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Court File No.:06-CL-6585

ONTARIO
SUPERIOR COURT OF JUSTICE
(Commerecial List)

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SKLAR-PEPPLER FURNITURE CORPORATION

NOTICE OF MOTION

SKLAR-PEPPLER FURNITURE CORPORATION (“SPFC”) will make a motion to
the court on Tuesday, September 5, 2006 at 10:00 a.m. or as soon after that time as the motion

can be heard, at 393 University Avenue, Toronto, Ontario.

PROPOSED METHOD OF HEARING the Motion will be heard orally.

THE MOTION IS FOR:

1. An order extending the stay of proceedings imposed by an order (the “Initial Order”)
made in respect of the SPFC on August 8, 2005 pursuant to the Companies’ Creditors
Arrangement Act (the “CCAA”) from September 8, 2006 to September 21, 2006.

2. Such further and other relief as this Honourable Court deems just.

THE GROUNDS FOR THE MOTION ARE:



1. On August 8, 2006 SPFC sought and obtained the Initial Order. The Initial Order

imposed a stay of proceedings in respect of SPFC which will expire on September 8,

2006 unless extended by the court.

2. SPFC has acted and is acting in good faith and with due diligence, and the making of an

order extending the stay of proceedings contained in the Initial Order to September 21,

2006 is appropriate in the circumstances.

3. The CCAA and in particular, subsections 11(4) and (6) of the CCAA.

4. 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

application:

1. Affidavit of Robert J. Tweedy sworn August 31, 2006;

2. Such further and other evidence as this Honourable Court may permit.
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Court File No.:06-CL-6585

ONTARIO
SUPERIOR COURT OF JUSTICE
(Commercial List)

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SKLAR-PEPPLER FURNITURE
CORPORATION

AFFIDAVIT OF ROBERT J. TWEEDY
(sworn August 31, 2006)
I, ROBERT J. TWEEDY, of the City of Toronto in the Province of Ontario
MAKE OATH AND SAY:

1. I am a director of the Sklar-Peppler Furniture Corporation (“SPFC”) and, as a
result, I have personal knowledge of the matters herein deposed to save and except for
where I refer to matters on the basis of information and belief in which case I identify the

source of that information and verily believe it to be true.

2. I am swearing this affidavit in support of a motion being brought by the SPFC
seeking an extension of the stay of proceedings (the “Stay of Proceedings”) contained in
the Initial Order dated August 8, 2006 (the “Imitial Order”) made under Companies’
Creditors Arrangement Act (the “CCAA”) in respect of SPFC.

3. SPFC is seeking to extend the Stay of Proceedings until September 21, 2006,
2006. Since the making of the Initial Order, SPFC has acted in good faith and with due
diligence, and the extension of the Stay of Proceedings until September 21, 2006 is

appropriate in the circumstances.
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I Sklar-Peppler Furniture Corporation

4. SPFC was founded over 60 years ago and is one of Canada’s leading branded
suppliers of residential upholstered furniture and occasional tables. The company

supplies retailers in both Canada and the United States.

5. All of the shares of SPFC are owned by 949073 Ontario Inc. (“949”’). SPFC owns
100% of the shares of Sklar-Peppler of America Inc. (“SPA”). SPA is a U.S. holding
company that owns 100% of the shares of Associated Furniture Manufacturers Inc.
(“AFM”), which is located in Portland, Oregon and also manufactures “Sklar-Peppler”
brand products. 949 Ontario, SPA and AFM are not included in the CCAA proceedings

in respect of SPFC and are continuing to carry on business in the ordinary course.

6. AFM’s banking is carried on through SPFC. In the ordinary course, AFM’s
receivables are collected by SPFC and SPFC transfers funds to AFM to allow AFM to
meet its day-to-day operating expenses. AFM does not have a line of credit. This

arrangement continues notwithstanding the CCAA proceedings.

7. Following the acquisition of SPFC by the current owners, SPFC was very
profitable and experienced growth in both sales and profits through to 2002. Sales in
2002 year reaching $75.1 million with pretax profits of $4.142 million.

8. Since 2002, however, the rise in the Canadian dollar has resulted in a surge of
imports particularly from the Republic of China due to the fact that the Chinese foreign
exchange currency is pegged to the U.S. dollar. Over the last three years, imports of
upholstered furniture (fabric and leather) have grown dramatically and are now estimated

to exceed 50% of the total domestic sales — up from 20% in 2002.

9. The impact of the surge in imports into Canada has been very significant and all
companies in the Canadian residential furniture industry, including suppliers, have been
struggling due to reduced sales and lower profit margins. Many domestic manufacturers

have either closed or are losing money.
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10.  In reaction to the drop in sales, beginning in 2004 SPFC: (a) instituted significant
cost reduction programs; (b) began sourcing, to the extent possible, product and materials
offshore; and (c) undertook a number of sales initiatives to capitalize on its well-known

brand.

11.  Despite these efforts in 2005, SPFC’s sales declined to $46.9 million and the
company recorded a pretax loss of $2.790 million. The loss reflected charges of
$916,000 related to: (a) severance costs of $244,000; and (b) a bad debt write off of
$672,000.

IL. CCAA Proceedings

12.  For the reasons set forth in my affidavit sworn August 2, 2006 (the “August 2,
2006 Tweedy Affidavit”) filed in support of SPFC’s initial application under the CCAA,
SPFC sought to initiate reorganization proceeding under the CCAA.

13.  On August 8, 2006 the Initial Order was made. A true copy of the Initial Order is
attached hereto and marked as Exhibit “A”.

II1. Notice to Stakeholders

14. SPFC provided creditors with notice of the commencement of the CCAA
proceedings and the Initial Order. A copy of the notice sent to SPFC’s creditors (without
the attached Initial Order) is attached hereto and marked as Exhibit “B”. There was a
gap in the initial mailing to SPFC’s creditors and seven creditors (out of several hundred)
were not initially sent notice. However, immediately upon becoming aware of the fact

that notice was not sent to these creditors, the situation is corrected.

15.  SPFC prepared and distributed a “release” advising stakeholders of the CCAA
proceedings. A copy of a story that appeared in Furniture Today — and industry

publication -- as a result of the release are attached hereto and marked as Exhibit “C”.
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16.  The materials relating to the CCAA proceedings have been posted on

www.gowlings.com/restructuring.

