Court No. 25-1124515
Estate No. 25-1124515

IN THE COURT OF QUEEN’S BENCH OF ALBERTA
JUDICIAL DISTRICT OF CALGARY

IN BANKRUPTCY AND INSOLVENCY

IN THE MATTER OF THE PROPOSAL OF THE DIAMOND BULLET
CORPORATION, PREMIERE MANUFACTURING LTD., HAT BIT SUPPLY LTD.,
DBC INTERNATIONAL INC., DUNN TRUCKING LTD.,

AND R ENVIRONMENTAL LABS LTD.

OF THE TOWN OF TABER, IN THE PROVINCE OF ALBERTA

NOTICE OF MOTION

TAKE NOTICE that an application will be made on behalf of HSBC Bank Canada
{("HSBC") before the Honourable Justice McDonald, in Chambers, at the Calgary Court House,
601 5™ Street SW, in the City of Calgary, in the Province of Alberta, on Wednesday the 25th
day of February, 2009, at 3:00 p.am. or so soon thereafter as counsel may be heard for an Order in

the form attached hereto as Schedule “A”:

1. Declaring that service of notice of this application is good and sufficient and abridging

the time for service of this application to the time actually given, if necessary;

2. Leave to proceed with an application to appoint Meyers Norris Penny Limited ("MNP")
as Receiver and Manager over the property, assets and undertakings of The Diamond Bullet
Corporation ("Diamond"), Premiere Manufacturing Ltd. ("Premiere"), Hat Bit Supply Ltd. ("Hat
Bit"), DBC International Inc. ("DBC"), and R Environmental Labs Lid. ("Labs"} (collectively

referred to as the "Debtor Companies™);
3. Such further and other relief as counsel may seek and this Honourable Court deems just.

AND TAKE FURTHER NOTICE THAT in support of this application, HSBC will
rely upon the following: the Report of MNP to the Official Receiver pursuant to section
50.4(7T)b)(i) of the Bankruptcy and Insolvency Act, dated February 24, 2009 (the "Trustee's
Report™), atiached hereto as Schedule "B"; the Third Report of MNP to the Court dated February



-

19, 2009, attached hereto as Schedule "C"; the Second Report of MNP in its role as Interim

Receiver of Premiere, dated February 19, 2009, attached as Schedule "D"; section 13(2) of the
Judicature Act, R.5.A. 2000, c.J-2, section 99(a) of the Business Corporations Act, R.8.A. 2000,

¢.B-9, and section 65(7) of the Personal Property Security Act, R.S.A. 2000, ¢.P-7; and such

further and other materials counsel may advise and this Honourable Court may permit.

AND TAKE FURTHER NOTICE THAT the grounds upon which this application is

made include the following:

(1)

(i)

(iii)

(iv)

(v)

HSBC is a secured creditor of the Debtor Companies pursuant to various
forms of security arrangements entered into between HSBC and the

Debtor Companies (the "Security");

The Debtor Companies are operating under a Notice of Intention to Make
a Proposal under the Bankruptcy and Insolvency Act, dated Qctober 27,
2008 appointing MNP as proposal trustee;

Pursuant to an Order dated December 4, 2008 (the "Interim Receivership
Order"y MNP was appointed interim receiver of all of the current and

future assets, property and undertakings of Premiere;

Orders were granted by the Court extending the time for the Debtor
Companies to file a proposal to their creditors on November 25, 2008,
January 9, 2008 and February 20, 2009 (the "Extension Orders"). HSBC

did not consent to the Extension Orders;

The February 20, 2009 Order extended the time for the Debtor Companies
to file a proposal to their creditors to March 2, 2009 in order to allow
MNP, in its capacity as interim receiver, and a third party a period of time
to finalize an agreement for the sale of the assets and shares of Premiere

(the "Agreement") m an effort to payout the HSBC indebtedness;



(vi)

(vii)

(viii)

-3

The Trustee's Report confirms that the Debtor Companies have caused a

material adverse change in its financial circumstances, the particulars of

which include:

(a)

(b)

management of DBC paid an amount of $5,000.00 to two Premiere

employees;

management of DBC paid an amount of $87,684,62. to Rick
Souther, principal of DBC;

the above transactions totalling approximately $98,000.00 were not

included in management's revised statements of projected cash flows.

The Trustee's Report confirms that Premier sold assets out of the ordinary

course of business contrary to the Interim Receivership Order;

HSBC is of the view that:

(a) the Debtor Companies are not operating in a manner that is
consistent with the revised statement of projected cash flows;

(b)  the Agreement will not be executed between MNP, in its capacity
as interim receiver of Premiere, and the third party;

(c) the Debtor Companies are disposing of assets that may be subject
to the Security;

(d) HSBC will suffer material prejudice in the event a Receiver and
Manager is not appointed over the assets, property and
undertakings of the Debtor Companies;

(e)  the Debtor Companies are not acting in good faith and with due
diligence;

(&) the Debtor Companies are not likely able to make a viable proposal

before March 2, 2009,
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(ix) Tt is just, convenient and appropriate for the appointment of a Receiver
and Manager over the property, assets and undertakings of the Debtor
Companies, given the insolvency of the Debtor Companies, the
uncertainty swrounding the assets and management of the Debtor
Companies, and the uncertainty of HEBC's ability to recover the collateral

subject to the Security;

0 MNP has executed a consent to the appointment as Receiver and Manager

of the property, assets and undertakings of the Debtor Companies.

PATED at the City of Calgary, in the Province of Alberta, this 25% day of February,
2009,

FRASER MILNER CASGRAIN LLP,
solicitors for HSBC Bank Canada

: /D%ﬁ%medy

AND TO: GOWLING LAFLEUR HENDERSON LLP
1400 Scotia Cenire
700 - 2™ Sireet S.W.
Calgary, Alberta
T2P 4V5

Per

TO: THE CLERK OF THE COURT

Attention: Tom Cumming

TORRY LEWIS ABELLS LLP
110, 220 - 4™ Street South
Lethbridge, Alberta

T1J 4)7

Attention: Greg K. Norman

3809727 1.00OC



Schedule "AY
Action No.:

IN THE COURT OF QUEEN’S BENCH OF ALBERTA
JUDICIAL DISTRICT OF CALGARY

BETWEEN:
HSBC BANK CANADA
Plaintiff

- and -

THE DIAMOND BULLET CORPORATION, PREMIERE MANUFACTURING LTD,,
DBC INTERNATIONAL INC., HAT BIT SUPPLY LTD.,
R ENVIRONMENTAL LABS LTD., and RICK SOUTHER

Defendants

BEFORE THE HONOURABLE )} AT THE CALGARY COURTS CENTRE IN
TUSTICE ) THE CITY OF CALGARY, PROVINCE OF
)  ALBERTA ON DAY, THE DAY OF
IN CHAMBERS ) FEBRUARY, 2009
RECEIVERSHIPF ORDER

UPON the application of HSBC Bank Canada in respect of The Diamond Bullet
Corporation, Premiere Manufacturing Ltd., Hat Bit Supply Lid., DBC International Inc., and R
Environmental Labs Ltd. (collectively referred to as the “Debtor™) for an order abridging the
time of service of the Notice of Motion and for an Order appointing Meyers Norris Penny

Limited as receiver and manager over the assets, undertakings and properties of the Debtor;

AND UPON having read the Report of Meyers Norris Penny Limited to the Official
Receiver pursuant to section 50.4(7)(b)(i) of the Bankruptcy and Insolvency Act, AND UPON
reading the consent of Meyers Norris Penny Limited to act as receiver and manager of the
Debtor; AND UPON hearing submissions of counsel for HSBC and other parties that may be
affected by this Order;
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IT IS HEREBY ORDERED AND DECLARED THAT:

SERVICE

1. The time for service of the notice of application for this order is hereby abridged and

service thereof is deemed good and sufficient.

APPOINTMENT

2. Pursuant to section 13(2) of the Judicature Act, R.S.A. 2000, ¢.J-2, Meyers Norris Penny
Limited is hereby appointed Receiver, without security, of all of the Debtor's current and
future assets, undertakings and properties of every nature and kind whatsoever, and

wherever situate including all proceeds thereof (the “Property™).

