uch dwidend. or the unpard pant
thereat. shall be paid ot 8 subscquent dine or dates m prionin 1o divedends on the Class A
comnnion shares, the Class B3 commen shares ind any other chares rankeng unior o the
Seriex 8 Shares.. The hulders of Senes 3 Shares <hall aen be entled s amy JIsodends
other than or iy eacess of the profercntat conmibstine cash dradends terainbeloee
provided. ‘ :

Dividends Preferential.  Fxcopt wih the consem n weming of the halders of afl the
Scnes B Shares oumtstanding. no dividend shall at any ame be doclanad and pard vn o
opant for puyment on the Clase A conmon shares, the CTas B commien shares ue o any
other shares ranking junior 1o the Series B Shares i any financral yar unfess sod annl
the averoed preferential cumulatis e cach divrdends on all the Somes 1 Shares ontstandsng
have been declared und paad or <1 span o1 pament’

Ruedemptinn

iy Right to Redeem. Suhicet 1001he Busmess Corvivainans kot the Comperation
may redeem or purchase the Series B Shares i accondance suh the Tollowing
termts and condittons In these share provastons, “Redemption Price” whall he
cygual 1y smount paad per share. The “Redemption Amouvat™ fir cach Sene~ B
Share shall be ile Redemption Price 1ogether with all dividends which shall fave
avcrued thercon and which shal] be reated an secnnng o the dute of such
redemplion, '




(b}

Redemption at the Option of the Corparation

1]

tifl

(i1

(vl

Right 10 Redeem. The Corparation max redeem ail or from tin 10 umie
any of the outmanding Series B Shares on payment e the halders thereof
of Jhe Redempnion Amoust. 1f fess than all of the ourstanding shares. arc
v he redeemed. the shares to be redecmed shall be selected by Jot or
(diLr'cgurding fractionsl pre ma wthe number of shares regiderad in the
name ot cach charcholder or 1 such other manner as the dircctors may

dejermine wath the wriiten comsent of” all the bolders of the Senes B-

Shutus.

Notice. Al lcast 30 day s before the redempiion date the Corporation shall
give writlen natiee of redemption 1y cach holder of the shares o be
redeomed.  The notice shell st out the Redomplion Amount. the
redemption date. the place of redemption and the number of shares 1 be
redeemed,  Accidental fajlure w0 give such notice shall aou afteet the
vehdity of any redemption.

Paymenl. [n and afier the redemplion date the Corporation shall cause
the Redemption Amount o he pad 0 or 10 the order ol the bolders ot the
shares 10 be redeemed, on surrender of the cerhificates representing such
shares ot the redemiption place. Such ~hares <hall thercopon K redeemed.
From and after the redemptivn dine. the hudders of e shares called for
redemplion shall ¢case 0 he entided 1o amy rights of skarcholdens in
respoect therco! exvept (o recenve the Redempiton Amount. unless #1s nol
paid or deposited m sceordance Terewath on which case therr nghts shall
reminn unimpaired,

Deposit.  The Corporgion may 2l am e <kpesyt thy Redempiion
Amount al’any Series B Shares catled for redempuon with’any Canadian
chantered hapk or it compamy or solicikes of the { orperainn mmed m
the notice of redemplion of 19 3 subsequent aohice B the holders ot the
shares m respect of which the deposit 3> mde. 1 2 specrat account For the
holders of such shares. On the date o depestl jor redemption dale, o
later) the shares i respect of winch suck depont v iade hall he
redecmed and Irom and after such date the rghts of ther holders shatl be
Inmited 1o soverath receivmng o of the mangss so lepanited, withoat
iterest. the Redenption Amtsunt of thesr redoemed shares apon surrender
w such hank, 1rusl compam or solicitors, as 1he case oy be of the
cenifivintes representing such shares Any mitesest on such deposit belongs
tor the Comorition

Purticipation upon Liguidation, - Dissolution or Winding-Up o the awent o the
liguidation, dissolution or winding-up of the Cuporation or other Gistnbution of assels of
the Comporation amoeng it ~haicholder Jor the purpose of widingaip us affars, the
holders of the Series B Shares shall be entitled 10 recene the Redemplion Amount ol
such shares and hatl not share funher m any Hinal distnbution

[
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Chartered Accoontanis
North Americar Centre

North Yok, Orario
Cunada M2M K7
Telephone+1 416 212 1500
Fatsimile-+l 416 218 1459

Qctober 23, 2009

Review Enpgagement Report

To the Shareholders of
Nelson Financial Group Lid.

