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District of Alberta

Division No. 01-Edmonton
Court No.: 24-1071018
Estate No: 24-1071018

1.1

Form 35
IN THE MATTER OF THE DIVISION | PROPOSAL OF
TRANSGLOBAL COMMUNICATIONS GROUP INC.
AN INSOLVENT PERSON

DIVISION | PROPOSAL
(Section 50 of the Act)

Article 1. Definitions

Definitions

a)

b)

c)

d)

9)

h)

)

k)

"Acceptance” means the acceptance of the proposal by the Creditors and
ratification by the Court.

"Act” means the Bankruptcy and Insolvency Act.

“‘Certain  Crown Claims” means all those creditors of Transglobal
Communications Group Inc. defined in Article 8.2 herein.

“Creditor or Creditors" means the creditors of Transglobal Communications Group
Inc. affected by the Proposal.

“‘Director’s Liability” means all those claims of Transglobal Communications
Group Inc. defined in Article 8.5 herein that the director’s are liable arising out of
the director’s legal capacity as director of the Insolvent Person.

"Insolvent Person" means Transglobal Communications Group Inc.

"Meeting of Creditors" means the meeting of creditors scheduled to consider and
vote on the Proposal.

"Notice of Meeting" means notice of Meeting forwarded to creditors.

“Preferred Creditor” means all those creditors of Transglobal Communications
Group Inc. defined in Article 8.7 herein.

"Proposal" means the series of steps and arrangements contemplated herein, all
of which are independent, by which the relations between Transglobal
Communications Group Inc). and the Creditors will be reconstructed pursuant to
the Act.

"Proposal Valuation Date" means May 20th, 2008.
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3.1

3.2

4.1

)] “‘Secured Creditor” means all those creditors of Transglobal Communications
Group Inc. defined in Article 8.3 herein.

m) "Termination Date" means the date upon which the claims of all creditors have
been satisfied in accordance with the Proposal or otherwise satisfied.

n) "Trustee" means Meyers Norris Penny Limited.

0) "Unsecured Creditors” means all those creditors of Transglobal Communications
Group Inc. defined in Article 8.8 herein.

p) “Valuated Claim" means the claim of a creditor valued by the trustee as of May
20", 2008.

q) “Wage Claim” means all those creditors of Transglobal Communications Group

Inc. defined in Article 8.4 herein.

Article 2. Insolvent Person

Transglobal Communications Group Inc.(“Transglobal” or the “Company”), the above
named Insolvent Person, hereby submits the following Proposal under the Bankruptcy
and Insolvency Act.

Article 3. Purpose ahd Effect of Proposal

The purpose of the Proposal is to allow the Insolvent Person, Transglobal
Communications Group Inc. to:

i) offer a compromise to its creditors; and

i) offer a compromise and extension with respect to director’s liabilities arising out of
claims for which the director of the Insolvent Person is personally liable in his legal
capacity as director for wage claims, employee source deduction claims, goods and
services tax claims, WCB claims and environmental claims.

The insolvent person wishes to avoid further collection action and judicial proceedings

and also wishes to avoid subjecting the creditors to the uncertainties and potential losses
involved in a bankruptcy.

Article 4. Meeting of Creditors

The Creditors of the Insolvent Person shall be given formal notice to attend a Meeting of
Creditors at the office of the Trustee, Meyers Norris Penny Limited located at Suite 300,
10104 - 103 Avenue, Edmonton, Albert, T5J OHS8.



5.1

5.2

5.3

5.4

6.1

71

7.2

8.1

8.2

Article 5. Conditions for Implementation of the Proposal

That the Proposal shall be implemented upon the fulfilment of the following conditions:

a) A resolution of the creditors to accept the Proposal as made or as altered at the
Meeting of Creditors or any adjournment thereof: and

b) An Order of the Court approving the Proposal.

That the creditors, with the consent of the Insolvent Person, may include such provisions
or terms in the Proposal with respect to the supervision of the affairs of the Insolvent
Person as they may deem advisable.

That the creditors may appoint one or more, but not exceeding five, inspectors of the
Proposal of the Insolvent Person.

That the Proposal shall be terminated upon the date on which the claims of all creditors
have been satisfied pursuant to the terms of the Proposal, or upon the bankruptcy of the
Insolvent Person, or upon default under the terms of the Proposal by the Insolvent
Person.