RECEIVER’S POWERS

3. The Receiver is hereby empowered and authorized, but not obligated, to act at once in
respect of the Property and, without in any way limiting the generality of the foregoing,
the Receiver is hereby expressly empowered and authorized to do any of the following

where the Receiver considers it necessary or desirable:

(a) to take possession and control of the Property and any and all proceeds, receipts

and disbursements arising out of or from the Property;

(b) to receive, preserve, protect and maintain control of the Property, or any part or
parts thereof, including, but not limited to, the changing of locks and security
codes, the relocating of Property to safeguard it, the engaging of independent
security personnel, the taking of physical inventories and the placement of such

insurance coverage as may be necessary or desirable;

{c) to manage, operate and carry on the business of the Debtor, including the powers
to enter into any agreements, incur any obligations in the ordinary course of
business, cease to carry on all or any part other business, or cease to perform any

confracts of the Debtor;



(d)

(©

M

(&)

(h)
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to engage consultants, appraisers, agents, experts, auditors, accountants,
managers, counsel and such other persons from time to time and on whatever
basis, including on a temporary basis, to assist with the exercise of the powers and

duties conferred by this Order;

to purchase or lease such machinery, equipment, inventories, supplies, premises

or other assets to continue the business of the Debtor or any part or parts thereof;

to receive and collect all monies and accounts now owed or hereatter owing to the
Debtor and to exercise all remedies of the Debtor in collecting such monies,

including, without limitation, to enforce any security held by the Debtor;
to settle, extend or compromise any indebtedness owing to or by the Debtor,

to execute, assign, issue and endorse documents of whatever nature in respect of
any of the Property, whether in the Receiver’s name or in the name and on behalf

of the Debtor, for any purpose pursuant to this Order;

to undertake environmental or workers’ health and safety assessments of the

Property and operations of the Debtor;

to initiate, prosecute and continue the prosecution of any and all proceedings and
to defend all proceedings now pending or hereafter instituted with respect to the
Debtor, the Property or the Receiver, and to settle or compromise any such
proceedings. The authority hereby conveyed shall extend to such appeals or
applications for judicial review in respect of any order or judgment pronounced in
any such proceeding, and provided further that nothing in this Order shall
authorize the Receiver to defend or seitle the action in which this Order is made

unless otherwise directed by this Court.

to market any or all the Property, including advertising and soliciting offers in
respect of the Property or any part or parts thereof and negotiating such terms and

conditions of sale as the Receiver in its discretion may deem appropriate.
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to sell, convey, transfer, lease or assign the Property or any part or parts thereof

out of the ordinary course of business,

(i) without the approval of this Court in respect of any transaction not
exceeding $100,000.00, provided that the aggregate consideration for all
such transactions does not exceed $250,000.00; and

(i)  with the approval of this Court in respect of any transaction in which the
purchase price or the aggregate purchase price exceeds the applicable

amount set out in the preceding clause,

and in each such case notice under subsection 60(4) of the Personal Property
Security Act, R.S.A. 2000, c. P-7 shall not be required.

to apply for any vesting order or other orders necessary to convey the Property or
any part or parts thereof to a purchaser or purchasers thereof, free and clear of any

liens or encumbrances affecting such Property;

to report to, meet with and discuss with such affected Persons (as defined below)
as the Receiver deems appropriate on all matters relating to the Property and the
receivership, and to share information, subject to such terms as to confidentiality

as the Receiver deems advisable;

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

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

thought desirable by the Receiver, in the name of the Debtor;

to enter into agreements with any trustee in bankruptcy appointed in respect of the
Debtor, including, without limiting the generality of the foregoing, the ability to

enter into occupation agreements for any property owned or leased by the Debtor;

to exercise any shareholder, partmership, joint venture or other rights which the

Debtors may have; and
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(s) to take any steps reasonably incidental to the exercise of these powers;

and in each case where the Receiver takes any such actions or steps, it shall be
exclusively authorized and empowered to do so, to the exclusion of all other
Persons {(as defined below), including the Debtor, and without interference from
any other Person.

DUTY TO PROVIDE ACCESS AND CO-OPERATION TO THE RECEIVER

4.

(i) The Debtor, (i) all of its current and former directors, officers, employees, agents,
accountants, legal counsel and sharcholders, and all other persons acting on its
instructions or behalf, and (iii) all other individuals, firms, corporations, governmental
bodies or agencies, or other entities having notice of this Order (all of the foregoing,
collectively, being “Persons” and each being a “Persort”) shall forthwith advise the
Receiver of the existence of any Property in such Person’s possession or control, shall
grant immediate and continued access to the Property to the Receiver, and shall deliver
all such Property (excluding Property subject to liens the validity of which is dependant

on maintaining possession) to the Receiver upon the Receiver’s requests.

All Persons shall forthwith advise the Receiver of the existence of any books, documents,
securities, coniracts, orders, corporate and accounting records, and any other papers,
records and information of any kind related to the business or affairs of the Debtor, and
any computer programs, computer tapes, computer disks, or other data storage media
containing any such information (the foregoing, collectively, the “Records”) in that
Person’s possession or control, and shall provide to the Receiver or permit the Receiver
to make, retain and take away copies thereof and grant to the Receiver unfettered access
to and use of accounting, computer, software and physical facilities relating thereto,
provided however that nothing in this paragraph 5 or in paragraph 6 of this Order shall
require the delivery of Records, or the granting of access to Records, which may not be
disclosed or provided to the Receiver due to the privilege attaching to solicitor-client
communication or documents prepared in contemplation of litigation or due to statutory

provisions prohibiting such disclosure.

If any Records are stored or otherwise contained on a computer or other electronic system

of information storage, whether by independent service provider or otherwise, all Persons
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in possession or control of such Records shall forthwith give unfettered access to
Receiver for the purpose of allowing the Receiver to recover and fully copy all of the
information contained therein whether by way of printing the information onto paper or
making copies of computer disks or such other manner of retrieving and copying the
information as the Receiver in its discretion deems expedient, and shall not alter, erase or
destroy any Records without the prior written consent of the Receiver. Further, for the
purposes of this paragraph, all Persons shall provide the Receiver with all such assistance
in gaining immediate access to the information in the Records as the Receiver may in its
discretion require including providing the Receiver with instructions on the use of any
computer or other system and providing the Receiver with any and all access codes,
account names and account numbers that may be required to gain access to the

information.

NO PROCEEDINGS AGAINST THE RECEIVER

1.

No proceeding or enforcement process in any court or tribunal (each, a “Proceeding”),
shall be commenced or continued against the Receiver except with the written consent of

the Receiver or with leave of this Court.

NO PROCEEDINGS AGAINST THE DEBTOR OR THE PROPERTY

8.

No Proceeding against or in respect of the Debtor or the Property shall be commenced or
continued except with the written consent of the Receiver or with leave of this Court and
any and all Proceedings currently under way against or in respect of the Debtor or the
Property arc hereby stayed and suspended pending further Order of this Court, provided,
however, that nothing in this Order shall prevent any Person from commencing a
proceeding regarding a claim that might otherwise become barred by statute or an
existing agreement, if such proceeding is not commenced before the expiration of the stay

provided by this paragraph 8.

NO EXERCISE OF RIGHTS OF REMEDIES

9,

All rights and remedies (including, without limitation, set-off rights) against the Debtor,
the Receiver, or affecting the Property, are hereby stayed and suspended except with the

written consent of the Receiver or leave of this Court, provided however that nothing in
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this paragraph shall (i) empower the Receiver or the Debtor to carry on any business
which the Debtor is not lawfully entitled to carry on, (ii) exempt the Receiver or the
Debtor from compliance with statutory or regulatory provisions relating to health, safety
or the environment, (iii) prevent the filing of any registration to preserve or perfect a

security interest, or (iv) prevent the registration of a claim for lien.

NQ INTERFERENCE WITH THE RECEIVER

10.

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 Debtor, without written consent of the Receiver or leave of this Court.
Nothing in this Order shall prohibit any party to an “eligible financial contract” (as
defined in section 11.1(1) of the Companies’ Creditors Arrangement Act) with the Debtor
from terminating such contract or exercising any rights of set-off, in accordance with its

terms.

CONTINUATION OF SERVICES

11.

All Persons having oral or written agreements with the Debtor 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 Debtor
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 Receiver, and that the Receiver shall be entitled to the continued use of the
Debtor’s current 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 Receiver in accordance with
normal payment practices of the Debtor or such other practices as may be agreed upon by

the supplier or service provider and the Receiver, or as may be ordered by this Court.

