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District of: Ontario

Division No. 09 - Toronto
Court No. 31-2295766
Estate No. 31-2295766

FORM 40.1
Notice of Hearing of Application for Court Approval of Proposal
(Paragraph 58(b) of the Act)

In the matter of the proposal of
Digital Underground Media Inc.
a Company Incorporated Pursuant to the Laws of the Province of Ontario
with a Head Office in the City of Vancauver, in the Province of British Columbia

in Ontarig Superior Court of Justice in Bankruptcy - Toronio
In the matter of the proposal of Digital Undergraund Media Inc., 8 debtor.
Take nofice that an application will be made to the court, at 330 Universily Ave. Fir 7, Torontg,

Ontario, on the 14th day of November 2017, at 10:00 AM, to approve the proposal of Digital
Underground Media Inc., accepted by the creditors al a meeting held on the 15th day of October 2017.

Dated at the City of Toronto in the Province of Ontario, this 26th day of October 2017.

MNP LTD. - Licensed Insolvency Trustee

dar

300 !1 11 Richmond Street West
Toronto ON M5H 2G4
Phone; {416) 506-1711  Fax (416) 323-5242
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Court File No. 31-2295766
Estate File No. 31-2295766

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)
THE HONOURABLE ) TUESDAY, THE 14" DAY
)
JUSTICE ) OF NOVEMBER, 2017

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC,,

A COMPANY INCORPORATED PURSUANT TO
THE LAWS OF THE PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER,
IN THE PROVINCE OF BRITISH COLUMBIA

ORDER APPROVING PROPOSAL

UPON THE APPLICATION of MNP Ltd., the trustee (the “Trustee”) under the Proposal
of Digital Underground Media Inc., filed on October 2, 2017, and the amended Proposal of Digital
Underground Media Inc., filed on October 20, 2017 {the “Amended Proposal”), and upon reading
the Report of Trustee on Proposal, dated November 2, 2017, and upon hearing submissions of the
Trustee; and, the Court being satisfied that the required majority of creditors duly accepted the
Amended Proposal and the terms thereof, a complete copy of which is marked Appendix "A" and
annexed hereto, and being satisfied that the said terms are reasonable and calculated to benefit the
general body of creditors and that no offences or facts have been proved to justify the Court in

withholding its approval:

1. THIS COURT HEREBY ORDERS that the Amended Proposal be and is hereby

approved.

{L0919788.1}
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APPENDIX “A”

(see attached)
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District of Ontario
Division No. 09 -Toronto
Court File No. 31-2295766
Estate No. 31-2295766
ONTARIO

SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC.,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER,
IN THE PROVINCE OF BRITISH COLUMBIA

AMENDED PROPOSAL

Digital Underground Media Inc. (the “Company”) hereby submits the following
Amended Proposal under the provisions of the Bankruptcy and Insolvency Act, R8.C. 1985, c.

B-3, as amended.
Definitions
L In this Proposal, capitalized terms have the following meanings:

(@) “Act” means the Bankruptcy and Insolvency Act, R.S.C. 1985, ¢, B-3, as

amended.

(b) “Administrative Fees and Expenses” means:

(i)  the proper fees and expenses of the Trustee incidental to the preparation
and facilitation of the Proposal and any amendments thereto, including,

without limitation, its legal fees and disbursements; and

(ii)  the legal fees and disbursements of the Company on and incidental to

negotiations in connection with the approval of the Proposal, court

c’”J\L—%
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proceedings relating to the Proposal and the transactions and agreements
contemplated hereby, including, without limitation, advice to the

Company.
(c) “Amended Proposal” means this Proposal;

{d)  “Approval” means the approval of the Proposal by the statutory majorities of
the creditors under the Act and by the Court by way of the Approval Order
pursuant to a final and enforceable order which has become final as a result of
the appeal period having expired without there having been an appeal, or an
appeal having been lodged and the order approving the Proposal having been

confirmed or the appeal withdrawn or dismissed.
{(e) “Approval Date” means the date upon which the Approval occurs.

3] “Approval Order” means the Court order(s) made under this Proposal
approving the Proposal and directing the implementation of the Proposal,
which orders may, without limitation, authorize the filing by the Company of
the articles of reorganization, the cancellation of issued and outstanding shares
in the capital of the Company, the issuance of the New Common Shares and

the appointment of a new board of directors of the Company.

€3 “Business Day” means a day other than a Saturday or a Sunday on which

banks are generally open for business in Toronto, Ontario.

(h)  “Claim” means any right of any Person against the Company in connection
with any indebtedness, liability or obligation of any kind owed by the
Company at the Filing Date, and any interest accrued thereon or costs payable
in respect thereof, whether liquidated, unliquidated, fixed, contingent, matured,
not matured, disputed, undisputed, legal, equitable, secured, unsecured, present,
future, known or unknown, by guarantee, surety or otherwise, and whether or

not such right is executory or anticipatory in nature, including, without

N
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limitation, the right or ability of any Person to advance a claim of contribution
or indemnity or otherwise with respect to any matter, action, cause or chose in
action, whether existing at present or commenced in the future, and any
indebtedness, liability or obligation of any kind arising out of the repudiation,
restructuring or termination of any contract, lease, license, equipment lease,
employment relationship or other agreement after the Filing Date, or any
claims that may arise under any contract, lease, license, equipment lease,
employment relationship or other agreement which may arise as a result of the
insolvency of the Company, including, without limitation, any other
indebtedness, liability or obligation of any kind that, if unsecured, would be a
debt provable in bankruptcy within the meaning of the Act, and “Claims”

means all of them,

“Common Shares” means the existing authorized, issued and outstanding
common shares of the Company, including both Class A shares and Class B

shares,

“Consideration” means the aggregate of: (i) the Share Consideration; and (ii)

the Loan Consideration.
“Court” means the Ontario Superior Court of Justice.

“Creditor” means any Person having a Claim, and “Creditors” means all of

them.
“DIP Lender” means J.D. Craig Holdings Inc.

“DIP Loan Agreement” means the agreement between the DIP Lender and the
Company dated September 22, 2017, pursuant to which the DIP Lender will
provide financing to the Company in the maximum amount of $750,000 in
order to finance the Company’s working capital requirements and other general

corporate purposes and capital expenditures during the period of its

o
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restructuring, which agreement was approved by the Court by way of the Order
of the Honourable Justice Hainey dated September 25, 2017.

(0)  “Distribution Date” means a date selected by the Trustee in consultation with

the Inspectors.

(p)  “Filing Date” means September 21, 2017, being the date upon which the

Company filed its Notice of Intention to File a Proposal under the Act.

(q) “Forbearance Agreement’ means the agreement between the DIP Lender,
DUM Holdings Inc., and the Company dated Septernber 15, 2017, pursuant to
which the DIP Lender and DUM Holdings Inc. have agreed to forbear from
enforcement of their security, and to provide continued support to the Company

through its restructuring, in accordance with the terms of that agreement.

(r) “Implementation Date” means immediately following the Approval Date or

the date the conditions are met as set out in paragraph 26 hereof.
(s) “Inspectors” means the [nspectors described in paragraph 35 hereof.
® “Imvestor” means 7677189 Canada Ltd.

(u)  “Loan” means the loan made by the Investor to the Company in the princi al
P

amount of $76,000, pursuant to the Loan Agreement,

(v) “Loan Agreement” means the agreement between the Invesior and the
Company dated as of or before the Meeting of Creditors whereby the Investor
agrees to advance the Loan to the Company pursuant to the terms and

conditions of the Loan Agreement.

(w)  “Loan Consideration” means proceeds payable to the Company under the

Loan Agreement.

X
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“Meeting of Creditors” means the meeting of Creditors to consider this

Proposal prescribed by section 51(1) of the Act.

“New Common Shares” means all the new common shares to be issued in the

share capital of the Company, as described in Schedule “A” hereto.

“OBCA"” means the Business Corporations Act, R.8.0. 1990, c¢. B.16, as

amended,

“Performance of the Proposal” means the payment of all amounts to be paid
to the Trustee for the distribution to Creditors in respect of Claims, including,
without limitation, the implementation of the provisions of the Proposal as

described in paragraph 27 hereof.

“Person” means any individual, partnership, joint venture, trust, corporation,
unincorporated organization, government or any agency or instrumentality

thereof, or any other entity howsoever designated or constituted.

“Post-Filing Claim” means any Claim resulting from an obligation incurred by
the Company in the normal course of business of the Company in respect of
goods or services supplied to the Company after the Filing Date and extends to

the following:

() amounts owing to the Trustee and its solicitors and the Company’s

solicitors; and

(i)  Her Majesty the Queen in right of Canada and in right of Ontario for

amounts owed in respect of federal, provincial or state sales or excise
taxes collected subsequent to the Filing Date, or amounts owing in respect
of source deductions on account of employee income tax, Canada
Pension Plan contributions and Employment Insurance premiums arising

subsequent to the Filing Date,

B



-6- 9

but does not include Claims under any contract, lease, equipment lease,
license, employment arrangement or other agreement which may arise as a

result of the insolvency of the Company.