17. SPFC has requested that the Monitor refer inquiries from SPFC’s creditors to
SPFC’s legal counsel Gowling Lafleur Henderson LLP (“Gowlings”). I am advised by
Mr. Patrick Shea of Gowlings and verily believe, that Gowlings has been contacted by a
number of SPFC’s creditors and that he has, to the extent possible, addressed their

concerns.

IV.  Financing

18. SPFC has sufficient financing to fund its day-to-day business operations while it

attempts to develop a plan of compromise and arrangement under the CCAA.

19.  National Bank is SPFC’s operating lender and Natexport Receivable Financing
and Management, a division of National Bank, provides an account receivable factoring

facility to SPFC.

20.  Natexport has agreed to continue to provide the factoring facility to SPFC during
the CCAA proceedings (although the arrangement is subject to termination by Natexport

at any time).

21. On August 8, 2006, SPFC and National Bank executed an agreement (the
“Accomodation Agreement”) that sets out the terms under which National Bank is
prepared to support SPFC’s attempt to restructure under the CCAA. The Accommodation
Agreement is attached as an exhibit to my affidavit sworn August 8, 2006.

22. According to the Accomodation Agreement, SPFC has made arrangements with
2072223 Ontario Ltd. (“207”) — a company related to SPFC’s current landlord -- to
provide up to $750,000 in subordinated secured debt in financing to support SPFC. 207

and National Bank have entered into an inter-creditor agreement.
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23.  §$125,000 of the $750,000 funded by 207 has been used to provide retainers to the
Monitor and Gowlings. The remainder of the funds have been placed into an account
with National Bank (the “Account™) and is to be used, along with Facility B, to cover any
funding deficits under SPFC’s revolving line of credit with National Bank.

24. To ease SPFC’s cash flow, 207 has, in addition, also agreed to directly fund the
fees and disbursements of the Monitor and Gowlings beyond the retainers already

provided.

25. In general terms, the Accommodation Agreement contemplates that National
Bank will provide financing to SPFC during its CCAA proceeding and that National
Bank will be granted a fully perfected first priority security interest in and first continuing
charge on all assets of SPFC as security for all past, present and future obligations and
indebtedness of SPFC to National Bank. Subject to there being no default under the
terms of the Accomodation Agreement, National Bank has agreed to give SPFC until
February 8, 2007 to develop a solution to its financial problems. Again, assuming that
there is no default under the terms of the Accomodation Agreement, if SPFC delivers a
refinancing plan that acceptable to National Bank prior to February 8, 2007, National
Bank has agreed to give SPFC until August 8, 2007 to implement that refinancing plan.

26.  Pursuant to the terms of the Accomodation Agreement, the maximum amount
available to SPFC on its line of credit with National Bank has been reduced from
$5,000,000 to $4,000,000 (subject to margin availability). National Bank has, however,
extended a non-revolving demand facility in the amount of $750,000 (“Facility B”).
This facility is to be used together with the funds advanced by 207 (described above) to
cover any Funding Deficit (as defined in the Accomodation Agreement) in accordance

with the terms of the Accomodation Agreement.

27.  The Accomodation Agreement requires that SPFC continue the engagement of
PricewaterhouseCoopers Inc. as consultant to National Bank to, among other things,
review, report and make recommendation on the business, assets, affairs and operations
of SPFC. The Accomodation Agreement also imposes certain reporting requirements on

SPFC.
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28.  SPFC has encountered defifficulty in preparing the financial reporting required by
the Accomodation Agreement. SPFC is working with National Bank to address these
concerns. SPFC is hopeful that it will be able to resolve those issues in the short term. In
order, however, to ensure that these issues can be resolved, SPFC is seeking only a very

short extension of the stay of proceeding contained in the Initial Order.

V. Business Operations

29. Since the making of the Initial Order, SPFC has carried on business in the
ordinary course. SPFC has negotiated terms with its essential suppliers that should

enable SPFC to continue to source raw materials going forward.

30.  SPFC continues to receive orders from its customers and demand for SPFC’s
product appears to be strong. SPFC has recently increased production from filing date
levels by adding a second shift to fill customer orders. This resulted in SPFC calling

back unionized employees who were terminated prior to the making of the Initial Order.

VI.  Cash Flow Projections

31.  Comparing SPFC’s cash flow projections attached as an exhibit to the August 2,
2006 Tweedy Affidavit to SPFC’s actual cash flow results for the period from August 8,
2006 to August 31, 2006, the debt owing to National Bank has decreased.

32. 1 anticipate that going forward there will be a positive variance in SPFC’s cash
flow projections. This is due to the fact that SPFC’s sales have increased since August 8,
2006 (there is currently a back-log of orders waiting to be filled) and SPFC has been

successful in reducing some operating costs.

VII. Restructuring Efforts
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33. SPFC has, until recently, been a viable and profitable company that should be
able to carry on business successfully. SPFC must, however, become cost competitive
(given the currency-based competition pressures it is facing) in order to secure the

financing that it will need to continue to operate in Canada going forward.

34. SPFC is still in the early stages of its reorganization efforts. The company’s key
objective for the period from August 8, 2006 to date has been to achieve stability and that
object has been largely achieved. Since August 8, 2006, I have been in regular contact
with a number of SPFC’s suppliers and customers and they have indicated support for

SPFC’s efforts to reorganize.

35.  Prior to the initiation of the CCAA proceedings, SPFC approached all salaried
employees and unionized employees represented by the United Steel Workers of Canada
(the “USW”) asking for concessions on certain benefits and pension costs, but not wages.

The salaried employees agreed to SPFC’s proposal.

36. A key element of a successful reorganization to make SPFC a financially viable
company and maintain production in Canada over the long-term will be SPFC’s ability to
work with the USW to negotiate amendments to the collective bargaining agreement with

respect to pension and certain benefit costs to make SPFC more competitive.

37.  Since the making of the Initial Order, SPFC has continued discussions with the
USW with respect to how SPFC and the USW can work together to address SPFC’s
labour costs. I am hopeful that we are making progress in those discussions and that an

agreement can be reached that will allow SPFC to become more cost-competitive.