RECEIVER TO HOLD FUNDS

12.

All funds, monies, cheques, instruments, and other forms of payments received or

collected by the Receiver from and after the making of this Order from any source
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whatsoever, including without limitation the sale of all or any of the Property and the
collection of any accounts receivable in whole or in part, whether in existence on the date
of this Order or hereafter coming into existence, shall be deposited into one or more new
accounts to be opened by the Receiver (the “Post Receivership Accounts™) and the
monies standing to the credit of such Post Receivership Accounts from time fo time, net
of any disbursements provided for herein, shall be held by the Receiver to be paid in

accordance with the terms of this Order or any further order of this Court.

EMPLOYEES

13.

14,

All employees of the Debtor shall remain the employees of the Debtor until such time as
the Receiver, on the Debtor’s behalf, may terminate the employment of such employees.
The Receiver shall not be liable for any employee-related liabilities, including wages,
severance pay, termination pay, vacation pay, and pension or benefit amounts, other than
such amounts as the Receiver may specifically agree in writing to pay, or such amounts

as may be determined in Proceeding before a court or tribunal of competent jurisdiction.

Pursuant to clause 7(3)(¢) of the Personal Information Protection and Electronic
Documents Act, S.C. 2000, c. 5, the Receiver shall disclose personal information of
identifiable individuals to prospective purchasers or bidders for the Property and to their
advisors, but only to the extent desirable or required to negotiate and attempt to complete
one or more sales of the Property (each, a “Sale”). Each prospective purchaser or bidder
to whom such personal information is disclosed shall maintain and protect the privacy of
such information and limit the use of such information to its evaluation of the Sale, and if
it does not complete a Sale, shall return all such information to the Receiver, or in the
alternative destroy all such information. The purchaser of any Property shall be entitled
to continue to use the personal information provided to it, and related to the Property
purchased, in a manner which is in all material respects identical to the prior use of such
information by the Debtor, and shall return all other personal information to the Receiver,

or ensure that all other personal information is destroyed.
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LIMITATION ON ENVIRONMENTAL LIABILITIES

15. (a)

Notwithstanding anything in any federal or provincial law, the Receiver is not

personally liable in that position for any environmental condition that arose or

environmental damage that occurred:

(b)

(©

(@

(i)

before the Receiver’s appointment; or

after the Receiver’s appointment unless it is established that the condition
arose or the damage occurred as a result of the Receiver’s gross

negligence or wilful misconduct.

Nothing in sub-section (a) exempts a Receiver from any duly to report or make

disclosure imposed by a law referred to in that sub-section.

Notwithstanding anything in any federal or provincial law, but subject to sub-

section (a) hereof, where an order is made which has the effect of requiring the

Receiver to remedy any environmental condition or environmental damage

affecting the Property, the Receiver is not personally liable for failure to comply

with the order, and is not personally liable for any costs that are or would be

incurred by any person in carrying ouf the terms of the order,

®

if, within such time as is specified in the order, within ten days after the
order is made if no time is so specified, within ten days after the
appointment of the Receiver, if the order is in effect when the Receiver is
appointed, or during the period of the stay referred fo in paragraph (i), the

Recetver:
(A)  complies with the order, or

(B)  onnotice to the person who issued the order, abandons, disposes of
or otherwise releases any interest in any real property affected by

the condition or damage;
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(ii)  during the period of a stay of the order granted, on application made
within the time specified in the order referred to in paragraph (i), within
ten days after the order is made or within ten days after the appointment of

the Receiver, if the order is in effect when the Receiver is appointed, by,

(A) the court or body having jurisdiction under the law pursuant to
which the order was made to enable the Receiver to contest the

order; or

(B)  the court having jurisdiction in bankruptcy for the purposes of

assessing the economic viability of complying with the order; or

(iii)  if the Receiver had, before the order was made, abandoned or renounced
or been divested of any interest in any real property affected by the

condition or damage.

Nothing in this Order shall derogate from the protection afforded to the Receiver by
Section 14.06 of the BIA or any other applicable legislation.

RECEIVER’S ACCOUNTS

16,

17.

18.

Any expenditure or liability which shall properly be made or incurred by the Receiver,
including the fees of the Receiver and the fees and disbursements of its legal counsel,
incurred at the standard rates and charges of the Receiver and its counsel, shall be
allowed to it in passing its accounts and shall from a first charge on the Property in
priority to all security interests, trusts, liens, charges and encumbrances, statutory or

otherwise, in favour of any Person (the “Receiver’s Charge”).
The Receiver and its legal counsel shall pass their accounts from time fo time.

Prior to the passing of its accounts, the Receiver shall be at liberty from time to time to
apply reasonable amounts, out of the monies in its hands, against its fees and
disbursements, including the legal fees and disbursements, incurred at the normal rates
and charges of the Receiver or its counsel, and such amounts shall constitute advances

against its remuneration and disbursements when and as approved by this Court.
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FUNDING OF THE RECEIVERSHIP

19.

20.

21.

22,

The Receiver be at liberty and it is hereby empowered to borrow by way of a revolving
credit or otherwise, such monies from time to time as it may consider necessary or
desirable, provided that the outstanding prineipal amount does not exceed $100,000.00
(or such greater amount as this Court may by further Order authorize) at any time, at such
rate or rates of interest as it deems advisable for such period or periods of time as il may
arrange, for the purpose of funding the exercise of the powers and duties conferred upon
the Receiver by this Order, including interim expenditures. The whole of the Property
shall be and is hereby charged by way of a fixed and specific charge (the “Receiver’s
Borrowings Charge”) as security for the payment of the monies borrowed, together with
interest and charges thereon, in priority to all security interests, trusts, liens, charges and
encumbrances, statutory or otherwise, in favour of any Person, but subordinate in priority

to the Receiver’s Charge.

Neither the Receiver’s Borrowings Charge nor any other security granted by the Receiver
in connection with its borrowings under this Order shall be enforced without leave of this

Court.

The Receiver is at liberty and authorized to issue certificates substantially in the form
annexed as Schedule “A” hereio (the “Receiver’s Certificates”) for any amount borrowed

by it pursuant to this Order.

The monies from time to time borrowed by the Receiver pursuant to this Order or any
further order of this Court and any and all Receiver’s Certificates evidencing the same or
any part thereof shall rank on a pari passu basis, unless otherwise agreed to by the holders

of any prior issued Receiver’s Certificates.

ALLOCATION

23.

Any interested party may apply to this Court on notice to any other party likely to be
affected, for an order allocating the Receiver’s Charge and Receiver’s Borrowings

Charge amongst the various assets comprising the Property.
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GENERAL

24,

25.

26.

27.

28.

29,

The Receiver may from time to time apply to this Court for advice and directions in the

discharge of its powers and duties hereunder.

Nothing in this Order shall prevent the Receiver from acting as a trustee in bankruptey of
the Debtor.

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
Receiver and its 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 Receiver, as an officer of this Court, as may
be necessary or desirable to give effect to this Order or to assist the Receiver and its

agents in carrying out the terms of this Order.

The Receiver 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.

The Plaintiff shall have its costs of this motion, up to and including entry and service of
this Order, provided for by the terms of the Plaintiff’s security or, if not so provided by
the Plaintiff’s security, then on a substantial indemnity basis to be paid by the Receiver

from the Debtor’s estate with such priority and at such time as this Court may determine,

Any interested party may apply to this Court to vary or amend this Order on not less than
seven (7) days’ notice to the Receiver and to any other party likely to be affected by the

order sought or upon such other notice, if any, as this Cowrt may order.

J.C.C.QB.A.

ENTERED this day of ,

2008.

CLERK OF THE COURT



SCHEDULE “A”

RECEIVER CERTIFICATE

CERTIFICATE NO.

AMOUNT $

1. THIS IS TO CERTIFY that Meyers Norris Penny Limited, the receiver and manager (the
“Receiver”) of all of the assets, undertakings and properties of the Debtor, appointed by
Order of the Court of Queen’s Bench of Alberta (the “Court”) dated the day of
February, 2009 (the “Order”)} made in action , has received as such
Receiver from the holder of this certificate (the “Lender”) the principal sum of

$ , being part of the total principal sum of § which the

Receiver is authorized to borrow under and pursuant to the Order.

2. The principal sum evidenced by this certificate is payable on demand by the Lender with
interest thereon calculated and compounded [daily] [monthly not in advance onthe
day of each month] after the date hereof at a notional rate per annum equal to the rate of

per cent above the prime commercial lending rate of HSBC Bank Canada from

fime to time.