We have reviewed the balance sheef of Nelson Financial Group Lid, as at July 31, 2008 and the
statements of operatlons and deficit.and cash flows for the year then ended. These financial statements
have been prepared in accordance with Canadisn generally accepted accomrtmg principles using
differential reporting options available to non-publicly accountzble enterprises, as described in note 3
fo the financial statements, Our review was made in accordance with Canadian generally accepted
standards for reviow engagements and accordingly consisted primarily of enquiry, analytical
procedures and discussion related to information supplied to us by the company.

A review dogs not constitute an audit and cansequently we do not express an audit opinfon on these
financial statements.

Based on our review, nothing has come to or aftention that causes irs to believe that these financial
statements are not, in alf materlal respects, in a.ccordauoe with Canadian generally accepled avcounting
principles.

‘The financial statements as at Tuly 31, 2007 and for the year then ended were neither andited nor
reviewed.

Chartered Accountanfs, LicensSed Pablic Accouxianis

“PriccwalefiouseCoopte™ refert o PricswaterhouseCoopers LLP, an Ontario lmited ljebility partnership, or.‘us the context requires, the
PricewaterbouseCoopers global network or other member firms of the nonvork, cach of whick is 2 seprrate and independent. lepal entity,

RN

PricewaterhtoseCogpers LLP

5700 Youge Street, Suite 1900
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Nelson Financial Group Lid.
Balance Sheet
(Unaudited)
Asat July 31,2008
2008 2007 .
5 8.
(note 1)
Assets ‘
Current assets ‘
Cash and cash equivalents 250,070 954,235
Amounts recetvable and other 12,820 14,127
Dealerreceivables - 873411
Income tax recoverable 46,923 47246
"Prepald expenses 277,824 240,428
Term loans recejvable (note 8) - 5,731,202
Loans receivable (note 4) 9,414,700 4,535,126
Net Investment in leases (note 5) 2,391,799 2,807479
12,394,136 15,203 344
Deferved costs 1,476,262 233,686
. Eqitipment (note 6) 207,205 251,805
Loans reccivable (note 4} 10,626,270 1,168,776
Net investment in leases (sote 5) 3,170,524 5449,813
27874397 22,307,424
Liabilities _
Current liabilities
Actounits payable and sccrued liabilities 295,990 688,400
Dealer holdbacks 1,039,132 605,338
Loans payable {(acte 7) 20,237,651 5,794,482
Due to related party (note 8) - 2 647,985
21,572.773 9,736,205
Loang payable (note 7) 13,596,467 17,460,665
35,169,240 27,196,870
Shareholders’ Deficiency
Capital stock (nate 8) " 9262814 4,590,431
Deficit (16,557,657 (9,472,877)
(7,294,843) (4,889,446)
21,874,397 - 22,307424
Approved by the Board of Directors
Director Director
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Nelson Financial Gromp Ltd.
Statergent of Operations and Deficit
(Unaudited) ‘

For the year ended July 31, 2008

22

Revenue

Expenscs

Investor loan inferest

Salaries and benefits

Investor commissions and expenses
Management fees

Office and general

Management remuneration
Professional fees

Interest and bank chiatges
Amortization

Comuiissions and client referral fees
Reconditioning and remarketing
Travel and antomebile .
Advertising and promotion

Rent )