VIII. Specific Issues Addressed by SPFC Since August 8, 2006
A. USW Arbitration

38. On August 8, 2006, SPFC, represented by the VP Administration Anna

Macciocia, appeared before an arbitrator in connection with grievances filed by the USW.
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The grievances related to SPFC’s failure to make certain pension remittances and pay

certain benefits for the period up to August 8, 2006.

39.  SPFC and the USW entered into minutes of settlement a true copy of which is
attached hereto and marked as Exhibit “D”. I am advised by Ms. Macciocia that the
arbitrator did not, in light of the CCAA proceedings, require that SPFC pay the
outstanding pension contributions or benefits that were the subject of the grievances.
SPFC intends to deal with the outstanding pension contributions and benefits in the

context of the CCAA proceedings.

B. Whitby Landlord
40.  As set forth in the August 2, 2006 Tweedy Affidavit:

(a) SPFC operated from rented facility located in Whitby, Ontario (the
“Whitby Facility”). The landlord of the Whitby Facility is Lebovic
Enterprises Limited (the “Whitby Landlord”).

(b) The lease for the Whitby Facility expired March 31, 2006. Subsequent to
March 31, 2006, SPFC occupied the Whitby Facility on a month-to-month

basis.

(©) When the lease for the Whitby Facility expired, the Whitby Landlord
sought an order from the court to obtain vacant possession of the Whitby

Facility. SPFC opposed.

(d A judgment (the “Whitby Landlord Judgment”) was rendered in favour
of the Whitby Landlord that required: (i) SPFC vacate the Whitby Facility
by no later than August 31, 2006; and (ii) SPFC to pay double the rent for
the Whitby Facility. SPFC sought to appeal the Whitby Landlord
Judgment.
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(e) Effective May 1, 2006, SPFC leased a facility in Ajax, Ontario (the “Ajax
Facility”) that consists of 150,000 square feet and expected that the move
to the Ajax Facility would be complete by August 7, 2006.

® In light of the fact that SPFC was commencing reorganization proceedings
under the CCAA, SPFC abandoned its appeal of the Whitby Landlord
Judgment.

41. SPFC completed the move to the Ajax Facility by August 7, 2006.

42. On August 28, 2006, the Whitby Landlord’s counsel wrote a letter to Gowlings
advising that they would be appearing before a Registrar on August 29, 2006 to settle the
Whitby Landlord Judgment. A true copy of this letter is attached hereto and marked as
Exhibit “E”. SPFC did not have any objection to the Whitby Landlord Judgment being

settled notwithstanding any stay of proceedings contained in the Initial Order.

43. On August 29, 2006, the Whitby Landlord’s counsel wrote a second letter to
Gowlings taking issue with certain of the statements made in the August 2, 2006 Tweedy
Affidavit. A true copy of this letter is attached hereto and marked as Exhibit “F”. Any
errors in the August 2, 2006 Tweedy Affidavit were not intentional. I do not believe that
any of the errors pointed out by the Whitby Landlord’s counsel were material to the issue

of whether SPFC should be granted protection under the CCAA.

44.  The cheque to pay the base rent for the period from July 31, 2006 through to
August 7, 2006 was signed by me and delivered to McLean & Kerr LLP. The cheque
was not delivered to the Whitby Landlord and was returned to SPFC. SPFC will deliver
a cheque to the Whitby Landlord for the base rent for the period from July 31, 2006 to
August 7, 2006.

C. FSCO

45. On August 28, 2006, the Financial Services Commission of Ontario (“FSCO”)

contacted Gowlings with respect to whether SPFC intended to pay pension contributions
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of approximately $130,000 that were outstanding as of August 8, 2006. FSCO was
advised that SPFC did not intend to pay these amounts outside of any plan that SPFC
might develop. SPFC’s cash flow projection contemplates that SPFC will be making all

required pension contributions falling due after August 8, 2006.

D. Supplier Issues

46. On August 22, 2006, MCI Canada threatened to suspend service to SPFC on
August 23, 2006 unless SPFC agreed to pay MCI Canada on a weekly basis rather than
the monthly basis provided for in the agreement between MCI Canada and SPFC. SPFC
advised MCI Canada that SPFC had repudiated the agreement after the making of the
Initial Order. SPFC will deal with any damages caused to MCI Canada by the

repudiation in any plan of compromise and arrangement.

IX. Requested Extension

47.  SPFC is requesting an extension of the stay contained in the Initial Order until
September 21, 2006. If the requested extension is granted, SPFC will continue to carry

on business in the ordinary course.

X. Service of Materials

48. To date, only one of SPFC’s creditors has requested to be added to the service list
for the CCAA proceedings. SPFC will serve the materials in respect of this motion on
that creditor and: (a) National Bank; (b) the Monitor; (c) the USW; (d) the Whitby
Landlord; and (e) FSCO. The materials filed in connection with this motion will also be

posted on www.gowlings.com/restructuring.



N?e mmissioner:

Commissioner for Taking Affidavits

TOR_LAW\ 6380605\1

=11 -

ROBERTA. TWEEDY



THIS IS EXHJBIT ‘A-” TO THE
KNVIYQF ROBERT J. TWEEDY,
YORE ME ON AUGUST

Nam “-V
ComntSsioner for Taking Affidavits

TOR_LAW\ 588841211



Court File No.: 06-CL-6585

ONTARIO
SUPERIOR COURT OF JUSTICE
(Commercial List)
THE HONOURABLE MR. ) TUESDAY, THE 8™

)
JUSTICE CAMPBELL ) DAY OF AUGUST, 2006

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
GEMENT OF SKLAR-PEPPLER FURNITURE CORPORATION

INITIAL ORDER

HIS APPLICATION, made by Sklar-Peppler Furniture Corporation (the
“Applicant™), pursuant to the Companies' Creditors Arrangement Act, R.S.C. 1985, c. C-36, as
amended (the “CCAA”) was heard this day at 393 University Avenue, Toronto, Ontario.