3. Such principal sum with interest thereon is, by the terms of the Order, together with the
principal sums and interest thereon of all other certificates issued by the Receiver
pursuant to the Order or to any further order of the Court, a charge upon the whole of the
Property (as defined in the Order), in priority to tllé security interests of any other person,
but subject to the priority of the charges set out in the Order, and the right of the Receiver

to indemnify itself out of such Property in respect of its remuneration and expenses.

4. All sums payable in respect of principal and interest under this certificate are payable at

the main office of the Lender at ®

5. Until all liability in respect of this certificate has been terminated, no certificates creating

charges ranking or purporting to rank in priority to this certificate shall be issued by the



Receiver to any person other than the holder of this certificate without the prior written

consent of the holder of this certificate.

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

The Receiver does not undertake, and it is not under any personal liability, to pay any

sum in respect of which it may issue certificates under the terms of the Order.

DATED the day of , 2009,

Meyers Norris Penny Limited solely in its
capacity as Receiver of the Property (as
defined in the Order), and not in its personal
capacity

Per:
Name:
Title;
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Schedule "BY

District of Alberta
Division No; 02-Calgary
Court/Estate No: 25-1124515 (Consolidated Estate) MEYERS NORRIS PENNY LIMITED

fl

N THE COURT OF QUEEN'S BENCH OF ALBERTA
JUDICIAL DISTRICT OF CALGARY
IN BANKRUPTCY

IN THE MATTER OF THE NOTICE OF INTENTION TO MAKE A PROPOSAL OF
THE DIAMOND BULLET CORPORATION, HAT BIT SUPPLY LTD., PREMIERE
MANUFACTURING LTD., R ENVIRONMENTAL LABS LTD., DBC INTERNATIONAL INC,,

AND DUNN TRUCKING LTD., '

TRUSTEE’S REPORT TO THE OFFICIAL RECEIVER
ADVISING OF MATERIAL ADVERSE CHANGE
(Subsection 50.4(7)(b)(i) of the Bankruptey and Insolvency Act)

INTRODUCTION AND BACKGROUND

1. The Diamond Buliet Corporation (“Diamond") and its wholly owned subsidiaries, Hat Bit
Supply Ltd. {'Hat Bi") and Premiere Manufacturing Ltd. (*Premiere”), and related comparies,
R Environmental Labs Lid. (“Labs™), DBC International Inc. (*DBC"), and Dunn Trucking Ltd.
("Dunn"}, (collectively, the "Debtor Companies®), filed a Notice of Intention to Make a
Proposal ("NOI"} on October 27, 2008 (the "Filing Date”) and Meyers Norris Penny Limited
consented fo act as Trustee (the "Trustee”).

5 On November 25, 2008 an Order was granted by the Court of Queen's Bench of Alberta (the
“Court’) extending the time for the Debtor Companies to file Proposals to January 9, 2008.

3. Pursuant to an Order granted by the Court on December 4, 2008, Meyers Norris Penny
Lirmnited was appointed as Interim Receiver (the “Receiver”) of all of the current and future
assets, undertakings and property of Premiere.

4. On January 9, 2009 an Order was granted by the Court extending the time for the Debtor
Cornpanies to file Proposals to February 23, 2008.

5. On February 20, 2008 an Order was granted by the Court extending the time for the Debtor
Companies to file Proposals to March 2, 2008,

6. The purpose of this report is to advise the Official Receiver of a material adverse change in
the Debtor Companies' projected cash-flow and financial circumstances.

7. This report should be read in conjunction with the Trustee's reports o the Court dated
November 24, 2008, January 9, 2009 and February 19, 2009.

MATERIAL ADVERSE CHANGE

8. As discussed in the Trustee’s Third Report to the Court dated February 19, 2008,
management prepared and flled Revised Statements of Projected Cash Fiow for the period to

April 25, 2009.
FINANCIAL ADVISORS & TRUSTEES IN BANKRUPTCY
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9. The Trustes reviewed the Debtor Companies’ cash disbursements for the period fo February
21, 2009 and provides the following comments:

e On February 19, 2008, management paid from the DBC accournt, via cettified cheque, an
amount of $5,000 each to two Premiere employees (total payments of $10,000).
Management advises that these payments represent bonuses paid for services provided
by the Premiere employees to DBC. The Trustee had previously been advised that DBC
did not have any employees.

« On February 19, 2009, management paid from the DBC account, via certified cheque, an
amount of $87,684.62 to Rick Souther, Management advises that this amount
represented reimbursement for payment of certain lega! fees paid by Rick Souther and
comimissions (at a rate of 26%) due to Rick Souther on DBC sales for the period up to
February 18, 2009. The Trustee has not yet been provided with the necessary
documentation to support this payment including coples of the legal invoices and sales
documentation to support the commissions claimed.

-10. The above transactions, totaling approximately $88,000, were not included in management's
Revised Statements of Projected Cash Flow.

11. The Trustee is of the view that these payments constitute a material adverse change in
DRC’s projected cash flow and financial circumstances,

SALE OF ASSETS OUT OF THE ORDINARY COURSE OF BUSINESS
12. Management advises that on February 19, 2009, it sold a vehicle regiétered o Premiere for a

selling price of approximately $3,500 without the knowledge, consent or approval of the
Recelver. The selling price is less than half of the Canadian Black Book wholesale value.

13. Pursuant to paragraph 2(}) of the Order granted December 4, 2008, only the Recelver is
empowered to sell property of Premiere out of the ordinary course of business.

TRUéTEE'S INTENDED COURSE OF ACTION

14. Pursuant to the Order granted February 20, 2008, the Debtor Companies must file Proposals
no later than March 2, 2008,

15, The Trustee is of the view that:

(a) The Debtor Companies, specifically DBC, are not operating in @ manner consistent with
the Revised Projected Statemenis of Cash Fiow,

{b} There have been material changes to the Debtor Companies’ operations, specifically
DBC, since the Filing Date; and

(c} Management is no longer acting in good faith and with due diligence in its effort to
restructure the Debtor Companies’ affairs.

16. It is the Trustee's intended course of action to distribute this report to the following affected
parties: Rick Souther, management of the Debtor Companies; Gowling Lafleur Henderson
LLP as legal counsei to the Debtor Companies; and Fraser Milner Casgrain LLP as legal
counsel to HSBC Bank Canada, a secured creditor.
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Dated at Calgary, Alberta this 24th day of February 2000.

MEYERS NORRIS PENNY LIMITED

In its capacity as Trustee of the Nofice of Intention to Make a Proposal of
. The Diamond Bullet Corporation, Hat Bit Supply Ltd., .

Premiere Manufacturing Lid., R Environmental Labs Ld.,

DBC International Inc. and Dunn Trucking Lid. Insolvent Person

And not in its pepgonal capacity

/ /M%ﬁ/ |

Verne Wood, CA~ CIRP
Senior Vice President
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Schedule ¥C®

District of Alberta MEYERS NORRIS PENNY LIMITED
Division No: 02-Calgary
Court/Estate No: 25-1124515 (Consolidated Estate]

IN THE COURT OF QUEEN'S BENCH OF ALBERTA
JUDICIAL DISTRICT OF CALGARY
N BANKRUPTCY

IN THE MATTER OF THE NOTICE OF INTENTION TO MAKE A PROPOSAL OF
THE DIAMOND BULLET CORPORATION, HAT BIT SUPPLY LTD., PREMIERE
MANUFACTURING LTD., R ENVIRONMENTAL LABS LTD,, DBC INTERNATIONAL INC.,
AND DUNN TRUCKING LTD.,

TRUSTEE’S THIRD REPORT TO THE COURT
{Subsection 50.4{7)(b}(i}} of the Bankruptcy and Insolvency Act)

INTRODUCTION AND BACKGROUND

1.

The Diamoend Bullet Corporation (*Diamond”) and its wholly owned subsidiaries, Hat Bit
Supply Lid. (*Hat Bit")-and Premiere Manufacturing Ltd. ("Prerniere”), and related companies,
R Environmentat Labs Lid. ("Labs™), DBC International Inc. ("DBC"), and Dunn Trucking Lid.
(“Dunn”), (collectively, the *Debtor Companies”), by way of predecessors, have been
operating since 1986. The Debtor Companies manufacture, distribute, sell and repair tri-
cone rock bits and poly-crysialiine diamond compact rock bits for use in the oil and gas
industry. The head office of the Debtor Companies is located in Taber, Alberta.