(dd) “Preferred Claim” means any Claim for which Section 136 of the Act
prescribes payment in priority to an unsecured Claim, and “Preferred Claims™

means all of them.

(ee) “Preferred Creditor” means a Creditor of the Company having a Preferred

Claim, and “Preferred Creditors” means all of them.

(ff)  “Priority Payment” has the meaning ascribed to it in paragraph 18 of this

Proposal.

(gg) “Proposal” means the proposal dated September 30, 2017, as the whole may

be amended from time to titme.

(hh) “Proposal Fund” means the aggregate of: (i) the Share Consideration; (ii) the
Loan Consideration; and (ii) the amount payable, if any, by the Investor to the

Company pursuant {o the Addendum hereto.

(i) “Proposal Period” means the period between the Filing Date and the

Performance of the Proposal.
(j) “Proven Claim” means any Claim in respect of which a proof of claim:
(i)  has been filed with and allowed by the Trustee; or

(i)  has been filed with the Trustee and valued or determined in accordance

with the provisions of the Act,

provided, however, that a Proven Claim shall not include a Claim:

e
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(i) by any Person who has received written notification from the Trustee that

the Claim has not been filed on a timely basis or has been disallowed; or

(i)  in respect of which a proof of claim has not been filed within 30 days of

the date on which the Trustee mailed to the Creditor having such Claim a

notice pursuant to Section 149 of the Act,

“Reorganization” means the creation and issuance of the New Common
Shares, the cancellation of the Common Shares and the other amendments to
the Company’s articles of incorporation described in sections 28 to 33 of this

Proposal.

“Secured Creditor” means any Person holding a mortgage, hypothec, pledge,
charge, lien or privilege on or against the property of the Company or any part

thereof as security for a Claim, and “Secured Creditors” means all of them.
“Secured Creditor Claims” means all Claims of Secured Creditors.

“Shareholders” means those Person(s) who are holders of Common Shares, or

any other equity of any kind of the Company.

“Share Consideration” means proceeds payable to the Company under the

Subscription Agreements.

“Subscription Agreements” means:

(i)  the agreement dated as of or before the Meeting of Creditors between the

Company and the Investor, as the same may be amended from time to
time, regarding the subscription by the Investor for the New Common
Shares for the aggregate consideration of $10.00; and

(ii)  the agreement dated as of or before the Meeting of Creditors between the

Company and the DIP Lender as the same may be amended from time to
time, regarding the subscription by the DIP Lender for the New Common
Shares for the aggregate consideration of $10.00.

S
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(qp) “Trustee” means MNP LTD,, in its capacity as trustee under the Proposal, and

not in its personal capacity, and without any personal or corporate liability,

(rt)  “Unsecured Creditor” means any Creditor other than a Preferred Creditor and

a Secured Creditor whose Claim arose:

(i) by reason of the supply of goods or services to or for the account of the

Company prior to the Filing Date;
(i} by reason of loaning of money to the Company on an unsecured basis;

(i) in the case of executory contracts in existence prior to the Filing Date, by
reason of the restructuring, repudiation or termination of such contracts

subsequent to the Filing Date;
(iv) which Claims arose by any other reason prior to the Filing Date; or

(v)  the unsecured portion of any Claim, the balance of which is secured

against all or any of the assets of the Company,
and “Unsecured Creditors” means all of them.
(ss) “Unsecured Creditor Clzims” means all Claims of Unsecured Creditors.

()  “Unsecured Creditor Payment” has the meaning ascribed to it in section 15

of this Proposal.

uu)  “Warrants” means the existing authorized, issued and outstanding warrants to
g

purchase Common Shares of the Company.



Purpose of Proposal

2. The purpose of this Proposal is to effect a restructuring of the business and affairs of the
Company in the expectation that all Creditors will derive a greater benefit from the continued
operation of the business and affairs of the Company than would result from a forced
liquidation of its assets. The Company is being supported through this process by the DIP
Lender, which has provided financing to the Company prior to the Filing Date, and will
continue to provide ongoing financing to the Company through the Proposal proceedings by
way of the credit facility provided for in the DIP Loan Agreement. It is also being supported by
the Investor, which is advancing to the Company the funds that will form the Proposal Fund to

be distributed to creditors in accordance with the provisions of this Proposal.

3. An integral part of the Proposal is the cancellation of the existing and outstanding share
capital of the Company, in light of the lack of value of the share capital due to the Company’s
insolvency. Upon the implementation of the Proposal, and in consideration of their support for
the Company through the Proposal proceedings, the DIP Lender and the Investor have agreed to

acquire the New Common Shares pursuant to the Subscription Agreements.

4, This Proposal is intended to provide a fair recovery to all Creditors and to provide the
Company with the financial stability to continue its business operating from and after the

Implementation Date.

Effect of Proposal

5. This Proposal restructures the affairs of the Company and amends the terms of any and
all agreements between the Company and the Creditors or the Shareholders existing as at the
Implementation Date to the extent affected by this Proposal, and provides the essential terms on
which all Claims and the interests of the Shareholders will be fully and finally resolved and
settled. During the Proposal Period, the provisions of Sections 65.1 and 65.1 of the Act shall be
in effect. Without limiting the generality of the foregoing, during the Proposal Period all
Creditors will be stayed from commencing or continuing any proceeding or remedy against the

Company, as further described in paragraph 34 hereof.

12

AR



10- 13
Persons Affected

6. This Proposal will, as of the Implementation Date, be binding on the Company and all
Creditors (except Secured Creditors), Shareholders and other persons named or referred to

herein in the manner provided for in this Proposal and the Act.

Restructuring of the Company

7. Prior to the Meeting of Creditors, the Company and the Investor will have entered into
the Loan Agreement, pursuant to which the Loan Consideration will be advanced by the
Investor to the Company following the Approval Date. The Company will, in turn, advance the

Loan Consideration to the Trustee.

8. Prior to the Meeting of Creditors, each of the Company and the Investor, and the
Company and the DIP Lender, will have entered into the Subscription Agreements, pursuant to
which the Share Consideration will be fully advanced to the Company following the Approval

Date. The Company will, in turn, advance the Share Consideration to the Trustee.

5. A condition to each of the Subscription Agreements is that the Company implement this
Proposal to its Creditors, including the Reorganization, pursuant to the Act and authorized by
the OBCA.

10,  Pursuant to the terms of the Subscription Agreements and the Loan Agreement, and
upon the successful implementation thereof in accordance with their terms, the Investor and the
DIP Lender will pay the Consideration to the Company, and in turn, the Company will pay the

Consideration to the Trustee for distribution to the Creditors.

11.  Subject to the satisfaction or waiver of the conditions precedent set out in paragraph 26
of this Proposal, the following steps will occur, and be deemed to occur, sequentially in the

following order, on the Implementation Date:

A
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(@)  the Company shall be released from all the Claims of Creditors (except Secured
Creditors), which shall be fully and finally compromised in accordance with

the provisions of the Act and this Proposal;

(b)  articles of reorganization causing the Reorganization, as more fully described

in paragraph 28 of this Proposal, will be filed by the Company;

(c) & certificate of amendment reflecting the amendments to the articles of
incorporation of the Company caused by the articles of reorganization shall be
issued by the Director under the OBCA,

(d)  the Subscription Agreements will be completed in accordance with their terms,
provided that all conditions thereto have been satisfied or (when waivable)
waived, whereupon, among other things, the New Common Shares shall be
acquired by, and share certificates in respect thereof shall be issued by the
Company to, the Investor and the DIP Lender against payment of the Share

Consideration to the Trustee; and

(¢)  upon Approval and completion of the Loan Agreement and of the Subscription
Agreements, the Investor shall remit the Loan Consideration to the Company
which will, in turn, remit the Loan Consideration to the Trustee, and the
Investor and the DIP Lender shall remit the Share Consideration to the
Company which will, in turn, remit the Share Consideration to the Trustee.
The Company shall remit the Consideration to the Trustee within five days of

the Implementation Date,

Proposal Affecting Secured Creditors

12.  This Proposal is not being made to the Secured Creditors and accordingly, Secured

Creditors shall not be entitled to vote on the Proposal.

13.  Claims of Secured Creditors, if any, shall be paid by the Company in accordance with

agreements between the Company and the Secured Creditor including, without limitation, the

c"jg/f\%
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Forbearance Agreement and the DIP Loan Agreement, as those agreements may be amended or

supplemented from time to time.

Proposal for Unsecured Creditors

14.  All Unsecured Creditors shall form part of a single class of Unsecured Creditors for

voting and distribution purposes.

15.  Each Unsecured Creditor who has a Proven Claim shall receive a payment representing
each such Unsecured Creditor’s pro rata share of the Proposal Fund, less any amounts to be
paid as Priority Payments and any amounts payable to the Office of the Superintendent in

Bankruptcy in accordance with paragraph 22 hereof (the *Unsecured Creditor Payment”).

16.  Unsecured Creditors will accept the payments provided for in this Proposal in complete
satisfaction of all their Claims and all liens, certificates of pending litigation, executions,
security interests or any other similar charges or actions or proceedings in respect of such
Claims will have no effect in law or in equity against the property, assets and undertaking of the
Company, ali of which shall be released upon payment of the amounts provided for in this
Proposal. The Unsecured Creditors shall take such actions and do such other things as are

necessary, at their sole cost, ta file or record any required discharges of any of the foregoing.