READIN davit of Robert J. Twegdy swo ugust 2 2006 and ghe Exhibits
QR A Sl oy %..m?%mﬁ %&m

thereto and on hearing the submissions of counsel for the Apphcant the ional Bank of
Canada (“National Bank™) and on reading the consent of BDO Dunwoody Limited (“BDO”) to

act as the Monitor,



SERVICE

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

hereby dispenses with further service thereof.

APPLICATION

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

PLAN OF ARRANGEMENT

3. THIS COURT ORDERS that the Applicant shall have the authority to file and may,
subject to further order of this Court, file with this Court a plan of compromise or arrangement

(the “Plan”) between, inter alia, the Applicant and one or more classes of its secured and/or

unsecured creditors as it deems appropriate.

POSSESSION OF PROPERTY AND OPERATIONS

4. THIS COURT ORDERS that the Applicant shall remain in possession and control of its
current and future assets, undertakings and properties of every nature and kind whatsoever, and
wherever situate including all proceeds thereof (the “Property”). Subject to further Order of this
Court, the Applicant shall continue to carry on business in a manner consistent with the
preservation of its business (the “Business”) and Property. The Applicant shall be authorized
and empowered to continue to retain and employ the employees, consultants, agents, experts,

accountants, counsel and such other persons (collectively “Assistants™) currently retained or



employed by it, with liberty to retain such further Assistants as it deems reasonably necessary or
desirable in the ordinary course of business or for the carrying out of the terms of this Order.

S. THIS COURT ORDERS that the Applicant shall be entitled but not required to pay the

following expenses whether incurred prior to or after this Order:

(a)

(b)

all future wages, salaries, employee and pension benefits, vacation pay, bonuses
and expenses payable on or after the date of this Order, in each case incurred in
the ordinary course of business and consistent with existing compensation policies

and arrangements; and

the fees and disbursements of any Assistants retained or employed by the

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

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

the provisions of this Order, which expenses shall include, without limitation:

(2)

(b)

all expenses and capital expenditures reasonably necessary for the preservation of
the Property or the Business including, without limitation, payments on account
of insurance (including directors and officers insurance), maintenance and

security services; and

payment for goods or services actually supplied to the Applicant following the
date of this Order.

7. THIS COURT ORDERS that the Applicant shall remit, in accordance with legal

requirements, or pay:

()

any statutory deemed trust amounts in favour of the Crown in right of Canada or
of any Province thereof or any other taxation authority which are required to be

deducted from employees' wages, including, without limitation, amounts in



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

Pension Plan, and (iv) income taxes;

(b) all goods and services or other applicable sales taxes (collectively, “Sales Taxes”)
required to be remitted by the Applicant in connection with the sale of goods and
services by the Applicant, but only where such Sales Taxes are accrued or
collected after the date of this Order, or where such Sales Taxes were accrued or
collected prior to the date of this Order but not required to be remitted until on or

after the date of this Order, and

(c) any amount payable to the Crown in right of Canada or of any Province thereof or
any political subdivision thereof or any other taxation authority in respect of
municipal realty, municipal business or other taxes, assessments or levies of any
nature or kind which are entitled at law to be paid in priority to claims of secured
creditors and which are attributable to or in respect of the carrying on of the

Business by the Applicant.

8. THIS COURT ORDERS that until such time as the Applicant repudiates a real property
lease in accordance with paragraph 10(c) of this Order, the Applicant shall pay all amounts
constituting rent or payable as rent under real property leases (including, for greater certainty,
common area maintenance charges, utilities and realty taxes and any other amounts payable to
the landlord under the lease) or as otherwise may be negotiated by the Applicant from time to
time (“Rent”), for the period commencing from and including the date of this Order, bi-weekly,

in advance (but not in arrears).

9. THIS COURT ORDERS that, except as specifically permitted herein, the Applicant is
hereby directed, until further Order of this Court: (a) to make no payments of principal, interest
thereon or otherwise on account of amounts owing by the Applicant to any of its creditors as of
this date, other than National Bank; and (b) to grant no security interests, trust, liens, charges or

encumbrances upon or in respect of any of its Property, other than to National Bank.



RESTRUCTURING

10. THIS COURT ORDERS that the Applicant shall, subject to such covenants as may be

contained in the Definitive Documents (as hereinafter defined), have the right to:

(a)

(b)

(©)

(d

(e)

permanently or temporarily cease, downsize or shut down any of its business or
operations and to dispose of redundant or non-material assets not exceeding
$250,000 in any one transaction or $500,000 in the aggregate, subject to
paragraph 10(c), if applicable;

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

the consequences thereof in the Plan,

in accordance with paragraphs 11 and 12, vacate, abandon or quit any leased
premises and/or repudiate any real property lease and any ancillary agreements
relating to any leased premises, on not less than seven (7) days’ notice in writing
to the relevant landlord on such terms as may be agreed upon between the
Applicant and such landlord, or failing such agreement, to deal with the

consequences thereof in the Plan;

repudiate, other than the Accommodation Agreement and the DIP Facilities (each
as defined herein), such of its arrangements or agreements of any nature
whatsoever, whether oral or written, as the Applicant deems appropriate on such
terms as may be agreed upon between the Applicant and such counter-parties, or

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

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

(a), above),



® all of the foregoing to permit the Applicant to proceed with an orderly
restructuring of the Business (the "Restructuring’).

11. THIS COURT ORDERS that the Applicant shall provide each of the relevant landlords
with notice of the Applicant’s intention to remove any fixtures from any leased premises at least
seven (7) days prior to the date of the intended removal. The relevant landlord shall be entitled
to have a representative present in the leased premises to observe such removal and, if the
landlord disputes the Applicant’s entitlement to remove any such fixture under the provisions of
the lease, such fixture shall remain on the premises and shall be dealt with as agreed between any
applicable secured creditors, such landlord and the Applicant, or by further Order of this Court
upon application by the Applicant on at least two (2) days’ notice to such landlord and any such
secured creditors. If the Applicant repudiates the lease governing such leased premises in
accordance with paragraph 10(c) of this Order, it shall not be required to pay Rent under such
lease pending resolution of any such dispute, and the repudiation of the lease shall be without

prejudice to the Applicant's claim to the fixtures in dispute.