Diamond, Hat Bit, and Premiere have outstanding credit facilities owing o HSBC Bank
Canada ("HSBC") in the approximate amount of $3.05 million as at September 22, 2008 ({the
*“HSBC Debt"). The HSBC Debt is secured by a general security agreement registered by
HSBC and by unlimited guarantees of relaied companies, namely DBC and Labs. On
September 24, 2008, HSBC issued demands with respect to the HSBC Debt and the
guarantees. it is unknown at this time whether the HSBC Debt will be paid in full by the
Debtor Companies.

On July 31, 2008, a Statement of Claim was filed against the Debtor Companies by Loma
Moores and Three Cloud Properties Lid., a shareholder of Diamond. Management advises
that the Debtor Companies have filed 2 Statement of Defense.

The Debtor Companies filed a Notice of Intention fo Make a Proposal {("NOI") on October 27,
2008 (the "Filing Date”) and Meyers Norris Penny Limited consented to act as Trustes (the
"Trustee").

On Novernber 25, 2008 an Order was granied by the Court of Queen’s Bench of Alberta (the
“Court”} extending the time for the Debtor Companies to file Proposals to January 8, 2000.
On January 9, 2009 an Order was granted by the Court exiending the time for the Debtor

© Companies o file Proposals to February 23, 2008,

On Novemnber 25, 2008 and December 4, 2008, the Court granted Orders to procedurally
consalidate the Debior Companies' NOI filings into one Estate.

FINANCIAL ADVISORS & TRUSTEES IN BANKRUPTCY
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7. Pursuant to an Order granted by the Court on December 4, 2008, Meyers Norris Penny
Limited was appointed as Interim Receiver (the "Receiver”) of all of the current and future
assets, undertakings and property of Premiere.

8. This report constitutes the Trustee’s third report to the Court and should be read in
conjunction with the Trustee’s reports to the Court dated November 24, 2008 ({the “First
Report")y and January 9, 2008 {the *Second Report”).

FINANCIAL POSITION

9. The most recent financial information available from the Debtor Companies is the internatly
prepared, unaudited financial statements as at January 31, 2008. Copies of the Debfor
Companies' balance sheets as at January 31, 2009 are attached hereto as Schedule 1,

10. A list of assets and the net book values is summarized below:

hat Book Vatus {Note 5}

Premiers DEC Labs Dunn Diamond Total
(Note 2) (hinte 3}
$ $ H 3 ¥ 13
Cash o Hand . 77409 78,862 15,163 - - 174,434
Accounts Receivable 475,279 264 434 557,769 » 1,536 4,288,520
Prepaids and Deposils 41226 9859 107,965 - 20,705 178,766
Due from Relaled Companies - 532,041 - - 592,041
Inventory 2462201 52,117 541,217 - - 3,056,135
Land and Buikiing 75889 - 434 966 34,234 " 545,009
Eguipment (Note 4} . 1710342 - 109,914 85,000 - 1,908,256
Vehicles {Note 4) 66,130 - - - 9,709 65,839
Compuler Hardware and Sofiware 6434 - - - 5,311 11,745
Furniture ang Fixlures 628 - 1,184 - T64 2,578
Investmants in Related Companies (Note §) 1490245 - - - 6.000.000 7,480 245
8,395,793 897,913 1,788,179 119,234 6,037,527 15,318,846

NOTES:

1. The source of information i the Debtor Companies’ intemally prepared, unaudited balance sheets as at
January 31, 2008.

2. .The operations of Hat Bit were wound up into Premiere prior fo the Filing Date. As such, all of the transactions
refated to Hat Bif are included in Premiere’s internally prepared, unaudited balance sheet as at January 31,

2008.

3. Management has been unable to provide any financial statements for Dunn. The source of information is
Dunn's comporate tax return for the year ended Oclober 31, 2006,

4, Certain of the equipment and vehicles are subjec! to security agreements. The value of Premiere's equipment
includes dsifl bit rental fleet inventory of $13,807,284 less depreciation.

5. The investments in related companies rapresent Premiere’s investment in Hat Bit and Diamond's invesiment in
Premniers ang Hat Bit. As tha Deblor Cormpanies have filed NOls, the vaiue of the investments in related
companies is dnknown.

11. From a review of the balance sheets there have been no material changes to the Debtor
Companies’ assefs since the Second Report, except for adjustments made with respect to
Labs' equipment and inventory as discussed in further detait in paragraphs 12 and 13 below.

12. The net book value of Labs' equiprment was increased by approximately $15,000 to account
for an asset purchase in the prior fiscal year that had not been recorded correctly.

13. As noted in the Second Report, the Debtor Companies do not record inventory adjustments
on their balance sheets until year end. Labs has now converted from a periodic inventory
system to an automated inventory system and, as a result, inventory on the bafance sheet is
now adjusted monthly. The net book value of Labs' inventory has been adjusted to reflect
actual current inventory ($541,217) from the previously reporied amount (3116,242), an
increase of $424,975,
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14. Premiere continues to use a manual inventory system and, although inventory adjustments
are tracked manually in real ime, adjustments are nof recorded on the balance sheet uniil
year end. Management advises that the year end adjustments with respect to Premiere’s
inventory have not been made for the past two fiscal years.

15, The Trustee has not conducted physical inventory counts for the Debtor Companies.

18. Management advises that in December 2008 and January 2009 Premiere's inventory
decreased by a total of approximately $29,000.

77. As noted on Labs' Report on Cash Flow Statement dated November §, 2008, |.abs projected
cash flow was based on the probable assumption that it wouid collect sales proceeds
($9,200) arising from the disposition of a vehicie prior to the Filing Date. Labs was unable to
collect the sales proceeds and the vehicle has been retumed o Labs. Labs has not yet
made the required adjusting entry to the balance sheet fo reflect this transaction.

18. As noted in the Second Report, the Debior Companies commissioned appralsals of Premiere
and Labs’ land and buildings as at Oclober 6, 2006 which indicated resale market values of
approximately $375,000, and $475,000, respectively. The Debtor Companies commissioned
current appraisals as at January 15, 2009 which indicated current resale market values of
$460,000 and $675,000, respectively.

OPERATIONS

19. The Debtor Companies have continued operations ah a business as usual basis. Results of
the Debtor Companies’ operations since the Second Report are discussed below in the
monitoring section of this report.

20. Sales in January 2009 were higher than projected. Total sales for Premiere and DBC were

approximatety $243,000 (including approximately $48,000 of sales that have not yet been
recorded) compared to the total projected sales of $238,000.

MONITORING

21, The Debtor Companies' actual cash receipts and disbursements for the period January 4,
2000 to February 14, 2009 are summarized below:

Premiere

Actual Projected  Variance

$ $ $
Opening Cash Position 112,007 112,007 -
Cash Receipts 213,750 334404 (120,654)
Cash Disbursemenis {253,793) {233 043} {14,750}
Net Cash Flow {(40,043) 85 361 (135,404)
Closing Cash Posiiion 71,964 207,368 (135,404)

Note; Diamond is a holding company that helds the shares of Premiers and Hat Bit. The operations of Hat Bit were
wound up into Premiers prior 1o the Filing Date. As such, Managernent has included any dishursernents relating to
the operations of Diamond and Hal Bit in Premiere's actual cash receipls and disbumsements.
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DBC
Actual Projected  Varlance

$ $ $
Opening Cash Position 35,184 36,184 -
Cash Receipis 57,433 108,397 {50,864)
Cash Disbursements {24 805) (8B,650) 64,045
Net Cash Flow 32,628 10 547 13,081
Closing Cash Posifion 67,812 54731 13,081
Labs

Actual Projected  Variance

% $ $
Opening Cash Position 1,983 1963 -
Cash Receipts 27,218 60,000 (32,782)
Cash Disbursements {24,744 (32.844) 8,100
Net Cash Flow 2474 27156 {24,682)
Closing Cash Position 4,427 28,109 (24,682)
Dunn

Actual Projected - Varlance

$ § $
Opening Cash Position - - -
Cash Receipts - 349 (349)
Cash Disbursements - (349) 349

Net Cash Flow - - -
Closing Cash Position - - C

Note: Management advises that during the period to Febsuary 14, 2009 there were no cash receipts or disbursemenis.