17.  Landlords of premises that have been terminated, disclaimed or repudiated shall be
entitled to file a proof of claim as Unsecured Creditors for an amount equal to the lesser of: (i)
the rent provided for in the lease for the first year of the lease following the date on which the
disclaimer becomes effective plus fifteen percent (15%) of the rent for the remainder of the
term of the lease after that year; and (i) three (3) years of rent. Landlords of disclaimed
premises shall not be entitled to claim for accelerated rent pursuant to Section 65.2(4)(a) of the
Act.

135
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Crown Claims, Preferred Claims and Employee Claims

18.  Amounts, if any (collectively, the “Priority Payments™):

(a) owing to Her Majesty in Right of Canada or a Province, as enumerated in
Section 60(1.1) of the Act, which shall be paid in full within six (6) months
following Approval;

(b)  owing to employees and former employees, that such persons would have been
qualified to receive under Section 136(1)(d) of the Act if the Company became
bankrupt on the Filing Date, which shall be paid immediately following
Approval; and

(¢) any Proven Claim in respect of a Preferred Claim, without interest,

shall be paid in full and in priority to all Unsecured Creditors.

19.  For the purpose of voting, the Preferred Creditors shall fail within the class of

Unsecured Creditors.

Funds Pavable Under Proposal

20.  The amount to be paid to Creditors on the Distribution Date on account of their Proven

Claims shall be paid from the Proposal Fund.
21, The Trustee will remit payments to Creditors in the following order:

(a) the Priority Payments; and
(b)  the Unsecured Creditor Payment.

22.  Payments to Creditors shall be net of any applicable levy payable to the Office of the
Superintendent of Bankruptcy as required by the BIA and the Trustee shall remit the amount of

ey
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such levy to the Office of the Superintendent of Bankruptcy contemporaneous with the
distributions to Creditors.

Administrative Fees and Expenses

23.  The Administrative Fees and Expenses will be paid by the Company in the ordinary

course from cash flow, subject to approval by the Court.

Payment of Crown Claims

24.  During the period between the Filing Date and Approval, the Company shall pay and
keep current:

(a) all amounts owing to Her Majesty in right of Canada and in right of Ontario of
a kind that could be subject to a demand under Section 224(1.2) of the Income
Tax Act (Canada) or any substantially similar provision of provincial

legislation; and

)] all amounts collected in respect of sales taxes on behalf of Canada Revenue

Agency and any provincial Ministry of Finance,

Goods or Services Given After Filing Date

25.  Any Post-Filing Claim shall be paid in full in the ordinary course by the Company or as
negotiated between the Company and its vendors. The Company shall dispose of no assets
other than as contemplated by this Proposal, or other than in the normal and regular course of
its ongoing business. The Company agrees that the Trustee shall not in any case be responsible
for ensuring that payment is duly made pursuant to paragraph 24 hereof and to all those persons
supplying goods or services after the Filing Date. All Creditors hereby release and forever

discharge the Trustee from any and all liability relating to the Company’s non-payment of any

liabilities under this paragraph.

%y
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Conditions of Proposal

26. The Amended Proposal and its implementation by the Company is conditional upon

fulfilment or satisfaction, or (where waivable) waiver, of each of the following conditions:

(2)

(b)

(c)

(@

the taking of all necessary corporate actions and proceedings to approve the

Proposal;
the granting of the Approval Order;
the execution of the Loan Agreement prior to the Meeting of Creditors;

the execution of the Subscription Agreements prior to the Meeting of Creditors;

27.  Once all of the following obligations have been fulfilled or satisfied, the Performance of

the Proposal shall be deemed to be fully complete and the Trustee will deliver and file with the

Court a certificate pursuant to Section 65.3 of the Act:

(2)

®)

(©

(d)

(e)

the advancement of the Loan Consideration by the Investor to the Company
and, in turn, the Trustee;

the completion of the Reorganization;

the advancement of the Share Consideration by the Investor and the DIP

Lender to the Company and, in turn, the Trustee;
the payment of the Administrative Fees and Expenses; and

the performance by each of the Company, the Investor and the DIP Lender of
all their respective obligations pursuant to the Proposal and the transactions

contemplated herein.

A0
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Share Capital

28.  On the Implementation Date, the articles of incorporation of the Company shall be

amended pursuant to the articles of reorganization in the following sequence:

(a)  to delete and cancel all of the authorized share capital of the Company and to
delete and cancel all of the rights, privileges, restrictions and conditions
attaching thereto, including, but not limited to, deleting and cancelling all of
the Common Shares and all of the Preferred Shares (as defined in the
Company’s articles of incorporation);

(b)  to create an unlimited number of New Common Shares and to provide that the
rights, privileges, restrictions and conditions attaching to the New Common
Shares are as set out in Schedule “A” hereto; and

(c)  providing that, after giving effect to the foregoing, the authorized share capital
of the Company shall consist only of an unlimited number of New Common
Shares.
29.  All existing and outstanding Warrants, together with contracts pursuant to which

Warrants may be issued in {uture, shall be cancelled.

30.  No Shareholder will be entitled to any payment or other compensation with respect to

the cancellation of its/her/his Common Shares, Warrants or otherwise.

31.  The aggregate stated capital for the purposes of the OBCA of the New Common Shares
issued to the Investor and the DIP Lender under the Subscription Agreements and pursuant to

this Proposal shall be as set out in Schedule “B”.
32.  The Shareholders shali not be entitled to vote on this Proposal.

33.  The Shareholders shall not have any rights of dissent pursuant to Section 186(6) of the
OBCA in respect of this Proposal.

Stay of Proceedings

34.  During the Proposal Period, and provided the Company is not in default hereunder, each
Creditor will be stayed from commencing or continuing any proceeding or remedy against the

Company or its property based upon a Claim existing on or before the Filing Date, or whose

Q
—
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Claim has arisen after the Filing Date as a result of the termination, repudiation or restructuring
of any contract, lease, license, equipment lease, employment relationship or other agreement
after the Filing Date, including, without limitation, any proceeding or remedy to recover
payment of such Claim, to realize against any security granted in respect of such Claim, to
recover or enforce a judgment against the Company in respect of such Claim or to initiate any
proceedings against it under any applicable bankruptcy, insolvency or other laws in respect of

such Claim, other than an application or proceeding in connection with this Proposal.

Inspectors

35, (a) At the meeting of the Unsecured Creditors to be held to consider the Proposal, the
Creditors may appoint one or more but not exceeding five (3) persons to act as

Inspectors, whose powers shall be limited to:

(i)  advising the Trustee from time to time with respect to any matter that the

Trustee may refer to them;

(i)  advising the Trustee concerning any dispute which may arise as to the

validity of Claims of Unsecured Creditors; and

(iii)  authorizing an extension of time for payments due to the Unsecured

Creditors pursuant to this Proposal.

(b)  Any decision, direction or act of the Inspectors may be referred to the Court by
the Trustee and the Court may confirm, reverse or modify the decision,

direction to act and make such order as it thinks just.

(¢)  The authority and term of office of the Inspectors will terminate upon the

discharge of the Trustee.

SN
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(d)  The chairperson may adjourn the meeting of creditors upon an adjournment
being required by the creditors by ordinary resolution, pursuant to s. 52 of the
Act.

Release of Directors

36.  Upon the Implementation Date, the Company, each and every present and former
director of the Company (collectively, the “Released Parties™) shall be released and discharged
from any and all demands, claims, actions, causes of action, counter claims, suits, debts, sums
of money, accounts, covenants, damages, judgments, expenses, executions, options, liens and
other recoveries on account of any liability, obligation, demand or cause of action of whatever
nature which any Creditor or Person may be entitled to assert, in the case of the Released
Parties as of the Filing Date, including, without limitation, any and all Claims in respect of the
potential statutory liabilities of the present or former directors of the Company, and any and all
Claims relating to any obligations of the Company where the present or former directors are or
may be by law liable in their capacity as directors for the payment of such obligations, and
provided that nothing herein shall release or discharge any of the present or former directors of

the Company from the exceptions set out in Section 50(14) of the Act.

Effect of Payment

37.  Creditors will accept the payment of the amounts set out in the applicable provisions of
this Proposal in complete satisfaction of all their claims, and all mortgages, charges, security
interests, encumbrances, liens, writs of seizure and sale, certificates of pending litigation,
executions or any other similar charges, actions or proceedings in respect of such Claims will,
as of the Implementation Date, have no effect in law or in equity against the Company and the
property, assets or undertakings of the Company and will be discharged, dismissed or vacated,
as the case may be, at no expense to the Company, by each holder thereof no later than ten (10)
Business Days after the Implementation Date, or failing same, by order of the Court made

without notice to such holder.