12. THIS COURT ORDERS that if a lease is repudiated by the Applicant in accordance
with paragraph 10(c) of this Order, then (a) during the notice period prior to the effective time of
the repudiation, the landlord may show the affected leased premises to prospective tenants during
normal business hours, on giving the Applicant and the Monitor 24 hours’ prior written notice,
and (b) at the effective time of the repudiation, the relevant landlord shall be entitled to take
possession of any such leased premises without waiver of or prejudice to any claims or rights
such landlord may have against the Applicant in respect of such lease or leased premises and
such landlord shall be entitled to notify the Applicant of the basis on which it is taking
possession and to gain possession of and re-lease such leased premises to any third party or
parties on such terms as such landlord considers advisable, provided that nothing herein shall

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

13. THIS COURT ORDERS that, subject to the other provisions of this Order (including
the payment of Rent as herein provided) and any further Order of this Court, the Applicant shall
be permitted to dispose of any or all of the Property located (or formerly located) at such leased

premises without any interference of any kind from landlords (notwithstanding the terms of any



leases) and, for greater certainty, the Applicant shall have the right to realize upon the Property
and other assets in such manner and at such locations, including leased premises, as it deems

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

NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

14. THIS COURT ORDERS that until and including September 8, 2006, or such later date
as this Court may order (the “Stay Period”), no proceeding or enforcement process in any court
or tribunal (each, a “Proceeding”) shall be commenced or continued against or in respect of the
Applicant or the Monitor, or affecting the Business or the Property, except with the written
consent of the Applicant and the Monitor, or with leave of this Court, and any and all
Proceedings currently under way against or in respect of the Applicant or affecting the Business

or the Property are hereby stayed and suspended pending further Order of this Court.

NO EXERCISE OF RIGHTS OR REMEDIES

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

the registration of a claim for lien.



NO INTERFERENCE WITH RIGHTS

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

written consent of the Applicant and the Monitor, or leave of this Court.

CONTINUATION OF SERVICES

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

Court.

NON-DEROGATION OF RIGHTS

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

shall derogate from the rights conferred and obligations imposed by the CCAA.



PROCEEDINGS AGAINST DIRECTORS AND OFFICERS

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

APPOINTMENT OF MONITOR

20. THIS COURT ORDERS that BDO is hereby appointed pursuant to the CCAA as the
Monitor, an officer of this Court, to monitor the Property and the Applicant's conduct of the
Business with the powers and obligations set out in the CCAA or set forth herein and that the
Applicant and its shareholders, officers, directors, and Assistants shall advise the Monitor of all
material steps taken by the Applicant pursuant to this Order, and shall co-operate fully with the

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

21. THIS COURT ORDERS that the Monitor, in addition to its prescribed rights and
obligations under the CCAA, is hereby directed and empowered to:

(a) monitor the Applicant’s receipts and disbursements;

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

other matters as may be relevant to the proceedings herein;



(c) advise the Applicant, to the extent required by the Applicant, with the holding and

administering of creditors’ or shareholders’ meetings for voting on the Plan;

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

performance of its obligations under this Order;

(e) consider, and if deemed advisable by the Monitor, prepare a report and

assessment on the Plan; and

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

to time.

22. THIS COURT ORDERS that the Monitor shall not take possession of the Property and
shall take no part whatsoever in the management or supervision of the management of the
Business and shall not, by fulfilling its obligations hereunder, be deemed to have taken or

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

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

possession.



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

Applicant may agree.

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

26. THIS COURT ORDERS that the Monitor, counsel to the Monitor and counsel to the
Applicant shall be paid their reasonable fees and disbursements, in each case at their standard

rates and charges, by the Applicant as part of the costs of these proceedings.

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

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

DIP FINANCING
28. THIS COURT ORDERS that the Applicant is hereby authorized and empowered to

continue to borrow, repay and reborrow under its existing operating credit facility and to borrow
and repay under its new credit facility (together, the “DIP Facilities”) with National Bank (the
“DIP Lender”) in accordance with the terms of the Accommodation Agreement dated August 8,
2006 between the DIP Lender, the Applicant and the guarantors thereof (the “Accommodation

Agreement”) in order to finance the Applicant's working capital requirements and other general



corporate purposes and capital expenditures, provided that borrowings under the DIP Facilities
shall not exceed $10 million unless permitted by further Order of this Court.

29. THIS COURT ORDERS that the DIP Facilities shall be on the terms and subject to the
conditions set forth in the Accommodation Agreement, filed and that the Applicant shall, (i) pay
all amounts from time to time owing to the DIP Lender on account of principal, interest, fees,
costs and expenses or other amounts pursuant to the Accommodation Agreement; and (ii)

perform all of its obligations under the Accommodation Agreement.

30. THIS COURT ORDERS that the Applicant is hereby authorized and empowered to
execute and deliver such credit agreements, mortgages, charges, hypothecs and security
documents, guarantees and other definitive documents (collectively, the “Definitive
Documents”), as are contemplated by the Accommodation Agreement or as may be reasonably
required by the DIP Lender pursuant to the terms thereof, and the Applicant is hereby authorized
and directed to pay and perform all of its indebtedness, interest, fees, liabilities and obligations to
the DIP Lender under and pursuant to the Accommodation Agreement and the Definitive
Documents as and when the same become due and are to be performed, notwithstanding any

other provision of this Order.

31. THIS COURT ORDERS that the DIP Lender shall be entitled to the benefits of and is
hereby granted a charge (the “DIP Lender’s Charge™) on the Property in favour of the DIP
Lender as security for all past, present and future obligations and indebtedness of the Applicant
to the DIP Lender owing under or in connection with the DIP Facilities. The DIP Lender’s

Charge shall have the priority set out in paragraph 35 hereof.