22. Summaries of actual cash receipts and disbursements for the period January 4, 2009 to
February 14, 2009 are attached as Schedule 2.

23 The Trustee reviewed the Debtor Companies' cash receipts for the period January 4, 2009 to
February 14, 2008 and provides the foliowing commenis:

¢ The actual coliection of accounts recéivable and bit sale and repair revenue was less
than forecast. Management advises that customers have extended payment time by
approximately 15 days and believes that this is due to the economic downturn.
Management advises that it is actively seeking payment on past due amounts from
customers and that all receivables remain collectible.
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«  DBC will not collect the GST receivable of approximately $7,100 included in its forecast.
Management advises that DBC is unable fo provide documentation to Canada Revenue
Agency (“CRA") for the refund related to adjustments made by the Debtor Companies’
former accountant and certain inter-company fransactions processed through the Debtor
Companies’ previous accounting system.

24. The Trustee reviewed the Debtor Companies’ cash disbursements for the period January 4,
2009 to February 14, 2009 and provides the following comments:

s Commissions are higher than forecast as a result of higher than forecast sales in
December 2008,

« Uash disbursements refating o the purchase of materials and supplies are less than
forecast as the Debtos Companies have been relying oh existing stock on hand.

» Cash disbursements refating to professional fees are less than forecast. Currently, the
putstanding professional fees total approximately $108,000 (included in accounts payable
as discussed in paragraph 25 of this report).

«  Management, in conjunction with Premiere’s Receiver, pald the pre Filing Date amount
due to Young Parkyn McNab of approximately $1,700 in order to secure future
accounting services including preparation of the Debtor Gompanies’ 2008 T4s.

25. Management advises that there is approximately $135,000 in post Filing Date accounis
payable (excluding inter-company amounts) that has not yet been paid. This Is comprised
mainly of outstanding professional fees of $108,000 (as discussed above).

26. Although Premiere and Labs have not achieved Management's projected cash flow, the
Trustee did not note any material adverse change in the Debtor Companies' projected cash
flow that would impair the Debtor Cornpanies’ ability to carry on operations,

27. A recent CRA trust audit for the 2008 taxation year indicates that Premiere owes
approximately $55,000 in unpaid source deductions and penalties. This is approximately
$20,000 more than the October 2008 CRA audit as Premiere negiected to remit source
deductions for September and October 2008,

28 A recent CRA trust audit for the 2008 taxation year indicates that Labs owes approximately
$16,000 In unpaid source deductions and penalties.

29. Management advises that all of the Debtor Companies’ post Filing Date remittances relating
to GST, source deductions, WCB, and PST are up to date,

CASH FLOW FORECASTS

30. Management previously filed weekly projected statements of cash flow for the period ending
March 28, 2009 (refer fo Schedule 3 of the Second Report). Management has now prepared
projections up to, and including April 25, 2008,

31, Attached as Schedule 3 are copies of the Debtor Companies’ internally prepared, unaudited
weekly projected statements of cash flow for the period ending April 25, 2008 (the "Revised
Projected Statements of Cash Flow™).

32, Management advises that there have been ne changes to the significant assumptions used in
preparing the Revised Projected Statements of Cash Flow, summarized as follows:
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-33.

34,

35.

s Continue to provide supplies and materials, distriibute, sell and provide bit repair services
to domestic and internationat customers in the ordinary course of business;

« No inter-company fransactions except within the normal course of business represented
by the actual sale of product or services between the Debtor Companies;

s Continue to collect accounts receivable in the ordinary course of business;
« No payment of pre Filing Date accounts payabie; and
» Projected expenses based on average historical expenses from pasl fiscal year.

A summary of the Debtor Companies’ Revised Projected Statements of Cash Flow are
provided betow:

Premicre pBC [abs Dunn Total
{Note 1}
$ § $ % $
Opening Cash Position (Note 2) 112,007 35184 1,863 - 149,144
Estimated Cash Receipis 775,614 236,397 120,600 1,122 1,133,133
Estimated Cash Disbursements {629,081) {160,340) (78,854) (1,122} {839,387}
- 342,880

Estimated Closing Cash Posifion 188,540 111,241 43,089

Notes:
1. biamond is a holding company that holds the shares of Premiere and Hal Bit. The operations of Hat Bit were

wound up into Premiere in September 2006. As such, Management has included any disbursemants relating o
the operations of Diamond and Hat Bit in Premiere’s Projected Staternent of Cash Fiow.
2. Opening cash position as at January 4, 2003.

The Revised Projected Statements of Cash Flow are based on the following monthly
projected sales as summarized below:

Premiere DpeC Labs Total
$ . % $ $
February 198,070 403,000 30,000 268,070
March 198,070 40,000 30000 268,070
April 144,070 88,000 30,000 282,070
540,210 168,000 90,000 798,210

Management anticipates that there will be sufficient cash flow during the period from January
4, 2009 to April 25, 2009 to meet the Debior Companies’ on-going expenses and o pay the
costs of restructuring.
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36. Using the actual closing cash balance as at February 14, 2008 (refer to paragraph 21} as the
revised opening cash balance, the Revised Projected Statements of Cash Flow for the period
February 15, 2009 to April 25, 2009 are set out below:

Premiere DBC Labs Dunn Total
$ $ $ $ $
Opening CGash Balance 71,964 &7.812 4,427 - 144,203
Estimated Cash Receipis 441,210 $28,000 60,000 773 625,583
Estimated Cash Disbursements (460,038) {71,480) (46,009) {773} {578,310}
Egtimated Closing Cash Posifon 53,136 124,322 18,418 - 195,876

SALE OF ASBETS

37. Premiere owns a significant portion of the Debtor Companies’ assets. The Receiver of
Premiere commenced a sales process with respect to Premiere’s assets. The Receiver's
marketing efforts and sales process is outlined in the Receiver's First Report to the Court
dated January 8, 2009 and the Receiver's Second Report to the Court dated February 18,
2009 (the “Receiver's Second Report’).

EXTENSION OF STAY PERIOD

38 Pursuant to the Order of January 9, 2008, the Debtor Companies must file Proposals no later
than February 23, 2009. The Trustee understands that the Bebtor Companies will be
applying for an extension of time to file the Proposals far a period of 45 days to April 8, 2008.

39. The Debtor Companies are operating in a manner consistent with the Revised Projested
Statements of Cash Flow and there have been no material changes to the operations since
the Filing Date,

40. The Trustee is of the view that Management is acting in good faith and with due diligence in
its effort to restructure the Debtor Companies' affairs. Although Mr. Souther has been
diligently working with several interested parties, to date, his efforts have not resulted in any
arrangements that would indicale to the Trustee that Proposals to the Debtor Companies'
creditors would be likely. 1t is unknown whether further discussions with these parties will
result in an arrangement that would facilitate the Debtor Companies’ Proposals.

41. The Debtor Companies’ Proposals are dependent on the outcome of the sales process under
the receivership of Premiere. As discussed in the Receiver's Second Report, the Receiver
received 10 Offers to Purchase and/for Expressions of Interest (collectively, the
"Expressions”). The Expressions received varied from the purchase of all assets, auction
proposals for all assets, interest in the dlill bit inventory and/or interest in the reai property.
However, none of the Expressions have materialized into any form of offer that couid be
accepted by the Receiver and thereby presented to the Counrt for its approval. Although the
Receiver has carried on a dialogue with a party that expressed an interest to not only
purchase all of Premiere's assets hut assets of certain of the other Debtor Companies, at this
time it is unknown whether the current negotiations will lead to an offer to purchase that is
acceptable to the Receiver or that will be In substance an offer that will permit the Debtor
Companies to make viable Proposals to their creditors,

42. Accordingly, the Trustee is of the view that an extension of the peridd for filing the Proposals
is not appropriste in the circumstances.
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Dated at Calgary, Alberta this 19th day of February 2008.