Insurance

Telephone and utilities

Bad debts

Meals and entertaipment
Miscellapeous

Loss before the indernoted

Writeoff of term loans receivable - net (note 8)
Writeoff of morigage receivable

Net Ioss for the year |

Deficit - Begioning of year

Leoss on redemption of common shares (note 8)
Dividends paid '
Deficit - End of year

044
2008 2007
$ 8
(note 1)

5,100,679 7,593,474
3,482,199 2,866,516
1,341,778 1,804,766

395,454 610,963
- 41,933
168,673 320,266

. 188,122 96,000

- 207,318 391,088

108,875 114,345
93,152 162,776
169,419 5248
- 531,762

37,981 337,323
66,453 69,374
99,954 11,316
38,288 87,070
111,923 224,906
1,476,773 1,221,307
7,045 20,362
159,663 333.436
8,153,070 9350,757

(3,052,351) (1,757,283)

(2,936,918) -
(360,834) -

{6,350,143) (1,757,283)

(5,479,877) (6,080,074}

- . (1,600,000
(727,637) 42,520
(16,557,657 (S47987T)




T

Nelson Financial Group Litd. 045
Statement of Cash Flows
(Unaudited)
For the year ended July 31, 2068
2008 2067
g $
. . (ote 1)
Cash provided by (used in)
Operating activities
Net loss for the year {6,350,143) (1,757,283)
Iterns not affecting cash
Amoritization 03,152 162,776
Loss-on disposal of equipment - 5,400
(6,256,991) (1,58%,107)
Change in non-cash working capital items
Amounts xeceivable and other 1,307 1,516
Inventory - . ' - 436,926 )
Deealer receivables 873,411 $96,101
Income tax recoverable .33 (38 971)
Deferred costs (1,242 576} (233,686)
Prepaid expenses - (37,396} 372,931
Due from related parties Co- 439,983
Accounts payable and acorned liabilities (392,410% 241,765
Dealer hokibacks 433,794 (462,308)
Due to xelated party {2,647,985) 2,647,985
 (0268573) 2,715,136
Investing activities
Purchase of equipraent {48,552) (78, 689
Procesds from disposel of eqmpment - 104, 499 '
Tejin loans receivable 5,731,292 {5,713 1,292)
Loans advanced ~net (14,337,068) {4,709,118)
Deacrease In net investment in Jeases -net _ 2,604,969 7,835,063
(5,959,359 (2,579,537)
Financing activities ]
Net change in foans payable 10,578,971 (1,689,810)
Net change in doe to shareholders - (700,000}
Issuance of preferred shares - net of share issue costs 4,672,383 4,580,231
Loss orredemption of common shares - {1,600,000)
Dividends paid (721,637) (42,520) -
- 14,523,717 557,901
Change in cash and cash equivalents during the year 704,165 ' 691,500
Cash and cash equivalenis - Beginning of year 954035 . 262,735
Cash and cash equivalents - End of year 250,070 954,235
Supplementary information
Toterest pald 3,924,013 2,686,153

23
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Nelson Financial Group Litd. 046
Notes to Financial Statements )

(Unaudited) , S

July 31, 2008

3

1 Going concern

wmiey

T

These financial statements have been prepared using Canadian generally accepted accounting principles
applicable to a going concern, which conterplates the realization of assets and settlement of liabilities in the
notmal courss of business as they come due.

For the year ended July 31, 2008, Nelson Financial Group Lid, (the corapany) reported a Joss of $6,350, 143 and
an acoumulated deficit of $16,557,657 at that date, In addition to its ongoing working capital requirements, the
company must secure sufficlent funding for existing commitinents, mcludmg repayment of investot toans,
These circamstances lend significant doubt as to the akility of the company to mest its obligauoﬁs as they came
due and, accordingly, the appropriateness of the use of eccounting principles applicable to a going concern.