Article 6. Third Party Undertakings

There are no Guarantee Agreements of Third Party Deposit Agreements with respect to
funding this Proposal.

Article 7. Default by Insolvent Person in Performance of Terms of Proposal

That default under the terms of the Proposal by the Insolvent Person, shall be arrears in
payments as defined in Article 16.2 herein, to the extent of one month or one month
arrears in any one payment or any default having occurred pursuant to Article(s) 9.2 to
9.4, inclusive.

That where default is made in the performance of any provision of the Proposal and the
default is not waived by the inspectors, or if there are no inspectors, by a majority of the
creditors as defined in dollar value of proven claims, within thirty (30) days immediately
following the default, the trustee shall so inform all the creditors and the Official Receiver
in the manner prescribed pursuant to the Bankruptcy and Insolvency Act.

Article 8. Definition of Creditor Claims

That the claims of creditors shall be defined as follows:

Certain Crown Claims means any claim of Her Majesty in the Right of Canada or a
Province of all amounts of a kind that could be subject to a demand under:



8.3

8.4

8.5

8.6

8.7

8.8

M subsection 224(1.2) of the Income Tax Act;

(i) any provision of the Canada Pension Plan or the Employment Insurance Act that
refers to subsection 224(1.2) of the Income Tax Act;

(iii) or under any substantially similar provincial legislation that has a similar purpose
to subsection 224(1.2) of the Income Tax Act.

Secured claim means a person holding a mortgage, hypothec, pledge, charge or lien on
or against the property of the Insolvent Person or any part of that property as security for
a debt due or accruing due to the person from the Insolvent Person, or a person whose
claim is based on, or secured by, a negotiable instrument held as collateral security and
on which the Insolvent Person is only indirectly or secondarily liable.

Wage claim includes any claim of employees and former employees of amounts equal to
the amounts that employees may be qualified to receive pursuant to subsection
136(1)(d) of the Bankruptcy and Insolvency Act as at the time of the filing of the Notice
of Intention or of filing the Proposal. Wage claim shall also include any wages, salaries,
commissions or compensation for services rendered after that date and before Court
approval of the Proposal, together with, in the case of travelling sales persons,
disbursements properly incurred by those sales persons in and about the Insolvent
Persons business during the same period.

Director’s liability claim includes any claim for obligations of the Insolvent Person where
the claim extends to the Directors of the Insolvent Person and the Directors are by law
personally liable in their legal capacity as Director of the Insolvent Person for: (Select
those that apply)

i) certain crown claims as defined in Article 6.2 herein;
ii) wage claims as defined in Article 6.4 herein;
iii) Goods and Services Tax claims as defined pursuant to the Excise Tax Act;

iv) Workers’ Compensation premiums as directed under any provincial Workers’
Compensation Act; and

v) any claim respecting any environmental contamination or condition under any
provincial Environmental Act.

That for greater certainty, Director’s liability claim excludes any claims that relate to
obligations arising out of contractual obligations or claims that are based on allegations
of misrepresentation or wrongful or oppressive conduct.

Preferred claim includes any claim defined pursuant to subsection 136 (1) of the
Bankruptcy and Insolvency Act, however preferred claim shall exclude any wage claim
coming within subsection 136 (1)(d) of the Bankruptcy and Insolvency Act as defined in
Article 8.4 herein.

Unsecured claim includes all obligations of the Insolvent Person of any nature and kind
whatsoever, whether due or not due for payment at the time of the filing of the Notice of
Intention or of filing the Proposal and including contingent or unliquidated claims arising



9.1

9.2

9.3

9.4

9.5

10.1

10.2

out of any transactions entered into by the Insolvent Person prior to the time of the filing
of the Notice of Intention or of filing the Proposal.

Article 9. Arrangements Affecting Canada Revenue Agency (“CRA”)

That the Insolvent Person shall be deemed to have completed a year-end on the day
prior to the filing of the Notice of Intention or of filing the Proposal. Federal and
provincial income taxes, including interest and penalty charges thereon and goods and
services taxes, including interest and penalty charges thereon, accruing due or payable
for the current calendar year up to and including the day preceding the filing of the
Notice of Intention or of filing the Proposal shall be included as an unsecured claim
pursuant to Article 8.8 herein.