S5
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Compromise Effective for all Purposes

38.  The payment, compromise or other satisfaction of the Claims and the treatment of
Shareholders under this Proposal shall be binding upon the Creditors holding the Claims and
upon the Shareholders, their heirs, executors, administrators, successors and assigns, for all
purposes and in the case of any Claim shall also be effective to relieve any third party directly
or indirectly liable for such Claim, whether as guarantor, indemnitor, tenant, director, joint

covenator, principal or otherwise.
39,  The provisions of Sections 95 to 101 of the Act shall not apply to this Proposal.

Discharge of Trustee

40.  Upon the payment by the Trustee of the amounts prescribed herein, the Trustee shall
have discharged its duties as Trustee and the Trustee shall be entitled to apply for its discharge
as Trustee. For greater certainty, the Trustee will not be responsible or liable for any obligations
of the Company and will be exempt from any personal liability in fulfilling any duties or
exercising any powers conferred upon it by this Proposal unless such acts have been carried out

in bad faith and constitute a wilful or wrongful act or defauit.

Amendment

41,  This Proposal may be amended by the Company with the consent of the Trustee at any
time prior to the conclusion of the meeting of Unsecured Creditors called to consider the
Proposal, provided that any amendment made pursuant to this paragraph shall not reduce the
rights and benefits given to the Creditors under the Proposal before any such amendment, and
provided further that any and all amendments shall be deemed to be effective as of the Filing
Date of the Proposal.

22
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Further Actions

42. The Company and the Creditors will execute and deliver all such documents and
instruments and do all such acts and things as may be necessary or desirable to carry out the full

intent and meaning of this Proposal and to give effect to the transactions contemplated hereby.

Date for Action

43, In the event that any date on which any action is required to be taken hereunder is not a

Business Day, such action will be required to be taken on the next succeeding day that is a

Business Day.

Time

44,  All times expressed in this Proposal are local time in Toronto, Ontario.

[The remainder of this page is intentionally left blank. ]

N
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DATED AT THE CITY OF VANCOUVER, in the Province of British Columbia, this 16" day
of Qctober 2017.

DIGITAL UNDERGROUND MEDIA INC.

24

Name:
Title:
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Schedule “A”

Unlimited number of New Common Shares with the following rights, privileges and restrictions:

1 Voting Rights

Each holder of Common Shares shall be entitled to receive notice of and to attend all meetings of
shareholders of the Corporation, and at all such meetings shall be entitled to one vote in respect
of each Common Share held by such holder.

2 Dividends

Subject to applicable law, the directors may at any time or from time to time declare dividends
on the Common Shares in such amounts as the directors at such time or times determine.

3 Liquidation, Dissolution or Winding-up

Ins the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary
or involuntary, or other distribution of the assets of the Corporation among its shareholders for
the purpose of winding-up its affairs, the holders of the Common Shares shall be entitled to
receive the remaining assets and property of the Corporation.

25
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New Stated Capital = $20.00.

223,

Sciiedule “B”
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ADDENDUM

To the extent that any claims filed by employees decrease the Unsecured Creditor Payment to an
amount below what it would have been based on claims filed by Unsecured Creditors who are
not employees as at the date of the Meeting of Creditors, the Investor shall increase the amount
of the Loan to ensure that the Unsecured Creditor Payment is equal to what it would have been
based on the claims filed by Unsecured Creditors who are not employees as at the date of the
Meeting of Creditors.

30610750.4
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District of Ontario

Division No. 09 — Toronto

Court File Numbers: 31-2295766
Estate File Numbers: 31-2295766

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
IN THE MATTER OF THE PROPOSAL OF

DIGITAL UNDERGROUND MEDIA INC.,,

A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE

PROVINCE OF ONTARIOQ,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER
IN THE PROVINCE OF BRITISH COLUMBIA.

REPORT OF TRUSTEE ON PROPOSAL

We, MNP Ltd. ("MINP”), the proposal trustee (the “Proposal Trustee”) of Digital
Underground Media Inc. (“DUM” or the “Company”), hereby report to the Couit as
follows:

I.

That on the 21* day of September 2017, DUM filed a Notice of Intention to Make
a Proposal (“NOI”) and that MNP consented to act as Proposal Trustee. The NOI
was filed with the Official Receiver on that same date. Copies of the NOI, the
Proposal Trustee’s Consent to Act and the Certificate of Filing of NOI are attached
as Exhibits “A”, “B* and “C”, respectively.

2. That on the 25" day of September 2017, the Honourable Justice Hainey made an

order, inter alia:

a. Approving a charge in favour of the legal counsel retained by the Company,
MNP in its capacity as the Proposal Trustee and its legal counsel, in the
aggregate amount of $115,000 to secure payment of their reasonable fees
and disbursements; and

b. Approving an interim financing facility and a charge on the Company’s
assets, property and undertaking (collectively the "Assets") in favour of I.D.
Craig Holdings Inc., the debtor-in-possession lender (the “DIP Lender”),

A copy of the September 25" Order is attached as Exhibit “D”.

3. That a proposal was filed with the Proposal Trustee on the 2° day of October 2017

(the “Proposal”) and electronically filed with the Official Receiver on the same
date, a copy of which is attached and marked as Exhibit “E”. Attached as Exhibit
“F” is the Certificate of Filing a Proposal issued by the Office of the Superintendent
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of Bankruptcy (“OSB”). An Amended Statement of Projected Cash Flow and 30
prescribed reports for the period ending December 15, 2017 were also filed with
the Proposal.

. That on the 6™ day of October 2017, the Proposal Trustee gave notice to the
Company, and to every known creditor of the Company affected by the Proposal,
whose names and addresses are shown in the Affidavit of Service attached-as
Exhibit “G to this report, of the calling of a meeting of creditors to be held on the
19* day of October 2017 (the “Meeting”) to consider the Proposal (the “Notice”).
On October 6, 2017, the Proposal Trustee also sent a copy of the Notice to Forward
Dimension Capital 1 LLP (“Forward”), the UK-based private equity fund that
made an equity investment in DUM to support DUM in its global expansion. On
October 9, 2017, the Notice was electronically filed with the OSB.

. That with the Notice was included a statement of the assets and liabilities of the

Company as at September 29, 2017 (“SOA"), a list of the creditors affected by the
Proposal showing the amount of their claims, a copy of the Proposal, a form of a
proof of claim and proxy in blank and a voting letter. Copies of the Notice and the
SOA are attached and marked as Exhibits “H” and “I”, respectively.

. That prior to the Meeting, we made a detailed and careful inquiry into the liabilities
of the Company, the Assets and their value, the Company’s conduct and the causes
of the Company’s insolvency.

. That there was a quorum at the Meeting. The Meeting was presided over by Sheldon
Title of MNP.

. Prior to the start of the Meeting, a proof of claim was filed by Michael Laitinen (the
“Employee Claim™), in the amount of $215,645.14. The Employee Claim, filed
by DUM’s former CFO, is in respect of the purported termination of his
employment agreement. Mr, Laitinen had not been included as a creditor on the
SOA. DUM'’s position is that Mr. Laitinen resigned from DUM and is not entitled
to termination pay, and accordingly, did not reflect the Employee Claim on the
SOA. The Trustee advised the Meeting that the matter has not been settled and the
Employee Claim, if proven, could have a dilutive effect on the distribution. DUM’s
creditors registered their votes exclusively by filing voting letters, and accordingly,
would not have had knowledge of the potential dilutive effect of the Employee
Claim on the distribution.

. During the Meeting, and in response to the Employee Claim, DUM amended its
proposal (the “Amended Proposal”) to include, inter alia, the following
addendum:

“To the extent that any claims filed by employees decrease the
Unsecured Creditor Payment to an amount below what it would
have been based on claims filed by Unsecured Creditors who are
not employees as at the date of the Meeting of Creditors, the Investor
shall increase the amount of the Loan to ensure that the Unsecured



Creditor Payment is equal to what it would have been based on the
claims filed by Unsecured Creditors who are not employees as at
the date of the Meeting of Creditors.”

The inclusion of this clause was meant to negate the potential adverse impact of the
Employee Claim, should it ultimately be determined to be a provable claim.

10. The Amended Proposal was then voted on and accepted by the creditors as detailed

below. The minutes of the Meeting are attached as Exhibit “J*.

For % Against %o
Number of creditors 9 90.00% ] 10.00%
Dollar value 5459,637.01 | 68.07% | $215,645.14 | >1-93%

1.

The Employee Claim, which as noted above, is the only claim to vote against the
acceptance of the Amended Proposal. Such claim was accepted for the purposes of
voting but has not yet been admitted as a proven claim for distribution.

Prior to the Meeting, a “counter-proposal” was submitted to the Proposal Trustee
by Forward (the “Forward Proposal”), who requested that the same be presented
to the creditors. Forward is not a creditor under the Proposal. Regardless, the
Proposal Trustee had no authority to formally present the Forward Proposal at the
Meeting. Nonetheless, the Proposal Trustee did table it for discussion at the
Meeting. The Proposal Trustee advised the Meeting that the Forward Proposal was
mischaracterized as a “counter-proposal”, as a proposal in an insolvency context is
made by the Company to its creditors. The Forward Proposal contemplated a new
element, a secured creditor class, wherein the secured creditors would be required
to compromise their claims, as well as a different realignment/reorganization of
shareholder interests; however, the Forward Proposal did not provide for any
further investment of capital by Forward to support the business going forward,

12. After the discussion, DUM advised the Meeting that it rejects the Forward Proposal

and could not present same to its creditors as a viable alternative for consideration
on the basis that, among other things, Forward had no plan to fund the Company
going forward and was, in DUM’s view, just the latest of many failed discussions
with Forward. The secured creditor advised that, even if DUM supported and was
prepared to present the Forward Proposal to the creditors for consideration, it would
vote against any such proposal. Accordingly, as stated above, the Meeting
proceeded to vote on the Amended Proposal, tabled by the Company, which was
accepted by the creditors.