32. THIS COURT ORDERS that, notwithstanding any other provision of this Order:

(a) the DIP Lender may take such steps from time to time as it may deem necessary
or appropriate to file, register, record or perfect the DIP Lender’s Charge or any
of the Definitive Documents;



(b)

(©

(d)

(e)

upon the occurrence of a Forbearance Terminating Event (as defined under the
Accommodation Agreement) or an event of default under the Definitive
Documents or the DIP Lender’s Charge, the DIP Lender may immediately and
without the need for any prior notice terminate the DIP Facilities, cease making
advances to the Applicant, cease to honour cheques, debit items or other
instruments drawn on or chargeable to any of the Applicant’s accounts with the
DIP Lender and set off and/or consolidate any amounts owing by the DIP Lender
to the Applicant against the obligations of the Applicant to the DIP Lender under
the Accommodation Agreement, the Definitive Documents or the DIP Lender’s
Charge, and upon 3 business days notice to the Applicant and the Monitor, may
exercise any and all of its rights and remedies against the Applicant or the
Property under or pursuant to the Accommodation Agreement, Definitive
Documents and the DIP Lender’s Charge, including without limitation, , to make
demand, accelerate payment and give other notices, or to apply to this Court for
the appointment of a receiver, receiver and manager or interim receiver, or for a
bankruptcy order against the Applicant and for the appointment of a trustee in
bankruptcy of the Applicant, and upon the occurrence of a Forbearance
Terminating Event or an event of default under the terms of the Definitive
Documents, the DIP Lender shall be entitled to seize and retain proceeds from the
sale of the Property and the cash flow of the Applicant to repay amounts owing to
the DIP Lender in accordance with the Definitive Documents and the DIP
Lender’s Charge, but subject to the priorities as set out in paragraph 35 of this
Order;

the DIP Lender may refuse to make any further advances or provide any further
credit to the Applicant or to process, honour or clear any cheque, wire or
electronic transfer, draft, negotiable instrument or other form of payment without
adequate cash balances in the Applicant’s accounts with the DIP Lender or
without sufficient credit availability under the DIP Facilities;

the DIP Lender shall not be under any obligation whatsoever to inquire into the
propriety, validity or legality of any transfer, payment, collection or other action
taken under the DIP Facilities or as to the use or application by the Applicant of
funds transferred, paid, collected or otherwise dealt with under the DIP Facilities

the DIP Lender shall be entitled to provide the DIP Facilities without any lability
in respect thereof to any Person; and



® the foregoing rights and remedies of the DIP Lender shall be enforceable against
any trustee in bankruptcy, interim receiver, receiver or receiver and manager of
the Applicant or the Property.

33. THIS COURT ORDERS AND DECLARES that, notwithstanding any other provision
in this order, the DIP Lender shall be treated as an unaffected creditor in these proceedings and
in any plan of arrangement or compromise filed by the Applicant under the CCAA, or any
proposal filed by the Applicant under the Bankruptcy and Insolvency Act of Canada (the "BIA"),
such that the claims of the DIP Lender against the Applicant shall not be affected, compromised
or arranged pursuant to these or any other proceedings. The DIP Lender shall not be affected by
the stay of proceeding or other adverse terms of this order and, except as provided for in
subparagraph 32(b) herein, nothing in this order shall stay or otherwise affect the rights of the
DIP Lender to enforce or initiate any proceedings with respect to its secured claims against the
Applicant including without limitation, its rights to take steps to enforce its security over the

Property.

VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER

34. THIS COURT ORDERS that the filing, registration or perfection of the DIP Lender’s
Charge shall not be required, and that the DIP Lender’s Charge shall be valid and enforceable for
all purposes, including as against any right, title or interest filed, registered, recorded or perfected
subsequent to the DIP Lender’s Charge coming into existence, notwithstanding any such failure

to file, register, record or perfect.

35. THIS COURT ORDERS that the DIP Lender’s Charge shall constitute a charge on the
Property and such DIP Lender’s Charge shall rank in priority to all other security interests, trusts,
liens, charges and encumbrances, statutory or otherwise (collectively, “Encumbrances”) in

favour of any Person.

36. THIS COURT ORDERS that except as otherwise expressly provided for herein, or as
may be approved by this Court, the Applicant shall not grant any Encumbrances over any



Property that rank in priority to, or pari passu with, the DIP Lender’s Charge, unless the
Applicant also obtains the prior written consent of the DIP Lender, or further Order of this Court.

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

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

(a) neither the creation of the DIP Lender’s Charge nor the execution, delivery,
perfection, registration or performance of the Accommodation Agreement or the
Definitive Documents shall create or be deemed to constitute a breach by the
Applicant of any Agreement to which it is a party;

(b) the DIP Lender shall have no liability to any Person whatsoever as a result of any
breach of any Agreement caused by or resulting from the Applicant entering into
the Accommodation Agreement, the creation of the DIP Lender’s Charge, or the
execution, delivery or performance of the Definitive Documents; and

(c) the payments made by the Applicant pursuant to this Order, the Accommodation
Agreement or the Definitive Documents, and the granting of the DIP Lender’s
Charge, do not and will not constitute fraudulent preferences, fraudulent
conveyances, oppressive conduct, settlements or other challengeable, voidable or

reviewable transactions under any applicable law.



SERVICE AND NOTICE

38. THIS COURT ORDERS that the Applicant shall, within ten (10) business days of the
date of entry of this Order, send a copy of this Order to its known creditors, other than: (a)
employees; and (b) creditors to which the Applicant owes less than $500, at their addresses as
they appear on the Applicant's records, and shall promptly send a copy of this Order (a) to all
parties filing a Notice of Appearance in respect of this Application, and (b) to any other
interested Person requesting a copy of this Order, and the Monitor is relieved of its obligation

under Section 11(5) of the CCAA to provide similar notice, other than to supervise this process.

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

business day after mailing.

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

www.gowlings.com/restructuring.



GENERAL

41. THIS COURT ORDERS that notwithstanding anything contained in this order, any
claims of 2072223 Ontario Ltd. (“207 Ontario”), the Monitor, and counsel to the Monitor and
the Applicant shall be unaffected and not subject to compromise or arrangement in or by the Plan
and nothing in this order shall stay or otherwise affect the rights of 207 Ontario to enforce or
initiate any proceedings with respect to their secured claims against the Applicant including,

without limitation, its rights to take steps to enforce its security over the Property.

42. THIS COURT ORDERS that the Applicant or the Monitor may from time to time apply

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

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

Applicant, the Business or the Property.

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

Order.

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

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

terms of this Order.

46. THIS COURT ORDERS that any interested party (including the Applicant and the
Monitor) may apply to this Court to vary or amend this Order on not less than seven (7) days'



notice to the Applicant, the Monitor, the DIP Lender and any other party or parties likely to be
affected by the order sought or upon such other notice, if any, as this Court may order.