That the Insolvent Person shall comply with the Income Tax Act and the Excise Tax Act
and all other applicable tax related matters including, but not necessarily limited to, the
filing of all pertinent statutory returns on or before the date upon which the returns
become due and the payment all monies for income tax, GST and source deductions,
including the employer’s portion where applicable, on or before the date upon which the
payments become due.

That CRA shall apply as a credit all remittances for GST and source deductions made by
the Insolvent Person following the time of the filing of the Notice of Intention or of filing
the Proposal to the Insolvent Person’s respective post proposal tax accounts, with the
exception of any one or more payments identified by the Insolvent Person as being
payment of Certain Crown Claims as defined in Article 8.2 herein.

That CRA is directed to pay to the Trustee all federal and provincial corporate income tax
refunds arising from all income tax returns filed by the Insolvent Person during the term
of the Proposal. All proceeds arising from the realization of the aforesaid income tax
returns by the Trustee shall be distributed pursuant to Article 15 herein, in addition to any
other sums payable to the unsecured creditors as provided within this Proposal.

That for greater certainty, CRA shall have no right of set off for any indebtedness of the
Insolvent Person at the time of filing the Notice of Intention or filing the Proposal against
any remittances made by the Insolvent Person or any federal or provincial income tax
refunds payable to the Insolvent Person for the period following the time of the filing of
the Notice of Intention or of filing the Proposal.

Article 10. Arrangements Affecting Certain Creditors

That any indebtedness incurred by the Insolvent Person for the provision of goods,
services, supplies, or any other considerations subsequent to the filing of the Notice of
Intention or of filing the Proposal and prior to the approval of the Proposal by the Court,
shall be paid in full in the ordinary course of business from proceeds realized in relation
to the business operations in priority only to the claims of the unsecured creditors as
defined in Article 8.8 herein, existing at the time of the filing of the Notice of Intention or
of filing the Proposal.

That creditors dealing with the Insolvent Person following the time of the filing of the
Notice of Intention or of filing the Proposal shall have no right of set-off.



11.1

11.2

11.3

12.1

12.2

12.3

Article 11. Arrangements Affecting Certain Crown Claims

That the claims defined in Article 8.2 herein, comprised of all amounts outstanding at the
time of the filing of the Notice of Intention or of filing the Proposal, shall be paid in full within
six (6) months following Court approval of the Proposal or in an extended period of time if
approved by Her Majesty in Right of Canada as represented by Canada Revenue Agency
from proceeds realized in relation to the business operations in subordination to the
Trustee's fees and disbursements and in priority only to the payment of the claims of the
preferred creditors as defined in Article 8.7 herein and the payment of the claims of the
unsecured creditors as defined in Article 8.8 herein.

That for greater certainty the payment of the claim(s) defined in Article 8.2 herein, of all
amounts outstanding at the time of filing the Notice of Intention or of filing the Proposal
shall be the sole responsibility of the Insolvent Person and the claim(s) shall not be
included for distribution of any dividends payable by the Trustee with respect to this
Proposal.

That the Insolvent Person is not aware of any indebtedness to Her Majesty in the Right of
Canada or a Province as defined in Article 8.2 herein.

Article 12. Arrangements Affecting Secured Creditors

That the creditors with secured claims shall prove the secured claims with the Trustee.
Where the security interest held by the secured creditor is unperfected or invalid for any
reason whatsoever and such imperfection or invalidity renders the security interest held
by the secured creditor subordinate to the security interest held by the Trustee, the
Trustee shall disallow the secured claim. Where the secured claim is disallowed by the
Trustee, all property that comprises the security interest held by the secured creditor
shall vest in the Trustee in priority to the secured creditor for the general benefit of the
unsecured creditors. All proceeds arising from the realization of the aforesaid property
by the Trustee shall be distributed pursuant to Article 16 herein, in addition to any other
sums payable to the unsecured creditors as provided within this Proposal.

That the creditors with proven secured claims shall be divided into three (3) separate
classes, consisting of the following:

Class | — Operating Lines of Credit (HSBC)

Class Il = Term Debt Financing (Business Development Bank of Canada)

Class lll = Lease Financing (Key Equipment Finance Canada Ltd. and National Leasing
Group Inc.)