MEYERS NORRIS PENNY LIMITED

In its capacity as Trustee of the Notice of Intention to Make a Proposal of
The Diamond Bullet Corporation, Hat Bit Supply Lid.,

Pramiere Manufacturing Ltd., R Environmental Labs Lid,,

DBC International Inc. and Dunn Trucking Lid. Insolvent Person -

And not in its pergenal capacity

Verne Wood, CA = CIRP
Senior Vice President
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Fremiere Manufacturing Ltd

Balance Sheet As at 01/31/2009

ASSET

Assets

Petty Cash- Office

Pely Cash- Rick Souther

Pelty Cash- Paul Kerd

HSBG Operaling Account
HSEBG Bank - Hal Bit

HSBC Operating Acct US$
MSBC US$ - Hai Bil
Sootisbank Oparating Accoun
MNP Bank Actoun (In Frust)
AIP Clearing

Total Cash

Accounts Receivable (CAD)
Cthsr Accounts Receivabie
Employer Receivable - Ross ath
Agents Clearing Aceount—LL
Agents Clearing Account—GP
Agents Clearing Account—RD
Tolal Receivables

Deposits - Prepaid Orders
Prepaid Insurance - Hat Bit
Prepaid W.B.C.

Prepaid WCB - Hat Bit

Prepaid Taxes

Prepaid Olher

Prepaid Deposils

Prepalds - Hal Bil

Total Prepaid Expenses
Mastercard Clearing Account
investory Raw Melersls
inventory Bils-Tooth-Buiton
Inventory—PC Bils

Inventory Out of Sevice Bils
Inventory—W.LP.

Total Inventory

Due (to) from Renviron

Due {lo) from Renviron - Hal Bil
Due () from DBC Int]

Due {io) from DBC Intd - Hat Bl
[hg {to) Hat Bit Supply Lid.
Due {to) Premiere - Hat Bit
Due (o) Diarmond Bullet

Due {to) Diamond Bullet - Hat Bit
Due To Shelby Retycling - Hal Bit
e from Sleawzone

TFotat Current Asseis

Property, Plant 2nd Equipment
Land .
Bufiding

Equiptment

Vehicles

Computer Hardware

Fumiture & Fixjures

PDC Rentals

Other PRC Rental Bits

Teoth & Button Bils

Aceum Deprn Buidings

Accum Depm Eguipmerit

Ace um Depm Equip - Het Bit
Accum Depm Vehicies

Accum Depm Vehidles - Hat Bit
Accum Depmn Compuiers
Accum Depm Fumiiure

Aceunm Depm #DC Rentels

87.08
515.35
1,228.77
14.260.00
-5,455.99
-6.09
-17.16
16215
60,608,11
000

342.013.27
114,268.77
17,541.21
75271
38547
316.42

0.060
18,306.57
5,533.36
-2,874.32
7.688.24
5,415.97
BSB.43

6,258.37

488,264.00
B72,656.00
43450114
178,800,00

486,880.00

504719
187,167 45
1,239 651.00
201466.18
51,565.88
36,736.51
9,497,850.00
2,082,240.00
2,027,054.00
-916,315.98
-%,050,023.65
-476.45
-54,088.53
-499,58
435,132,532
-38,108.23
~7.207.702.00

77,400.31

475,278.85

4%,225,62
3,830,33

2,462,201.14
~T72,655.36
256,118.72
203,010.53
-300,289.35
14,066,513.83
«11,067 286,68
-12.458,310.01
11,875,466.15
1,072.00
58,69

1.8B5,642.77



'
Accuem Depm Other

Accum Depm Yooth

Net Frperfy, Plani and Equipment
Totai Capttal Assets

inveshrents
Investments Marketabe!
Tnvestmant in Hat Bil
Tutsl Investnents
TOTAL ABSET
LIABILITY

Liabilifies

Accounts Payable Pre Oot 27, 2008
Accounts Payable After Oct 27, 2008

Trade Accounts Payable
Accrurd Payroll

Total Accounts payable

GST Charged on Saleg

GST Chatged on Sales - Hat Bit
GST Purchases TTC Credlis
G8Y Purcheses {TC's - Hat Bit
GST Clearing

et GST Payable (Receivable)
PST Sask Payable

Vacation Payable

CEP Payable

El Payable

Tax Payable (PAYROLL)
Payroll remittance payable
Provinciat Heath Payable
Health Insurance Payable
Other Payable

Future Income Tax payable
M/C Payable R, Souther

WG Payable C Daub

WG Payable P Kar

Temp AP

Total Current Liabiiities

i.ong Term Debl

Long Term Equipment Loars
Bank Loan § 600 - Vehicle
GMAEL Lean #701

Toyda Loan - Unlt 102

Dueg {to) Dunn Trucking

Due {to) Dunn Trucking - Hal BE
Shareholder Loen - Rick Souther
Total Liabllities

TOTAL LIABRITY
EQUITY

Owners Equity

Cornmon Shams

Common Shares - Hat Bi
Retained Eamings
Refained Eamings - Hat Bit
Curent Eamings

Total Owners Euity
TOTAL EQRITY

LEABILTFIES AMD EQUITY

Generated On: 82/06/2009

«1,6683,817 40

-1,569,6056.00

3,295,168.47
3,285,168.47

-1,670.58
1.491,916.00
1,490,245.42

6,651,068.66

15,096.58
114,312.26
807,310.14
23 848,84

74547134
4,251.31
~348.596
-3,154.66
980,86
-11,584.02

-8,B45.47

-351.20

~3,578.11
21,455.23
7,741,680
33,726,60

62,823.73

-2,48555

557477

-249.74

202,256,711

2299

2,942.46

1.986.87

0.00

1,068,605.84

1,384,869.15
3,850.83
49,624.78
2,3685.75
13,175,155.50
«36,100.14

-7 478.63
14,572,407.24

15,661,013.08

2.60

180.00
-11,342,102 53
2,382,265.40
-80,311.29
<%,008,855.42

-9,009,956,42

6,651,056.66



BBRC International Inc.,
Balance Sheet As at 01/31/2009

ASSET

Assefs o )

Petty Cash 87181
Patty Cash US ' 194,74
Pelty Cash- Rick 3.36
Scotiabank Operating Account 74,846.27
Scotisbank Operating Account US$ - ' 2,945,580
Accounis Receivable (CAD) 264,442 17
Accounts Recelvable (USDH -8.05
Prepaid Other -140.63
Prepaid Deposits 10,000.06
inventory Blts-Tooth-Button 30,897.88
inventory Other PDC Bits 14,204.00
Due (o} from Renviron 44,077.14
Due (to} Hat Bit Supply Lid. 460,184.28
Biue {to) Premiere Manufacturing Ltd -335544.76
Due (to) Diamond Buflet . 423,324.63
PDC Rentals 7,515.00
Totai Assets ' 997,913.54
TOTAL ASSET - 997,913.54
LIABILITY

Liabilities .

Accounts Payable 46,838.04
Accounts Payable Pre 10/27/08 0.00
Accounts Payable US 1,248.27
5T Charged on Sales 355.00
(3ST Purchasas 1TC Credits . 3,226.47
Shareholdar Loan - Rick Souther 18,391,909
Total Liabilities 63,6806.83
TOTAL LIABIITY £3,606.83
EQUITY

Owners Equity and Retalned Earnings

Share Capital 100.00
Retained Earnings 811,382.87
Curfent Eamings 122,823.84
Total Owners Equity and Retained 034,306.71
TOTAL EQUITY 834,306.71
LIABILITIES AND ECHATY 0997,913.54

e e
T T

Generated On: 02062608



Diamond Bullet Corporation
Balance Sheet As at 01/31/2009

ASSET

Assets

HSBC Operating Account -1,651,286.31
Accounis Receivable {CAD) . 1,038.31
Deposits 1,743.69
Prepaid insurance 18,961.21
Prepaid W.B.C. -262.87
e (to) from Renviron 588,764,528
Due (to} from DBG Inty -276,367.03
Due (to) Hat Bit Supply Lid. ~11,897 516,15
Due {to) Premiere Manufacturing Lid 12,485,202 27
Vehicles : 51,109.43
Compuier Hardware 75,357,114
Computer Sofware 42,401.02
Fumiture & Fixtures 18,821.19
Accum Depm Vebicles -31,948.81
Acsum Depm Cornputers -72,137.78
Acsum Depm Computer Software -40,309.87
Accum Depm Furniture -16,157.02
invesiment in Hat Bil 3,000,000.00
Invesiment in Premiere 3,000,000.00
Fotal Assels 5,395,6921
TOTAL ASSET 5,385,692.11
LAABILITY