13. After the Meeting, Forward retained Canadian insolvency counsel and has

requested the parties engage in informal discussions ahead of the November 14,
2017 Court hearing. The Proposal Trustee, though counsel, provided requested
documents to Forward’s counsel and offered to discuss Forward's role in these
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proceedings. As the at time of this Report being issued, such informal discussions 32
have not happened.

14. That on October 26, 2017, the Proposal Trustee sent Notice of Hearing of
Application for Court Approval (the “Court Approval Notice™), together with the
Amended Proposal, to those creditors that had filed claims. The Proposal Trustee
also served a copy of the Court Approval Notice on Forward and CRA. A copy of
the Proposal Trustee’s affidavit of service, the Court Approval Notice, and the
Amended Proposal are attached as Exhibit “K”.

15. On November 1, 2017, the Proposal Trustee was copied on email correspondence
from Forward’s counsel to counsel to DUM indicating that Forward intends to bring
a motion to examine one of DUM’s executives. As of the time of this Report being
issued, neither the details of such motion and examination are clear to the Proposal
Trustee.

16. That we are of the opinion that:

a. The Assets and their fair realizable value, as listed on the Company’s SOA,
are as follows:

Description Estimated Realizable Value
Accounts receivable $ il
Cash nil
Inventory 200,000
Furniture 5,000

Shares in subsidiary company

Intellectual property

l

100,660

$ 305,001

Based on the SOA and a Personal Property Security Act search conducted against registries
maintained in Ontario and British Columbia on September 21, 2017, the following parties
(the “Secured Creditors”) have a registered secured interest in the Assets:

1. The DIP Lender; and

2. DUM Holdings Inc.

b. the liabilities of the Company are as follows, as per the SOA and creditor
claims filed as at November 1, 2017:

As per the Claims Filed as at

SOA November 1, 2017
Secured $305,001 $ -
Preferred 0 -
Unsecured 3,698,190 778,883




17. That we are also of the opinion that:

a.

the causes of DUM’s insolvency is as follows:

DUM has been unable to achieve its business and strategic plan as a result
of being undercapitalized.

the conduct of the debtor is subject to censure in the following respects:

The Proposal stipulates that .95 to 5.10] of the Bankruptcy and Insolvency
Act (“BIA”) will not apply in the Proposal. To assess the reasonableness
of the inclusion of this provision, the Proposal Trustee completed a limited
review of the Company’s books and records to identify potential
preferences and transactions at undervalue. This initial review did not
reveal any transactions worthy of further consideration vis-a-vis creditors
dealing with the Company at arm’s length.

The following facts, mentioned in Section 173 of the BIA, may be proved
against the debtors;

i. Not applicable

18. That we are further of the opinion that the Company’s proposal is an advantageous
one for the creditors for the following reasons:

a.

b.

c.

it contemplates a higher and more certain distribution for unsecured
creditors than a bankruptey, based on the total estimated claims;

it provides for the continued employment of DUM’s current employees; and

it preserves a customer for trade creditors.

19. That we forwarded a copy of this Report to the Official Receiver on this day.

Dated at Toronto, Ontario, the 2™ day of November 2017,

MNP LTD.,

in its capacity as Trustee under the

Notice of Intention to make a Proposal of
Digital Underground Media Inc.,

and not in its personal or corporate capacities

Per:

(o2~

Sheldon Title, CPA, CA, CIRP, LIT
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MNP

September 22, 2017
To the Creditors of Digital Underground Media Inc. {"DUM” or the “Company”)

Please take notice that on September 21, 2017, DUM filed a Notice of Intention to Make a Proposal (the
"NOI") pursuant to s.50.4(1) of the Bankruptcy and Insolvency Act (Canada)('BIA"). Please find enclosed
the following:
The NOI, filed on September 21, 2017;
2. A list of the names of the known creditors with claims of $250 or more and the amounts of their
claims;
3. The consent of the Trustee to act in these matters; and
4, The Certificate of Filing.

Please note this is not a bankruptcy, but rather protection has been sought under the BIA pending
the fiting of a proposal to creditors.

Pursuant to the BIA:
+ All proceedings by creditors are stayed {stopped) as of September 21, 2017,

« The Company is required to file a Proposal within 30 days of filing the NOI, subject to an extension
from the Court; and

+ A meeting of creditors to consider the Proposal is to be held within 21 days of the flltng of a
Proposal, and notice of the meeting will be sent to all known creditors at least 10 days prior to the
date of the meeting.

All documents relating to this Estate are located on our website, which will be updated throughout the
administration of this Estate. The website address is http://mnpdebt.ca/en/corporate/Engagements.

There is no need for any creditor to file a Proof of Claim at this time. If you have any questions concerning
the foregoing or require any additional information please contact Jessie Hue at 416-515-5006 or by email
at Jessie.Hue@mnp.ca.

Yours truly,

MNP LTD.
Trustee acting in re: the Proposal of
Digital Underground Media Inc.
Per:
5

%/Z' A

~iatthew Lem, CIRP, LIT

Encl

", Ao, INSOLVENCY & RESTRUCTURING PROFESSIONALS
Praxjty ity * BESTEMPLOVER SUITE 300, 111 RICHMOND STREET W, TORONTO ON, M5H 2G4
R ARt R T 1.877.251.2922 T:416.596.1711 F:416.596.7894 MNPdebt.ca
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Distriet of: 36
Division Ne. -

Court No,

Estate No,

-FORM 33 -
Notice of Intention To Make a Proposal
{Subsection 50.4(1) of the Act)

In the malter of the dpropqsai of
Digital Underground Media inc.
A Company Incorporated Pursuant to the Laws of the Province
Of Ontario, with & Head Office in the Cily of Vancouver,
In the Province of Brifish Columbia

Take notics that:

1, W, Digital Underground Media Inc., an insolvent person, state, pursuant to subsection 50.4(1) of the Act, that we intend to make a
proposal to our cregitors,

2. MNP LTD. of 300 - 111 Richmond Steet Wast, Toronta, ON, M5H 2G4, a licensed trustes, has consented to act as trustes under the
proposal. A copy of the consent is atlached,

3. Alist of tha names of the known creditors with claims of $250 or more and tha amounts of their claims Is also altached,

4, Purzfsuan]; to section B9 of the Act, all procesdings against us are stayed as of the date of fifing of this notice with the official recsiver in
our focality.

Dated at the City of Toronto in the Province of Ontario, this 20th day of September 2017.

g R\\-
. o e
CHNRLDISER
Digital Underground Mediafne. ™ -
Insolvent Person

To ba completed by Ofiicial Receiver:

Filing Date Official Recaiver
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District of:

Division No. -
Court No,

Estale No.

-FORM 33-
Nofice of Intantion To Make a Proposal
(Subsection 50.4(1) of the Act)

In the matter of the J:mposai of
Digital Underground Media Inc,
of tha City of Vancouver
in the Province of Brilish Columbia

37

Llst of Creditcrs with claims of $250 or more.

Toronto ON M5H 1T1 CA

Creaditor Address Account# Claim Amount
Ads & Com | 2157 Hendarson H 684.00
8 hlompany ia Winnipeg MB R2G 169 GA
Beacon Securities Limited 66 Wellington Streel Wast | Sulte 4050, TD Tower 167,500.00
Toronto ON MaK 1H1-CA
Best Best Krieger LLP 3390 University Avenus 380.58
riogar Riverside CA 82501 USA
David Chae 102-704 Yeoung':méq o-Pysonhansesang Apt 239 250,000,00
Yaonglong-ro, 200 Bengal, Yeontong-gu, Suwon.si,
Gyaonggi-do Korea
Denise 186 8t. George Streal, Suite 200 14,604.00
oniss Lacper Toronto ON MGR 213 GA
DUM Hoidingg' Ing. Suite 1600, 1 First Canadian Place, 100 King Streat West §28,291.47
Toronto ON M5X 1G5 CA
Emat & You 700 W Georgia St 42,000.00
‘ oung Vancouver BC V7Y 1C7 CA
Gowlings WLG Suite 1600, 1 First Canadian Place, 100 King Strest Waest 31,684.00
Toronto ON M5X 165 CA
Innovex 3Chaongmyeangnam-ro, Yeongtong-gu 50,000.00
Suwon-g1, Gyeonggi-to Korea
D Craig Holdings Inc 4780 Rockridge Road 2,816,031.78
g rioldings in Wast Vancouver BC VTW 145 CA
Neil East Sound Broadsasting 1A - 1455 Waverlay Straet 15,680.00
Lid, (38L) Winnipeg MB R3T 0PY CA
Paims Creative | 205 - 309 W Cordova St. 7,875.00
alms Creativa inc Vancouver BC VBB 125 CA
Piagatzxi Nenniger Kvag LLP 120 Adelaide St W Suits 2308 423.00
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District of;
Division No, -
Court No.
Estate No.