That subject to Article 12.1 herein, the payment of the claims of the secured creditors in
Class | of the Insolvent Person shall be made pursuant to the terms and conditions of the
security agreement in respect of the property held as security from proceeds realized in
relation to the business operations. In the alternative, that the payment of the claims of
the secured creditors in Class | of the Insolvent Person shall be made as agreed
between the Insolvent Person and the holders of the secured claims. If the terms and
conditions of payment cannot be agreed to then the Insolvent Person will assign itself
into bankruptcy.



12.4

12.5

12.6

12.7

13.1

13.2

13.3

That subject to Article 12.1 herein, the payment of the claims of the secured creditors in
Class Il of the Insolvent Person shall be made pursuant to the terms and conditions of
the security agreement in respect of the property held as security from proceeds realized
in relation to the business operations. Normal monthly payments will resume one (1)
month after Court approval and any arrears accumulated prior to the Court approval of
this proposal shall be repaid by additional regular monthly payments made subsequent
to the scheduled expiration of the finance agreement in such amount that satisfies the
entire debt obligation.

That subject to Article 12.1 herein, the payment of the claims of the secured creditors in
Class |l of the Insolvent Person shall be made pursuant to the terms and conditions of
the security agreement in respect of the property held as security from proceeds realized
in relation to the business operations. Normal monthly payments will resume one (1)
month after Court approval and any arrears accumulated prior to the Court approval of
this proposal shall be repaid by additional regular monthly payments made subsequent
to the scheduled expiration of the finance agreement in such amount that satisfies the
entire debt obligation.

That if the Insolvent Person and the holders of the secured claims are unable to agree to
the terms and conditions of payment, the holders of the secured claims may realize the
security. All costs, expenses, and obligations incurred of every nature and kind
whatsoever with respect to the enforcement and realization of security is the sole
responsibility of the secured creditor undertaking enforcement and realization.

The principal of the Insolvent Person, Steve Prescott, currently has a $120,000 secured
position but he will postpone his position in favour of all other secured creditors and
unsecured creditors in the event that the Proposal is accepted by the creditors and
approved by the Court.

Article 13. Arrangements Affecting Employees and Former Emplovees

That the claims defined in Article 8.4 herein, of all amounts outstanding at the time of the
filing of the Notice of Intention or of filing the Proposal, together with all amounts accrued
due for services rendered after that date and before Court approval of the Proposal, shall
be paid in full immediately following Court approval of the Proposal from proceeds
realized in relation to business operations and in priority to the claims of all other
creditors, however payment to wage claimants shall be subordinate to payment of the
Trustee’s fees and disbursements.

That for greater certainty, the payment of the claims defined in Article 8.4 herein shall be
the sole responsibility of the Insolvent Person and the claims shall not be included for
distribution of any dividends payable by the Trustee with respect to this Proposal.

That the Insolvent Person is not aware of any indebtedness to employees or former
employees as defined in Article 8.4 herein.



14.1

15.1

15.2

156.3

16.1

16.2

16.3

16.4

Article 14. Arrangements Affecting Director’s Liabilities

That upon the full performance of the terms of the Proposal, the Directors of the
Insolvent Person shall be released from all claims including contingent claims as defined
in Article 8.5 herein, that arose prior to the filing of the Notice of Intention or of filing the
Proposal, but the Directors of the Insolvent Person shall not be released from claims that
relate to obligations arising out of contractual obligations or claims that are based on
allegations of misrepresentation or wrongful or oppressive conduct.

Article 15. Arrangements Affecting Preferred Creditors

That the funds available for distribution in this Proposal shall be distributed to the
preferred creditors as defined in Article 8.7 herein, in priority only to the unsecured
creditors and the distribution of dividends to the preferred creditors shall be subordinate
to payment of the Trustee’s fees and disbursements.

That the Insolvent person is not aware of any indebtedness to preferred creditors as
defined in Article 8.7 herein.

The principal of the Insolvent Person, Steve Prescott, is a preferred creditor for $2,000
but Mr. Prescott will not participate in any dividend distribution to the preferred creditors.

Article 16. Arrangements Affecting Unsecured Creditors

That the Insolvent Person shall contribute the sums referenced in paragraph’s 16.2,
16.3, 16.4, 16.5 and 16.7 to the Trustee for payment of the Trustee's fees and
disbursements in priority to all claims, payment of the Superintendent’s levy and for
distribution, where applicable, to the preferred creditors as defined in Article 8.7 herein in
priority only to the unsecured creditors, and to the unsecured creditors as defined in
Article 8.8 herein, in complete and full satisfaction of all claims against the Insolvent
Person at law or in equity.