Tn recognition of these circumstances, the comparty has secured #dditicnal investor loans subsequent fo year-
end in the amount of $32,203,175 and has issued $5,944,956 net of shave jssue costs to fund operations and
meet foan payment obligations. The company has refocused itself ayay from the consumer automobilo
financing business 1s of November 2007 as this business has resulted in the accuroulated deficit noted above.
"Thie exdsting lease portfolio will continue to be serviced untll ail Teases matiwe, but the company will not be
enteting into any new leasés, The company’s primary focns is on cohsumer Joans and conditional sales
contracts. These nevr lines of business have proven to be more profitable than the automobile fnancing
business and sales have inereased 2829 from 2007, Nevertheless, there is no assurance these 1 mltlaﬁves will be
successful.

The company’s ability to continue gs a gojog concern is dependeit on its abllity to fund 1ts' aperations and
generate positive cash flows from operations. These financial stafements do not reflect the adjustments to the

* carrying values of assets and liabilities and the reparted expenses and halance sheet classificafions that wonld

be necessary if the company wete urtable to realize its assets and settle jts liabilities as g going concem in the
normal course of operations, Such adjustments could be material.

Organization

The company wes incorporated in 1990 under the Ontatio Business Carporatlons Act. The company offers
finadcing for conditional sales contracts 45 well as consurer loats.

Surrmary of significant af:counﬁng policles

Basis of presentation

The compauy, with the unantimous consent of its sharehdders has elested to prepare its ﬁnanclal statements in
accordance with Cavadian generally accepted accotmting principles, using the differential reporung aptions
available to non-publicly accountable enterprises described below: i

0y
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Nelson Financial Group Ltd. | 047
Notes {o Financial Statements : .
(Unaudited)

© July 31,2008

« Financlal fostruments

The company has elected not to disclose fair value information ebout financial assets and liabilities for
which fair value was not:readily obtainable, : ‘

Income taxes

The company has elected to account for income taxes using the taxes payable method.

. Share capital

The company has slected to disclose information on share capital as required by paragraph 3240.02, enly
for those classes of shares that have been issued/

Cagh and cash equivalenis

Cash and cash aquivalents consist of cash on hand, bank deposits and investments in money market
investments with matority dates less than 90 days, _

Deferved costs

Deferred costs include financing commissions incurred in the issuance of debt and are amortized 'on a straight-
* line basis over the term of the credit fcilities, Reforral fees on consumer loans are also inclyded and are
amortized on a straight-line basis over the term of the respective loan.

Revenue recognition
Tnterest income on loans receivable is recognized és revenue over the term of the customer contract when

collectibility is reasonably assured. Interest income on net investment in leases is Tecognized on a constant *
yield basis over the term of cach lease.

Net investmnent in leases

The company acteunts for antomptive leases as direct finance feases. Under this method, the compeny records
the total value of the lease payments to be recejved under the feasé terms at the commencement of the fease.
"The. difference between this fotal value and the cost of the leased asset Is recorded as deferred income and is
shown as a reduction of the net investment in leases.

All other revenue is recorded when the goods are defivered or the services are completed.

Conditionsl sales contracts and consumer loans recefvable

§ oans receivable are recorded at cost, net of uneamed income and provisions fof losses.

@
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Nelson Financial Group Ltd. 048
Notes to Financial Statements

(Unaudited)

July 31,2008

The compeny maintains allowances for losses on loan receivables at amounfs management befigves are
suificient 1o provide adequate coverage against Iosses that currently exist within the portfolio, The allowances
ate determined principally on the basis of historical loss experience, and reflect management’s best estimate of
potential losses considering current economie eonditions and the nature and chaxacteristics of the loans. An
allowance is recorded for loan receivables, in part or in whole, during the month in which ejther of the
following conditions occur: (i) a bankruptey notice ar 2 notice of dedth fsreceived; or (if) amounts are owing
for greaterthan 91 consecutive days. Additions to the allowances are charged to bad debis in the statement of
operations and deficit. )

¢

Impaired loans

Loans are classified as impaited when p&yme:;is are 90 days past due, Loans are written off when they are 180
days past due. When a loan is identified as impaired, interest income is no longer recorded. ‘

Equipment
Eqpipment s stated at cost, Amortization is provided on a stealght-line basis at the fo]]owiﬁg annyal rates:

Office equipment and furniture 20%
Automobiles . + 33%
Computer equipment -20%
Computer software ‘ 20%
Lensehold improvements ) over the term of the lese

Impairment of loug-Tived assets

An impairment charge is recognized for long-tived assets when an event or change in clrcumstances canses an
asset’s canying valne to exceed the total undiscounted cash flows expected from its use and eventual
disposition. The impairment loss is calenlated as the difference between the fair value of the assets and thelr
carrying value,

Finaneial instriments and floancial instrument risk

The fair values of cash and cash equivalents, amomints receivable and other, income tax recoverable, accounts
payeble and accrued liabilities and dealer holdbacks approximate their recorded amounts becmrse of the short
pexiod to receipt or payment of cash, ‘

The main risks acising from the company’s financial instryrients are infetest rate, lquidity and credit risks, The
company’s approach to managing thess risks is summarfzed below.

«  Creditrisk
Credit risk arises from the possibility borrowers may default on their obligations. The company strives to

limit credit risk by dealing with borrowess who are belfeved to be creditworthy and use credit fimits to
manage borrawer exposure.

T ' @
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Nelson Financial Group Ltd. 043

Notes to Financial Statements

(Unaudited)

July 31, 2008

Interest rate sk

Interest rate risk is mitigated in that the interest rate charged on the investor loans is fixed as well s the
interest rate charged on the consumer foans.

. Liguidity risk

Liquidity risk arises since the campany relies on investor loans in order to obtain cash flows to advance
fsture lpans to customers. .

Use of estimates

The preparation of financial stafements.in conformity with Cangdian generally accepted accounting prineiples
requires management to make estimates end asstmptions that affect the reporfed amounts of assets and
lizbilities and the disclosure of confingent assets and lisbilities at the-date of the financial statements and the
reported amounts of reverme and expenses during the reporting period. Significant areas requiring the use of
mmanageutent estimates rolate to amortization and provision on fiet investment in leases. Actual fesults could
differ from those estimates. ‘

Accounting pronpupeements adopted in the year

On Qctober 2, 2008, the Accatmting Standards Board (AcSB) announeed that application of the following
standards of The Canadian Institute of Chartered Accountants {CICA) Handbook was volumtary: Section 1530,
Comprehensive Incore; Section 3251, Equity; Sestion 3855, Financial Instruments - Recognition and
Measdrement; Section 3862, Financin] Instruments ~ Disclosures; and Sectlon 3863, Financial Instruments -
Presentation, In accardance with this announcement the company has chesen not o adopt these standaxds.

Recent Canadian sccounting pronouncements issued and not yet adopted

CICA Section 1535, Capital Disclosures, requirés that an entity disclose information that enables users of its
financizl staternents fo evaluate an entity’s objectives, policies and. processes for managing capital, including
disclosures of any externally imposed sapital requirements and the consequences of nor-compliance. The new
standard applies to the company effective with the fiscal year commencing July 31, 2008, This standard may
impact the company’s disclosures pravided but will not affectthe company’s resulfs or firiancial positien.

4 TLoans receivable

The loans recetvable bear inferest at varying levels of fixed rates of interest with a weighted average of 22.35%
at July 31, 2008 (2007 - 23.85%). '

@)
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Nelson Financial Group Ltd. 050
Notes to Financial Statements
(Unaudited)
July 31, 2008
The cc;mpany's Ioans receivable include the following:
’ 2008 2007
L 1 8
Consumer loans _
Total minimum loan payments 32,361,552 8,084,510
Less: Deferred income 12326582 2,380,608
Net Joans receivable 20,040,970 5,703,902
Less: Carrent portion 0,414,700 4,535,126
Long-term portion of Joans 10,626,270 1,168,776
5 Net investment in leases
The company’s net investment ih leases includes the following:
2008 2007
b 3
Total minimum lease payments 7,849,004 12,357,112
Less: Deferred incorne 2,286,681 4,099,826
Net investment in leasas 5,562,323 8,257,202
Less; Current portion 2,391,799 2,807,479
Long-term portion of net investment in leases 3,170,524 5,449,813

All of the net inrvestment in laases bears interest af varying levels of fixed rates of inferest. Total mininmm lcase

payments includs the estimated residual value of teased assets.