Liabilitles

Accounts Payabie © 7,859.04
Accrued Payables 18,961.29
Accrued Payrofl 5,071.32
Asset Clearing Account -6,071.32
GST Charged on Sales -41,88
GST Purchases [TC Credits -3,455.42
Vacation Payable 3,092.53
CPP Payable 0.20
Provincial Heath Payable -348.52
Health nsurance Payabie 1,316.44
GMAC Laan - Unit 817 8,450.54
Due (to} Dusrn Trucking 255,076,53
pue (o) Three Cloud Properfies 541,048.42
Total Liabilities 93%,950.08
TOTAL LIABILITY 832,959.09
EQUITY

Owners Equity

Class C - Common Shares 100.00
Cilass D- Comtnon Shares 100,00
Class H - Common Shares 3.000,000.00
Retained Earmings 1,456,296.82
Current Esrmnings 723620
Total Owners Fuity 4,462,733.02
TOTAL EQUITY 4.462,733,02
LIABILITIES AND EQUITY 5,355,682.11

Generated Om: 02/06/2008
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District of Alberta
Division No: 02-Celgary

Schedule “D"

Court/Estate No: 25-1124515 (Consclidated Estate}

MEYERS NORRIS PENNY LIMITED

IN THE COURT OF QUEEN’S BENCH OF ALBERTA
JUDICIAL DISTRICT OF CALGARY
IN BANKRUFTCY

IN THE MATTER OF THE RECEIVERSHIP OF
PREMIERE MANUFACTURING LTD.

RECEIVER'S SECOND REPORT TO THE COURT

INTRODUCTION AND PURPOSE OF REPORT

1.

Premiere Manufacturing Ltd. ("Premiere”), by way of its predecessors, has been
operating since 1986. Premiere manufactures, distributes, sells and repairs Iri-cone rock
bits and poly-crystalline diamond compact rock bits throughout Western Canada for use
in the oil and gas and mining industries. Premiere’s head office is located in Taber,
Afberta,

Premiere and related companies, namely The Diamond Bullet Corporation, Hat Bit
Supply Lid., R Environmental Labs Ltd., DBC International Inc., and Dunn Trucking Lid.
(callectively, the "Debtor Companies™) filed a Notice of Intention to Make a Proposal on
Ociober 272008 and Meyers Norris Penny Limited consented to act as Trustee.

Pursuant to an Order of the Court of Queen's Bench of Alberta (the “Court”) granted
December 4, 2008, Meyers Norris Penny Limited was appointed as Interim Receiver (the
‘Receiver”) of all of the current and future assets, undertakings and property of Premiere
(ihe “Property").

The purpose of this report is to provide an update to the Court of the Receiver's
marketing and sales process to solicit offers for the purchase of the Property.

This report constitutes the Receiver's second report fo the Court and shouid be read in
conjunction with the Receiver's First Report to the Court dated January 8, 2008 (the "First

Report”).

SUMMARY OF MARKETING AND SALES PROCESS

B.

As noted in the First Report, the Receiver commenced its marketing program o solicit
offers for the purchase of the Property on or about December 15, 2008. The Receiver
prepared the Invitation for Offers to Purchase which was distributed to 28 prospective
purchasers that had expressed an interest in part or all of the Property who had been
identified by a review of the Receiver's internal resources and a list provided by
Premiere’s managerment including those parties identified at paragrapb 41(c) of Rick
Souther's November 20, 2008 Affidavit.

FINANCIAL ADVISORS & TRUSTEES 1N BANKRUPTCY

% HO?"W&H‘B , 1of2 SGITE 300, 622 - 5TH AVE. SW., CALGARY, AB T2P GMé

Mernber Hotwath intemzlional 1-877-500-0792 PH.(403) 538-3187 FAX (403) 337-8437 www.mnpdebt.ca



7. The Receiver placed advertisements in the Calgary Herald on December 18 and 20,
2008 and the Lethbridge Herald on December 20 and 22, 2008, The Receiver posted a
notice of sale on the Receiver's website.

8. The Receiver contacted all of the prospective purchasers via telephone to ensure that the
prospective purchasers had received the invitation for Offers to Purchase and to answer
any questions with respect to the sales process.

9. The Receiver made arrangements to provide access to the Property to prospective
purchasers who made requests fo view the Property.

10. The terms and conditions of sale attached to the Invitation for Offers o Purchase
required prospective purchasers to submit offers to the Receiver by 2:00 pm MST on
iMonday, January 12, 2008,

SUMMARY OF OFFERS TO PURCHASE AND EXPRESSIONS OF INTEREST

11. The Receiver received ten Offers to Purchase and/or Expressions of interest {collectively,
the “Expressions”).

12. The Expressions received varied from the purchase of ail assets, auction proposals for all
assets, interest in the dill bit inventory and/or interest in the real properly. However, none
of the Expressions have materiafized into any form of offer that could be accepted by the
Receiver and thereby presented to the Court for its approval.

13. Although the Receiver has carried on a dialogue with & party that expressed an interest
to not only purchase ail of Premiere’s assets but assets of certain of the other Debfor
Companies, at this time it is uniinown whether the current negotiations will iead to an
offer to purchase that is acceptable to the Receiver or that will be in substance an offer
that will permit the Debtor Companies to make viable Proposals to their creditors,

STATEMENT OF RECEIPTS AND DISBURSEMENTS

14. The Receiver's Interim Statement of Receipts and Disbursements for the pericd
December 4, 2008 to February 14, 2009 is atiached hereto as Schedule 1.

Respectfully submitted this 19th day of February, 20009,

Meyers Narris Penny Limited

In its capacity as Interim Receiver of
Premiera Manufacturing Ltd.

And not in its personal capacity

b

" Verne Wood, CA « CIRP™
Senior Vice President

2o0f2




Premiere Manufacturing Ltd. - In Receivership ("Premiere™)
Inferim Statement of Receipts and Disbursements
For the Period December 4, 2008 to February 14, 2009

Schedule 1

% $
Receipts
Cash on Hand 34 712.34
Coliection of Accounts Receivable
Pre-Receivership Accounts Receivable 356,957.66
Posi-Receivership Accounts Receivable 13,230.00 370,187.66
Total Receipts 404,900.00
Disbursements
Filing Fees (Note 1) -
Stocktaking and Possession 504.50
Advertising 667.60
Bank Charges 10.00
Operating Expenses
Rert 11,428.56
Payroll B0,495.03
Commissions ‘ 897 665,90
Insurance 16,671.37
Telephone | 4.311.03
Utilities 126.18
Courier 105.53
Computer Services 261.40
General Operating Expenses 13,391.47
Maintenance and Repair 2,500.00
Materials and Supplies 16,685.52 243,641.96
GST Paid {Net) 8,924.96
Professional Fees (Note 2)
Notice of Infention o Make a Proposal
Legal Fees and Disbursemenis 45,000.00
Trustee's Fees and Disbursements 7,762.64
Receivership
Receiver's Fees and Disbursements (Note 3) 37,237.36 80,000.00
Total Disbursements 34374805
Excess of Receipts over Disbursements Represented by Cash on Hand 81,150.95

NOTES
1. Filing Fees

Fiiing fees were paid to the Officiat Recelver and the Court pursuant to Premiere's Notice of Interition to Make a Proposal

("NOI").

2. Professional Fees

Professional fees include the fees and disbursements of Meyers Norris Penny Limited ("MNP") as Trustee under the NOI,
Gowling Lafleur Hendersen LLP as Premiere's legal counsel under the NOI, MNP as Receiver and McCarihy Tetrault LLP as

the Receiver's legal counsel.

3. Receiver's Fees and Disbursements

The Receiver's fees and disbursements represent the professional services rendered by the Receiver for the period ended

January 13, 2009, A schedule of the Receiver's invoices is attached as Schedule 1(a).



Invoice # Invoice Date

5802103 15-Dec-08
5805834 14~-Jan-08

Premiere Manufacturing Ltd. - in Receivership
Swmmary of Interim Recelver's Fees and Disbursements
For the Period December 4, 2008 to February 14, 2008

Fees

Schedule {a)

Disbursements Subtotal . GST Total
$ § § L3 $
21,270.00 1,416.90 22,686.90 1.134.34 23.821.24
13,804.00 846.46 14,550.48 7271.52 15,277.98
34,874.00 2,363.36 37,237,368 1.861.86 38,088.272
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Court No. 25-1124515
Estate No. 25-1124515

IN THE COURTY OF QUEEN'S BENCH
OF ALBERTA
JUDICJAL CENTRE OF CALGARY
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