That the Insolvent Person shall provide the Trustee with an initial deposit of $300,000
prior to January 15, 2009.

That should the Insolvent Person realize any proceeds from the following actions
outlined in Article 16.4 prior to March 15, 2012, that all or a portion of such proceeds
shall be paid to the Trustee whereby $300,000 net of the Trustee’s fees are distributed to
the creditors.

That should the Insolvent Person realize any proceeds from the following actions, all or a
portion of such proceeds shall be paid to the Trustee to a maximum whereby $300,000
net of the Trustee’s fees are distributed to the creditors:

e Export Development Insurance on uncollected accounts receivable from QVC UK
Inc. - estimated realization of $100,000 USD;

e Export Development Insurance on uncollected accounts receivable from Baker &
Taylor - estimated realization of $275,000 USD;

e Export Development Insurance on uncollected accounts receivable from
Anderson Merchandising - estimated realization of $125,000 USD;



16.6

16.6

16.7

16.8

16.9

16.10

16.11

e Proceeds paid into Court to secure costs for the Kulbalba litigation appeal -
estimated realization $75,000 CAD;

e Recovery of embezzled monies from former controller, Kulbalba — estimated
realization unknown;

e Recovery of costs in the Canadian Stone Saphire litigation upon successful
defense of the appeal - estimated realization unknown;

e Insurance payment for claim filed with Co-operators Insurance for a frivolous
lawsuit defense in the United States. The lawsuit was filed by a litigation trust for
the creditor’s group of Betta Products Inc. (now bankrupt) and was dismissed
with predjudice, the claim is for $1,200,000 in legal fees; and

e Claim filed against Stone Saphire in the United States. Lawsuit filed by wholly
owned subsidiary in the United States. Estimated realization unknown

That the Insolvent Person shall provide the Trustee with an amount equivalent to the
greater of $50,000 or 30% of Net Income (for further clarity Net Income refers to Net
Income after tax as described on the Company’s accountant prepared year end financial
statements) on or before March 15 of the following year (for example prior to March 15,
2010 for the December 31, 2009 fiscal year end), for the fiscal years 2009, 2010 and
2011. The principal of the Company, Steve Prescott, will personally contribute the
$50,000 each year or an amount required to reach $50,000 if 30% of the Net Income is
below $50,000 and the Insolvent Person cannot raise the $50,000 or a portion thereof.

That the Insolvent Person shall not pay management salaries in excess of $180,000 per
annum ($15,000 per month) for the duration of this Proposal which is $10,000 per month
less than recent historical records indicate.

That should the Insolvent Person obtain equity financing or alternative financing, that a
lump sum payment of $150,000 would provide early termination of the proposal. For
further clarity, should the equity or alternative financing be obtained in the 2009 fiscal’
year prior to the payment referenced in Article 16.5, the early termination payment would
be $150,000, if the equity or alternative financing was obtained subsequent to the first
payment referenced in Article 16.5 the early termination payment would be $100,000,
and if the equity or alternative financing was obtained subsequent to the second
payment referenced in Article 16.5 the early termination payment would be $50,000.

That the aforesaid sum may be pre-paid by the Insolvent Person at any time without
penalty.

That the Insolvent Person shall voluntarily surrender the security held by Xerox Canada
Ltd. and Xerox Capital Services with respect to two separate lease agreements, and that
any losses suffered by Xerox Canada Ltd. and Xerox Captial Services shall be submitted
as unsecured claims to the estate.

That the Trustee shall distribute dividends, where applicable, firstly to the preferred
creditors as defined in Article 8.7 herein, in priority only to the unsecured creditors, and
finally to the unsecured creditors as defined in Article 8.8 herein, once per annum
commencing in April 2010.

That the Trustee's fees and disbursements shall be paid in priority to the claims of all
creditors defined in Article 8, herein.



16.12 That the Trustee's fees to date are estimated to total the sum of ($100,000) plus

16.13

17.1

17.2

18.1

18.2

18.3

19.1

20.1

disbursements and GST. Fees to date and any additional fees incurred by the Trustee
shall be submitted to the Court for approval and taxation pursuant to the Bankruptcy and
Insolvency Act.