-FORM 33 -
Notice of Infention To Make a

Proposal

(Subssction §0.4(1) of the Act)

In the matter of the dP
Digital Undergroun

roposal of

Meadia Inc.

of the City of Vancouver
in the Province of Brilish Columbia

38

List of Creditors with clalms of $250 or more,

mfmﬁm&‘t\&@\

Cradilor Address Account# Claim Amount
Stambaof Studios Inc. 104 - 1309 Wast 14th Ava 7,245.00
Vansauver BC VEH 1R2 CA
Stantec Consulting Lid. clo Lockbox 310260, PO BOX 578, STN M 10,051.00
Calgary AB T2P 2J2 CA
Tomik?2 inc. 62 Wendovar Road 9.722,00
Toronto ON MBX 213 CA
Vilarreal Garcla Torre Soffa | Ricardo Margain 440-701 13,600.77
Valle dol Campestre, San Padro Garza Garela, N.L
66265 Mexiso
Waterford Partners %50-1 Firat Canadian Place Toronio Soard of Trade 7,350.00
awar
Toronto ON M5X 1G1 CA
Total 4,003,032.60

Page 3 of 3
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Industry Canada Industrie Canada
Office of the Superintendent  Bureau du surintendant
of Bankruptcy Canada des faillites Canada
District of Ontario
Division No. 09 - Toronto
Court No. 31-2295766

Estate No. 31-2295766
In the Matter of the Notice of intention to make a
proposal of:
Digital Underground Media Inc.
insolvent Person

MNP LTD / MNP LTEE
Licensed Insoivency Trustee

Date of the Notice of Intention: September 21, 2017

CERTIFICATE OF FILING OF A NOTICE OF INTENTION TO MAKE A PROPOSAL
Stib ion 50.4 (1

I, the undersigned, Official Receiver in and for this bankrupfey district, do hereby certify that the aforenamed
insolvent person filed a Notice of Intention to Make a Preposal under subsection 50.4 (1) of the Bankruptcy and

insolvency Act.

Pursuant to subsection 69(1) of the Act, all proceedings against the aforenamed insolvent person are stayed as of
the date of filing of the Notice of Intention.

Date: September 22, 2017, 09:25

E-File/Dépét Electronique Official Receiver
151 Yonge Street, 4th Floor, Toronto, Ontarie, Canada, M5C2W7, (877)376-9802

Canada
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District of Ontario
Division No. 09 ~Toronto
Court File No. 31-2295766
Estate No. 31-2295766

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE {Y\& . ) MONDAY, THE 25™ DAY
AR GA )
A A(\ id EY ) OF SEPTEMBER, 2017

.t
T
-

)

IN THE MATTER OF THE PROPOSAL OF

DIGITAL UNDERGROUND MEDIA INC,,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO, WITH A HEAD OFFICE IN THE CITY OF YANCOUVER,
IN THE PROVINCE OF BRITISH COLUMBIA

” i’lz’

ORDER
(re Administration and DIP Charges)

THIS MOTION, made by Digital Underground Media Inc. (“DUM”) for an order, inter
alia: (1) approving the First Report of MNP LTD (“MNP”), in its capacity as the proposal trustee
of DUM (in such capacity, the “Proposal Trustee”), dated September 22, 2017 (the “First
Report™), and the actions of the Proposal Trustee described therein; (ii) approving a debtor-in-
possession financing facility (the “DIP Facility”) with J.D. Craig Holdings Inc. (the “DIP
Lender”) in the principal amount of $750,000 and granting a priority charge over all of the
assets, properties and undertakings of DUM (collectively, the “Property”) to secure repayment
of the amounts borrowed by DUM under the DIP Facility; and (iv) granting a priority charge
over the Property in the principal amount of $115,000 to secure the fees and disbursements of
counsel to DUM, the Proposal Trustee and counsel to the Proposal Trustee (the “Administration

Charge™), was heard this day at 330 University Avenue, Toronto, Ontario,
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ON READING the First Report, and on hearing the submissions of counsel for DUM, no

one appearing for any other person on the service list, although duly served as appears from the

affidavit of service of Diana McMillen sworn September 22, 2017, fled,

SERVICE

1. THIS COURT ORDERS that the time for service and filing of the notice of motion and
the motion record is hereby abridged and validated so that this motion is properly returnable

today and hereby dispenses with further service thereof.

APPROVAL OF THE FIRST REPORT

2. THIS COURT ORDERS that the First Report be and is hereby approved and the actions

of the Proposal Trustee described therein be and are hereby approved.

ADMINISTRATION CHARGE

3. THIS COURT ORDERS that counsel to DUM, the Proposal Trustee and counsel to the
Proposal Trustee shall be entitled to the benefit of and are hereby granted a charge (the
“Administration Charge™) on the Property, which charge shall not exceed an aggregate amount
of $115,000 as security for their fees and disbursements incurred at the standard rates and
charges of the Proposal Trustee and such counsel, both before and after the making of this Order,
in respect of these proceedings. The Administration Charge shall have the priority set out in

paragraphs 11 and 12 of this Order.

4. THIS COURT ORDERS that counsel to DUM, the Proposal Trustee and counsel to the

Proposal Trustee shall pass their accounts from time fo time, and for this purpose the accounts of
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DUM’s legal counsel, the Proposal Trustee and the Proposal Trustee’s legal counsel are hereby

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

DIP FACILITY

5. THIS COURT ORDERS that DUM is hereby authorized and empowered to obtain and
borrow under a credit facility from the DIP Lender in order to finance DUM’s working capital
requirements and other general corporate purposes and capital expenditures during the period of
its restructuring, provided that borrowings under such credit facility shall not exceed $750,000

unless permitted by further Order of this Court.

6. THIS COURT ORDERS THAT the credit facility referenced in paragraph 5 of this
Order shall be on the terms and subject to the conditions set forth in the DIP Loan Agreement
between DUM and the DIP Lender dated September 22, 2017 (the “DIP Loan Agreement”), a

copy of which is appended to the First Report.

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

performed, notwithstanding any other provision of this Order.
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8, THIS COURT ORDERS that the DIP Lender shall be entitled to the benefit of and is

hereby granted a charge (the “DIP Charge™) on the Property, which shall not secure an

obligation that exists before this Order is made, and shall not exceed the amount owed to the DIP

Lender under the DIP Loan Agreement and the Definitive Documents. The DIP Charge shail

have the priority set out in paragraphs 11 and 12 of this Order.

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

@)

(b)

the DIP Lender may take such steps from time to time as it may deem necessary
or appropriate to file, register, record or perfect the DIP Charge or any of the

Definitive Documents;

upon the occurrence of an event of default under the DIP Loan Agreement or the
Definitive Documents, the DIP Lender, upon three (3) days’ notice to DUM and
the Proposal Trustee, may exercise any and all of its rights and remedies against
DUM or the Property under or pursuant to the DIP Loan Agreement, the
Definitive Documents and the DIP Charge, including, without limitation, to cease
making advances {o DUM and set off or consolidate any amounts owing by the
DIP Lender to DUM against the obligations of DUM to the DIP Lender under the
DIP Loan Agreement, the Definitive Documents or the DIP Charge, to make
demand, accelerate payment and give other notices, or to apply to this Court for
the appointment of a receiver, receiver and manager or interim receiver, or for a
bankruptey order against DUM and for the appointment of a trustee in bankruptcy

of DUM; and
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(c) the foregoing rights and remedies of the DIP Lender shall be enforceable against

any trustee in bankruptcy, interim receiver, receiver or receiver and manager of

DUM or the Property.

10. THIS COURT ORDERS AND DECLARES that the DIP Lender shall be treated as
unaffected in any proposal filed by DUM under the BIA with respect to any advances made

under the DIP Loan Agreement or the Definitive Documents.

VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER

11.  THIS COURT ORDERS that the priorities of the Administration Charge and the DIP
Charge (collectively, the “Charges”) shall be as follows: (a) first, the Administration Charge to a

maximum amount of $115,000; and (b} second, the DIP Lender’s Charge.

12. THIS COURT ORDERS that each of the Charges shall constitute a charge on the
Property and such Charges shall rank in priority to all other security interests, trusts, liens,
charges, mortgages, claims and encumbrances, secured, statutory or otherwise (collectively,

“Encumbrances™) in favour of any other person.

13.  THIS COURT ORDERS that the filing, registration or perfection of the Charges shall
not be required, and that the Charges are and shall be valid and enforceable against the Property
for all purposes, including, without limitation, as against any right, title or interest filed,
registered, recorded or perfected subsequent to the Charges coming into existence,

notwithstanding any such failure to file, register, record or perfect the Charges.