47. THIS COURT ORDERS that this Order and all of its provisions are effective as of
12:01 a.m. Eastern Standard Time on the date of this Order.
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sklar

PEPPLER

ROBERT J. TWEEDY
August 8, 2006 Chairman & Chief Executive Officer

ANNOUNCEMENT

Sklar Peppler Furniture Corporation (SPFC) today announced it has filed for protection
under the Companies’ Creditors Arrangement Act (Canada) (C.C.A.A.) to facilitate the
completion of a refinancing and operational restructuring.

SPFC owns 100% of Sklar Peppler of America Inc. (SPA), a holding company which
owns 100% of Associated Furniture Manufacturers Inc. (AFM) in Portland Oregon.
AFM is not included in the reorganization under the CCAA of SPFC and will continue to
carry on business in the ordinary course.

Sklar has been in business since 1946. The Company is a leading Canadian branded
supplier of residential upholstery furniture and occasional tables to major department
stores, chains and better grade independents in Canada and the United States. The
Company has two leased manufacturing facilities — in Ajax, Ontario, and Portland
Oregon. Showrooms are maintained in both Toronto, Ontario and High Point, North
Carolina.

Following the acquisition of the Company in 1991 by its current majority owner, SPFC
experienced growth in both sales and profits through 2002. Since then, the approximate
40% rise in the Canadian dollar versus the U.S. dollar has resulted in a surge of imports -
particularly from the Republic of China with its currency pegged to the U.S. dollar. Over
the last three year, imports of upholstered furniture (fabric and leather) have grown
dramatically and are now estimated to exceed 50% of the domestic market — up from
20% in 2002. '

SPEC has moved to a revised business model using offshore sourcing to complement its
core domestic capabilities of designing and supplying high quality products, while
offering excellent customer service. This restructuring involves a move to a more cost
efficient facility in Ajax, Ontario, and a significant reduction in people and overhead
costs. Under the C.C.A.A., the Company will continue negotiations with the United Steel
Workers (USW) to try and achieve cost competitiveness and job stability.

Under C.C.A.A., the Company has arranged adequate financing with its lenders,
including its senior lender — the National Bank of Canada - and will carry on business in
the normal course. With a successful restructuring, the Company expects a permanent
lending arrangement will be finalized.



Going forward, the Company does not anticipate any disruption to its ongoing business
and will continue to provide high quality products and service to its customer base across
Canada and the United States.

Contact: Robert J. Tweedy, Chairman & CEO — 905-427-1331

New Address:

274 Mackenzie Avenue
Ajax, ON L1S 2E9

905-427-1331
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Sklar Peppler files for protection from creditors
Michael J. Knell -- Furniture Today, 8/10/2006 10:56:00 AM
Plans to cut costs, shift sourcing

AJAX, Ontario — Sklar Peppler has filed for protection under the Companies’ Creditors Arrangement Act,
the Canadian version of Chapter 11, to complete an ongoing restructuring and refinancing initiative.

Bob Tweedy, chairman and CEO of the stationary upholstery manufacturer and case goods importer, said
the move was driven by competitive pressures made aimost unbearable by the rise in the Canadian dollar in
the past three years.

Tweedy said in a statement that since 2002, the Canadian dollar has risen some 40% in value against the
U.S. dollar. Meanwhile, imports from Asia — “particularly from the Republic of China, which has pegged its
currency to the U.S. dollar,” he said, have grown dramatically and ratcheted up competition.

To compete in this environment, the company has to find new cost and production efficiencies without
sacrificing quality or customer service, he said.

“We are moving to a revised business model that uses offshore sourcing to complement our core domestic
capabilities of designing and supplying high quality products while offering excellent customer service,”
Tweedy said. “This restructuring includes the move to a more cost-efficient facility here in Ajax and a
significant reduction in people and overhead costs.”

Skiar laid off about 100 production workers last month and entered into negotiations with the United Steel
Workers in an effort to achieve cost competitiveness and job stability.

The new factory, replacing an older facility in Whitby, Ontario, is operational and shipping product.

SPFC also owns 100% of Skiar Peppler of America, which operates the Associated Furniture Manufacturers
factory in Portland, Ore. AFM is not included in the reorganization and is operating as usual.

Tweedy said the high cost of Canadian labor is the major barrier to competing against imports from China
and elsewhere

“We have to solve the problem of cost-competitive labor while ensuring the viability of the jobs that remain in
the long term,” he said, adding he anticipates no problem in the flow of goods. Much of the production from
the old Whitby factory has been transferred to Portland, at least until the reorganization is complete.

The Creditors Arrangement Act process will take three to four months, and Tweedy believes a stronger,
more competitive company will emerge.

“We want to maintain a manufacturing capacity in Canada, particularly in custom,” he said. “But it requires
drastic changes to the business model.”

Sklar has arranged for new financing from a group of lenders, including its senior lender, the National Bank
of Canada.

“Going forward, we don't anticipate any disruption to our ongoing business and will continue to provide high
quality products and service to its customer base across Canada and the United States,” he said.

Uwe Manski of accounting and consulting firm BDO Dunwoody has been named to monitor the restructuring
process.
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Krista R. Chaytor WCil’FOUIdSm

E-mail kehaytor@weitfoulds.com BARRISTERS & SOLICITORS
Direct Line 416-947-5074
File 00056.00020

August 28, 2006
VIA FACSIMILE

Mr. E. Patrick Shea
Gowlings

Barristers & Solicitors

1 First Canadian Place
Suite 1600

100 King Street West
Toronto, ON M5X 1G5

Dear Mr. Shea:
Re: Lebovic Enterprises Limited v. Sklar Peppler Furniture Corporation

We are the solicitors for Lebovic Enterprises Limited and Albert Bloom Limited,
the landlords of the premises leased by Sklar Peppler Furniture Corporation in Whitby.

The landlord obtained an order against Sklar Peppler on May 1, 2006. The order
has not been issued and entered as Sklar Peppler's litigation counsel did not agree with us on the
form and content of the order. We are attending before the Registrar of the Ontario Superior
Court of Justice at Whitby tomorrow to settle the order.