The principal of the Insolvent Person, Steve Prescott, is an unsecured creditor for
approximately $1,202,000 but Mr. Prescott will not participate in any dividend distribution
to the unsecured creditors.

Article 17. Comparative Analysis — Division | Proposal vs. Bankruptcy

That the Comparative Analysis of Projected Dividends, attached hereto as Exhibit “A” to
this Proposal, calculates the minimum estimated funds available for distribution to
creditors pursuant to the Proposal at the sum of $450,000 representing a dividend of
10.13%. As outlined in Article 16.5 this amount may increase subject to Net Income.

That conversely, the Comparative Analysis calculates the estimated funds available for
distribution to creditors in a Bankruptcy at the sum of $0.00 representing a dividend of
0.00%.

Article 18. Valuation of Claims, Voting and Applicable Dates

That the Claims of all proven creditors shall be valued as at May 20" 2008 by the
Trustee, at or before the meeting of creditors.

That proofs of claim, proxies and voting letters intended to be used at the Meeting of
Creditors must be lodged with the Trustee prior to the Meeting of Creditors.

That creditors must vote their claims by either returning a properly completed voting

letter to the Trustee prior to the Meeting of Creditors, or by attending at the Meeting of
Creditors and voting in person or by proxy.

Article 19. Modifications and Amendments

The Trustee, with the approval of the Court and without notice to the Creditors, may
agree to concur in any modification or amendment to the Proposal after the Creditors
have voted on the Proposal, including without limiting the generality of the foregoing, any
extension of time for carrying out the terms of the Proposal or for taking any steps or
proceedings hereunder, other than any modification or amendments which would
materially adversely affect the rights of any creditor.

Article 20. Notice

Unless otherwise indicated, any notice required or permitted to be given pursuant to the
Proposal shall be sufficiently given or made if delivered, faxed or mailed by prepaid post
as follows:



To the Trustee:

To the Creditors:

MEYERS NORRIS PENNY LIMITED
Insolvency and Restructuring Professionals
Suite 300, 10104 — 103 Ave

Edmonton, Alberta

T5J OH8

Attention: Grant Bazian, CIRP, Trustee
Telephone:  (780) 455-1155
Facsimile: (780) 409-5415

At their last known address according to the Insolvent Person or such other
addresses as any of the foregoing may designate from time to time.

Any notice delivered as aforesaid shall be deemed to have been received when
delivered, if delivered on a day other than Saturday, Sunday or statutory holiday,
and otherwise on the next following business day. Any notice mailed as aforesaid
shall be deemed to have been received on the 7th business day following the day
on which such notice is mailed.

An Insolvent Perggn "




EXHIBIT "A"

IN THE MATTER OF THE DIVISION | PROPOSAL OF
TRANSGLOBAL COMMUNICATIONS GROUP INC.

COMPARATIVE ANALYSIS OF PROJECTED DIVIDENDS

PROPOSAL VS. BANKRUPTCY

Division | Ordinary
Administration

Proposal Bankruptcy
Contribution by Debtor (1) $ 450,000.00 $ 0.00
Funds Available for Distribution (2) 450,000.00 0.00
Less Superintendent's Levy 22,500.00 0.00
Net Projected Dividend $ 427,500.00 $ 0.00
Estimated Total Preferred Claims $ 0.00 .8 0.00
Estimated Total Unsecured Claims (3) 4,220,735.43 0.00
Total Estimated Perferred & Unsecured Claims : $ 4,220,735.43 $ 0.00
Preferred Claims - Estimated Dividend as a Percentage 0.00% 0.00%
Unsecured Claims - Estimated Dividend as a Percentage 10.13% 0.00%

Note:
1) This is the minimum contribution (before Trustee fees, disbursements and GST) as outlined in Article 16.5 of the Proposal, however,

if 30% of Net Profit for fiscal years ending 2009, 2010 and 2011 are greater than $50,000 in any of these years, then the contributions
would be higher.

2) This represents funds available for distribution before Trustee's fees, disbursements and GST.

3) The estimated unsecured claims pursuant to the Statement of Affairs totals the sum of $4,270,684.67, which
does not include Steven Prescott's unsecured claim of $1,100,000.