14, THIS COURT ORDERS that except as otherwise expressly provided for herein, or as

may be approved by this Court, DUM shall not grant any Encumbrances over any Property that
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rank in priorily to, or pari passu with, any of the Charges, unless DUM also obtains the prior
written consent of the Proposal Trustee, the DIP Lender, and the beneficiaries of the

Administration Charge, or further Order of this Court.

15, THIS COURT ORDERS that the Charges, the DIP Loan Agreement and the Definitive
Documents shall not be rendered invalid or unenforceable and the rights and remedies of the
chargees entitled to the benefit of the Charges (collectively, the “Chargees”) and/or the DIP
Lender thereunder shall not otherwise be limited or impaired in any way by: (a) the pendency of
these proceedings and the declarations of insolvency made in these proceedings; (b) any
application for a bankruptcy order issued pursuant to the BIA, or any bankruptcy order made
pursuant to such applications; (c) the filing of any assignments for the general benefit of
creditors made pursuant to the BIA; (d) the provisions of any federal or provincial statutes; or (e)
any negative covenants, prohibitions or other similar provisions with respect to borrowings,
incurring debt or the creation of Encumbrances contained in any existing loan documents, lease,
sublease, olfer to lease or other agreement (collectively, an “Agreement”) which binds DUM,

and notwithstanding any provision to the contrary in any such Agreement:

(a)  neither the creation of the Charges nor the execution, delivery, perfection,
registration or performance of the DIP Loan Agreement or the Definitive
Documents shall create or be deemed to constitute a breach by DUM of any

Agreement to which it is a party;

(b)  none of the Chargees shall have any liability to any person whatsoever as a result

of any breach of any Agreement caused by or resulting from DUM entering into
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the DIP Loan Agreement, the Definitive Documents, the creation of the Charges,

or the execution, delivery or performance of the Definitive Documents; and

(c) the payments made by DUM pursuant to this Order, the DIP Loan Agreement or
the Definitive Documents, and the granting of the Charges, do not and will not
constitute preferences, fraudulent conveyances, transfers at undervalue,
oppressive conduct, or other challengeable or voidable transactions under any

applicable law.

16.  THIS COURT ORDERS that any Charge created by this Order over leases of real

property shall only be a Charge in DUM’s interest in such real property leases.

E-SERVICE PROTOCOL
17. THIS COURT ORDERS that the E-Scrvice Protocol of the Commercial List (the

“Protocol”) be and is hereby approved and adopted by reference herein and, in this proceeding,
the service of documents made in accordance with the Protocol (which appears on the

Commercial List websitc at the following link: http://www.ontariocourts.ca/scj/practice/practice-

directions/toronto/eservice-commercial/) shall be valid and effective service. Subject to Rule

17.05 of the Rules of Civil Procedure (the “Rules”), this Order shall constitute an order for
substituted service pursuant to Rule 16.04 of the Rules. Subject to Rule 3.01(d) of the Rules and
paragraph 21 of the Protocol, service of documents in accordance with the Protocol will be
effective on transmission. This Court further orders that a Case Website shall be established in
accordance with the Protocol with the following URL:

http://mnpdebt.ca/en/corporate/engagements/digital-underground-media-inc
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18.  THIS COURT ORDERS that the E-Service List Keeper (as defined in the Protocol) for

the purpose of this proceeding shall be the Proposal Trustee.
GENERAL

19.  THIS COURT ORDERS that the Proposal Trustee may from time to time apply to this

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

20, THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the United States to give
effect to this Order and to assist the Proposal Trustee 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 Proposal Trustee, as an
officer of this Court, as may be necessary or desirable to give effect to this Order or to assist the

Propesal Trustee and its agents in carrying out the terms of this Order. i

Q.
/7’ /ﬁ
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District of Ontario
Division No. 09 -Toronto
Court File No. 31-2295766
Estate No. 31-2295766
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC.,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER,
IN THE PROVINCE OF BRITISH COLUMBIA

PROPOSAL

Digital Underground Media Inc. (the “Company™) hereby submits the following
Proposal under the provisions of the Bankruptcy and Insolvency Act, R.S.C. 1985, ¢. B-3, as

amended.

Definitions

1. In this Proposal, capitalized terms have the following meanings:

(a) “Act” means the Bankrupicy and Insolvency Act, R.S.C. 1985, c¢. B-3, as

amended.

(b) “Administrative Fees and Expenses” means:

(i)  the proper fees and expenses of the Trustee incidental to the preparation
and facilitation of the Proposal and any amendments thereto, including,

without limitation, its legal fees and disbursements; and

(if)  the legal fees and disbursements of the Company on and incidental to

negotiations in connection with the approval of the Proposal, court
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proceedings relating to the Proposal and the transactions and agreements
contemplated hereby, including, without limitation, advice to the

Company.

“Approval” means the approval of the Proposal by the statutory majorities of
the creditors under the Act and by the Court by way of the Approval Order
pursuant to a final and enforceable order which has become final as a result of
the appeal period having expired without there having been an appeal, or an
appeal having been lodged and the order approving the Proposal having been

confirmed or the appeal withdrawn or dismissed.

“Approval Date” means the date upon which the Approval occurs.

“Approval Order” means the Court order(s) made under this Proposal
approving the Proposal and directing the implementation of the Proposal,
which orders may, without limitation, authorize the filing by the Company of
the articles of reorganization, the cancellation of issued and outstanding shares
in the capital of the Company, the issuance of the New Common Shares and

the appointment of a new board of directors of the Company.

“Business Day” means a day other than a Saturday or a Sunday on which

banks are generally open for business in Toronto, Ontario.

“Claim” means any right of any Person against the Company in connection
with any indebtedness, liability or obligation of any kind owed by the
Company at the Filing Date, and any interest accrued thereon or costs payable
in respect thereof, whether liquidated, unliquidated, fixed, contingent, matured,
not matured, disputed, undisputed, legal, equitable, secured, unsecured, present,
future, known or unknown, by guarantee, surety or otherwise, and whether or
not such right is executory or anticipatory in nature, including, without
limitation, the right or ability of any Person to advance a claim of contribution

or indemnity or otherwise with respect to any matter, action, cause or chose in
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action, whether existing at present or commenced in the future, and any
indebtedness, liability or obligation of any kind arising out of the repudiation,
restructuring or termination of any contract, lease, license, equipment lease,
employment relationship or other agreement after the Filing Date, or any
claims that may arise under any contract, lease, license, equipment lease,
employment relationship or other agreement which may arise as a result of the
insolvency of the Company, including, without Ilimitation, any other
indebtedness, liability or obligation of any kind that, if unsecured, would be a
debt provable in bankruptcy within the meaning of the Act, and “Claims”

means all of them.

“Common Shares” means the existing authorized, issued and outstanding
common shares of the Company, including both Class A shares and Class B

shares.

“Consideration”™ means the aggregate of: (i) the Share Consideration; and (ii)

the Loan Consideration.

“Court” means the Ontario Superior Court of Justice.

“Creditor” means any Person having a Claim, and “Creditors™ means all of

them.

“DIP Lender” means J.D. Craig Holdings Inc.

“DIP Loan Agreement” means the agreement between the DIP Lender and the
Company dated September 22, 2017, pursuant to which the DIP Lender will
provide financing to the Company in the maximum amount of $750,000 in
order to finance the Company’s working capital requirements and other general
corporate purposes and capital expenditures during the period of its
restructuring, which agreement was approved by the Court by way of the Order

of the Honourable Justice Hainey dated September 25, 2017.



(n)

(0)

(p)

(9)

)

(s)

®

(u)

v)

(W)

-4 -

“Distribution Date” means a date selected by the Trustee in consultation wntg

the Inspectors.

“Filing Date” means September 21, 2017, being the date upon which the

Company filed its Notice of Intention to File a Proposal under the Act.

“Forbearance Agreement” means the agreement between the DIP Lender,
DUM Holdings Inc., and the Company dated September 15, 2017, pursuant to
which the DIP Lender and DUM Holdings Inc. have agreed to forbear from
enforcement of their security, and to provide continued support to the Company

through its restructuring, in accordance with the terms of that agreement.

“Implementation Date” means immediately following the Approval Date or

the date the conditions are met as set out in paragraph 26 hereof.
“Inspectors” means the Inspectors described in paragraph 35 hereof.
“Investor” means 7677189 Canada Ltd.

“Loan” means the loan made by the Investor to the Company in the maximum

principal amount of $76,000, pursuant to the Loan Agreement.

“Loan Agreement” means the agreement between the Investor and the
Company dated as of or before the Meeting of Creditors whereby the Investor
agrees to advance the Loan to the Company pursuant to the terms and

conditions of the Loan Agreement.

“Loan Consideration™ means proceeds payable to the Company under the

Loan Agreement.

“Meeting of Creditors” means the meeting of Creditors to consider this

Proposal prescribed by section 51(1) of the Act.
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“New Common Shares” means all the new common shares to be issued in the

share capital of the Company, as described in Schedule “A” hereto.

“OBCA” means the Business Corporations Act, R.5.0. 1990, c. B.16, as

amended.

“Performance of the Proposal” means the payment of all amounts to be paid
to the Trustee for the distribution to Creditors in respect of Claims, including,
without limitation, the implementation of the provisions of the Proposal as

described in paragraph 27 hereof.