Yours truly,

WeirFoulds LLP
Krista R. Chaytor )

KRC/vk

¢:  Michael Citak (via facsimile)

Client
922312.1
The Exchange Tower, Suite 1600 Telephone  416-365-1110

P.0. Box 480, 130 }({ng _Sm:ct West Facsimile 416-365-1876

DRV P [ I,
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Kriaa . Chayee WeirFoulds..
E-mail kehaytor@weirfoulds.com BARRIGTERG & GOLICITORS
Dircct Linc 416-947-5074

File 00056.00020

August 28, 2006

VIA FACSIMILE

Mr. E. Patrick Shea
Gowlings

Barristers & Solicitors

1 First Canadian Place
Suite 1600

100 King Street West
Toronto, ON M5X 1G5

Dear Mr. Shea:
Re: Lebovic Enterprises Limited v. Sklar Peppler Furniture Corporation

We are the solicitors for Lebovic Enterprises Inc., referred to as the Whitby
Landlord in the affidavits of Robert Tweedy sworn August 2, 2006 and August 8, 2006,

On Friday, August 25, 2006 we learned from Sklar Peppler's litigation counsel,
McLean and Kerr LLP that Sklar Peppler had sought CCAA protection on August 8, 2006. We
note that despite paragraph 38 of the order of Justice Campbell dated August 8, 2006, Sklar
Peppler did not send a copy of the order to the Whitby Landlord.

We have now had an opportunity to review the affidavits of Robert Tweedy
sworn on August 2, 2006 and August 8, 2006. The August 2, 2006 affidavit is inaccurate and
misleading.

The lease for the Whitby Facility expired on March 31, 2006. The Whitby
Landlord brought proceedings for a writ of possession. On May 1, 2006, Justice Ferguson
ordered a writ of possession which could not be enforced until September 1, 2006. Justice
Ferguson also ordered Sklar Peppler to pay occupancy rent commencing April 1, 2006 at double
the value of the rent paid in March, 2006, namely $70,145.76 plus taxes. On May 3, 2006,
despite the order of Justice Ferguson, Sklar Peppler paid rent in the amount of $35,072.88. It
was, as of that date, in arrears of rent in the amount of $70.145.76 ($35,072.88 for each of April
and May, 2006) pursuant to the order of Justice Ferguson. On May 8, 2006, Sklar Peppler
appealed the order of Justice Ferguson.

The Exchange Tower, Suite 1600 Tclephone  416-365.1110
P.O. Box 480, 130 King Strect West Facsimile 416-365.1876
Toronto. Ontario. Canada MSX 115 Website www.woirfoulds.com
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WeirFoulds..

BARRISTERA & 8CLICITORE

Sklar Peppler did not pay the rent due June 1, 2006. In addition it did not perfect
its appeal of the Order of Justice Ferguson. As a result, the Whitby Landlord brought a motion
to dismiss the appeal for delay returnable July 19, 2006, It also brought a motion for an order
lifting the stay of the order of Justice Ferguson (if such a stay was in place) pending Sklar
Peppler's appeal. On July 17, 2006, on the eve of the motions, Skiar Peppler paid rent of
$35,072.88 for each of June and July, 2006. At the hearing of the motions before Justice Brown
on July 19, 2006, Sklar Peppler consented to an order that it make a payment for rent in the
amount of $35,072.88 on or before August 1, 2006. Justice Brown reserved his decision on
whether the stay of the order of Justice Ferguson should be lifted pending Sklar Peppler's
appeal. Justice Brown gave Sklar Peppler until July 31, 2006 to perfect its appeal of Justice
Ferguson's order.

Sklar Peppler did not perfect its appeal by July 31, 2006. Furthermore, despite
the consent order made on July 19, 2006, Sklar Peppler did not make the rent payment of
$35,072.88 on August 1, 2006 and since that date has clearly been in arrears of rent for at least
that amount. On August 9, 2006, the Registrar of the Divisional Court dismissed Sklar Peppler's
appeal for delay.

Paragraph 21 of the affidavit of Robert Tweedy sworn August 2, 2006 states that
the rent for the Whitby Facility (as defined in that affidavit) had been paid through to August 7,
2006. As indicated from the chronology set out above, this statement was not true. At the very
least, Sklar Peppler was in arrears of the payment of $35,072.88 ordered to be paid on August 1,
2006 pursuant to the order of Justice Brown dated July 19, 2006 and outstanding property taxes
in the amount of $19,742.50. This statement is also misleading in the sense that it implies that
Sklar Peppler had made all of the payments ordered by Justice Ferguson. It does not advise the
court that Sklar Peppler had in fact only paid half of the rent ordered to be paid by Justice
Ferguson because it was taking the position that the balance of the rent ordered to be paid was
subject to a stay as the result of its appeal. It does not advise the court that the Whitby Landlord
had brought a motion on July 19, 2006 to lift the stay (if such a stay was in fact in place) and the
fact that Sklar Peppler and the Whitby Landlord were awaiting Justice Brown's decision on that
issue.

Mr. Tweedy's evidence at paragraph 26 that the appeal had been abandoned is
inaccurate. No Notice Of Abandonment was ever served. In fact, as previously indicated, the
appeal was ongoing until it was dismissed by the Registrar on August 9, 2006. In any event, if
Sklar Peppler had abandoned the appeal, then no stay of the order of Justice Ferguson was in
place and the further amount payable pursuant to the order of Justice Ferguson in the amount of
$175,364.40 ($35,072.88 per month for each of the months from April, 2006 to August, 2006
inclusive) was due and in arrears as soon as the appeal was abandoned and at the time Mr.
Tweedy improperly swore that the rent was paid to August 7, 2006.
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BARRISTERSG & BQLICITORS

The Whitby Landlord is currently owed $210,437.28 plus outstanding property
taxes in the amount of $19,742.50 that Mr. Tweedy erroneously advised the court was not
outstanding when the order of Justice Campbell was made on August 8, 2006. We would
appreciate hearing from you in this regard.

Yours truly,

Weu‘FouldS LLP (

KnstaR Chaytor Cﬁ«l\/’
KRC/vk

¢:  Michael Citak (via facsimile)
Client
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