¢ Equipment

2008 2007
Accumulated ’
Cost amoriization Net Net
, 3 5 5 5
Office equipment and . '

frniture 68,447 52,441 16,006 24,560

Automobiles e - - 2,917

Computer equipment 232,228 ' 149918 32310 124,414

Computer software 229,362 135,147 94,215 90,290
Leasehold improvements 50,577 35,903 14,674 9,624

580,614 373,409 _ 207,205 251,805

S
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Nelson Financial Group Ltd.

Notes to Financial Statemenis

(Unaudited)
July 31, 2008

29

7 Loans payable

Loans payable -
Less: Current portion

2008 2007

$ s
33,834,118 23,255,147
20,237,651 5,794,482
13,596,467 . 17,460,665

Loans payable bear tnterest at rates ranging fam 7.0% to 14.5% and mature at various dates through to
January 2, 2014. Upon maturity of the Joans, Investors typically remvest their monies and eifhier renew their
loans or invest in preferred shares. Puture repayments are as foflows: .

1
2009 20,237,651
2010 6,965,281
2011 872,515
2012 2,873,505
2013. 1,578,401
Thereafier 1,581,582
34,109,025
8 Capital stock
Autherized
An unlimited number of Class A and Class B common shares
280,000 Series A prefemed shares
2,000,000 Series B preferred shar?s
{ssued
2008 . 2007
Number Amount Number Amount
of shares 3 of shares $
Class A common shares, voting 916,000 175,049 910,000 175,048
Class B commmon shares, non-voting 925,000 175,050 925,000 175,050
Series A preferred shares 349,229 2,730,730 176 675 4,416,923
Series B preferrad shates 27,080 §77,000 ' - -
9,757,829 4,767,024
Less: Issuance costs (495,015) (176,593}
9,2_§_?2814 4,590,431

®
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Nelson Financial Group Ltd. - : ‘ 052
Notes to Financial Statements

(Unaudited) .

July 31, 2008 ‘

10

1

The Serics A and B preferred shares have an annual dividend rate of 10% and are redeemable st the option of
the company. . ‘ -

During the year, the coinpsny issued 172,554 Serles A preferred shares and 27,080 Series B preferred shares at
$25 per share for total cash consideration of $4,990,803 and incurred issuance costs of $318,422,

In fisca] 2007, the company repurchased common shares held by one of its directors and 2 related shareholder

 for $1,950,000 and intumred 2 oss on redemption of shares of $1,600,000. The company paid $350,000 in cash

a5 part of the transaction and the remainder of the purchase price was to be paid in 30 monthly instalments. As
part of the transaction, the company sold certain anfomotive leases and in return held term loans receivable. In
Tiscal 2008, the director defapited on the term loans receivable, which resulted in a termination of the share
agreement aid the remaining payments on the repurchase of the common shares ceased, As a result, the
company inctrred net bad debt £ $2,936,918 and took possession of the cutstaniding automotive leases,

Income faxes
At July 31, 2008, the.company bad accumulated losses for income tax purposes of approximately $14,795,300,

which may be carried forward and wsed fo reduce taxable income in fitture years. These losses expire as
follows: ' ) '

s

2009 , 282,600

2010 - 44,100

- 2014 - 2,023,400

2015 o | 3,937,000

2026 3,144,600
027 - 5364200

14,795,300

Related party transactions

The company uses the services of related companies in the normal course of operations, Commissions of
$316,779 (2007 - $222,035) were paid to Nelson Investment Group Ltd. to secure new nvestors. In addition,

the company recovered $nil (2007 - $43,729) from Nelson Murtgage for shared office space,

Subsequent eveats

Subsequent to July 31, 2008, the company issued 199,213 Series B preferred shares for $4,980,326.

@
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