“Person” means any individual, partnership, joint venture, trust, corporation,
unincorporated organization, government or any agency or instrumentality

thereof, or any other entity howsoever designated or constituted.

“Post-Filing Claim” means any Claim resulting from an obligation incurred by
the Company in the normal course of business of the Company in respect of
goods or services supplied to the Company after the Filing Date and extends to

the following:

(i) amounts owing to the Trustee and its solicitors and the Company’s

solicitors; and

(ii)  Her Majesty the Queen in right of Canada and in right of Ontario for
amounts owed in respect of federal, provincial or state sales or excise
taxes collected subsequent to the Filing Date, or amounts owing in respect
of source deductions on account of employee income tax, Canada
Pension Plan contributions and Employment Insurance premiums arising

subsequent to the Filing Date,
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but does not include Claims under any contract, lease, equipment lease,
license, employment arrangement or other agreement which may arise as a

result of the insolvency of the Company.

“Preferred Claim” means any Claim for which Section 136 of the Act
prescribes payment in priority to an unsecured Claim, and “Preferred Claims”

means all of them.

“Preferred Creditor” means a Creditor of the Company having a Preferred

Claim, and “Preferred Creditors” means all of them.

“Priority Payment” has the meaning ascribed to it in paragraph 18 of this

Proposal.

“Proposal” means this proposal dated September 30, 2017, as the whole may

be amended from time to time.

“Proposal Fund” means the aggregate of: (i) the Share Consideration; and (ii)

the L.oan Consideration, net of any levies payable or due under the Act.

“Proposal Period” means the period between the Filing Date and the

Performance of the Proposal.

“Proven Claim” means any Claim in respect of which a proof of claim:

(i) has been filed with and allowed by the Trustee; or

(ii) has been filed with the Trustee and valued or determined in accordance

with the provisions of the Act,

provided, however, that a Proven Claim shall not include a Claim:
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() by any Person who has received written notification from the Trustee that

the Claim has not been filed on a timely basis or has been disallowed; or

(i)  in respect of which a proof of claim has not been filed within 30 days of

the date on which the Trustee mailed to the Creditor having such Claim a

notice pursuant to Section 149 of the Act.

“Reorganization” means the creation and issuance of the New Common
Shares, the cancellation of the Common Shares and the other amendments to
the Company’s articles of incorporation described in sections 28 to 33 of this

Proposal.

“Secured Creditor” means any Person holding a mortgage, hypothec, pledge,
charge, lien or privilege on or against the property of the Company or any part

thereof as security for a Claim, and “Secured Creditors” means all of them.
“Secured Creditor Claims” means all Claims of Secured Creditors.

“Shareholders” means those Person(s) who are holders of Common Shares, or

any other equity of any kind of the Company.

“Share Consideration” means proceeds payable to the Company under the

Subscription Agreements.

“Subscription Agreements” means:

(i)  the agreement dated as of or before the Meeting of Creditors between the

Company and the Investor, as the same may be amended from time to
time, regarding the subscription by the Investor for the New Common
Shares for the aggregate consideration of $10.00; and

(i)  the agreement dated as of or before the Meeting of Creditors between the

Company and the DIP Lender as the same may be amended from time to
time, regarding the subscription by the DIP Lender for the New Common
Shares for the aggregate consideration of $10.00.
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(pp) “Trustee” means MNP LTD., in its capacity as trustee under the Proposal, and

1ot in its personal capacity, and without any personal or corporate liability.

(qq) “Unsecured Creditor” means any Creditor other than a Preferred Creditor and

a Secured Creditor whose Claim arose:

(1)

(i)

(i)

(iv)

v)

by reason of the supply of goods or services to or for the account of the

Company prior to the Filing Date;

by reason of loaning of money to the Company on an unsecured basis;

in the case of executory contracts in existence prior to the Filing Date, by
reason of the restructuring, repudiation or termination of such contracts

subsequent to the Filing Date;

which Claims arose by any other reason prior to the Filing Date; or

the unsecured portion of any Claim, the balance of which is secured

against all or any of the assets of the Company,

and “Unsecured Creditors” means all of them.

(rr)  “Unsecured Creditor Claims” means all Claims of Unsecured Creditors.

(ss)  “Unsecured Creditor Payment” has the meaning ascribed to it in section 15

of this Proposal.

(tt)  “Warrants” means the existing authorized, issued and outstanding warrants to

purchase Common Shares of the Company.
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Purpose of Proposal

2. The purpose of this Proposal is to effect a restructuring of the business and affairs of the
Company in the expectation that all Creditors will derive a greater benefit from the continued
operation of the business and affairs of the Company than would result from a forced
liquidation of its assets. The Company is being supported through this process by the DIP
Lender, which has provided financing to the Company through its insolvency prior to the Filing
Date, and will continue to provide ongoing financing to the Company through the Proposal
proceedings by way of the credit facility provided for in the DIP Loan Agreement. It is also
being supported by the Investor, which is advancing to the Company the funds that will form
the Proposal Fund to be distributed to creditors in accordance with the provisions of this

Proposal.

3. An integral part of the Proposal is the cancellation of the existing and outstanding share
capital of the Company, in light of the lack of value of the share capital due to the Company’s
insolvency. Upon the implementation of the Proposal, and in consideration of their support for
the Company through the Proposal proceedings, the DIP Lender and the Investor have agreed to

acquire the New Common Shares pursuant to the Subscription Agreements.

4. This Proposal is intended to provide a fair recovery to all Creditors and to provide the
Company with the financial stability to continue its business operating from and after the

Implementation Date.

Effect of Proposal

5. This Proposal restructures the affairs of the Company and amends the terms of any and
all agreements between the Company and the Creditors or the Shareholders existing as at the
Implementation Date to the extent affected by this Proposal, and provides the essential terms on
which all Claims and the interests of the Shareholders will be fully and finally resolved and
settled. During the Proposal Period, the provisions of Sections 65.1 and 69.1 of the Act shall be

in effect. Without limiting the generality of the foregoing, during the Proposal Period all
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Creditors will be stayed from commencing or continuing any proceeding or remedy against the

Company, as further described in paragraph 34 hereof.

Persons Affected

6. This Proposal will, as of the Implementation Date, be binding on the Company and all
Creditors (except Secured Creditors), Shareholders and other persons named or referred to

herein in the manner provided for in this Proposal and the Act.

Restructuring of the Company

7. Prior to the Meeting of Creditors, the Company and the Investor will have entered into
the Loan Agreement, pursuant to which the Loan Consideration will be advanced by the
Investor to the Company following the Approval Date. The Company will, in turn, advance the

Loan Consideration to the Trustee,

8. Prior to the Meeting of Creditors, each of the Company and the Investor, and the
Company and the DIP Lender, will have entered into the Subscription Agreements, pursuant to
which the Subscription Consideration will be fully advanced to the Company following the
Approval Date. The Company will, in turn, advance the Subscription Consideration to the

Trustee.

9. A condition to each of the Subscription Agreements is that the Company implement this
Proposal to its Creditors, including the Reorganization, pursuant to the Act and authorized by

the OBCA.

10.  Pursuant to the terms of the Subscription Agreements and the Loan Agreement, and
upon the successful implementation thereof in accordance with their terms, the Investor and the
DIP Lender will pay the Consideration to the Company, and in turn, the Company will pay the

Consideration to the Trustee for distribution to the Creditors.
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[1.  Subject to the satisfaction or waiver of the conditions precedent set out in paragraphgg
of this Proposal, the following steps will occur, and be deemed to occur, sequentially in the

following order, on the Implementation Date:

(a) the Company shall be released from all the Claims of Creditors (except Secured
Creditors), which shall be fully and finally compromised in accordance with

the provisions of the Act and this Proposal;

(b) articles of reorganization causing the Reorganization, as more fully described

in paragraph 28 of this Proposal, will be filed by the Company;

(c) a certificate of amendment reflecting the amendments to the articles of
incorporation of the Company caused by the articles of reorganization shall be

issued by the Director under the OBCA;

(d) the Subscription Agreements will be completed in accordance with their terms,
provided that all conditions thereto have been satisfied or (when waivable)
waived, whereupon, among other things, the New Common Shares shall be
acquired by, and share certificates in respect thereof shall be issued by the
Company to, the Investor and the DIP Lender against payment of the Share

Consideration to the Trustee; and

(e) upon Approval and completion of the Loan Agreement and of the Subscription
Agreements, the Investor shall remit the Loan Consideration to the Company
which will, in turn, remit the Loan Consideration to the Trustee, and the
Investor and the DIP Lender shall remit the Share Consideration to the

Company which will, in turn, remit the Share Consideration to the Trustee.

Proposal Affecting Secured Creditors

12.  This Proposal is not being made to the Secured Creditors and accordingly, Secured

Creditors shall not be entitled to vote on the Proposal.



-12 -

13.  Claims of Secured Creditors, if any, shall be paid by the Company in accordance w?tg
agreements between the Company and the Secured Creditor including, without limitation, the
Forbearance Agreement and the DIP Loan Agreement, as those agreements may be amended or

supplemented from time to time.

Proposal for Unsecured Creditors

14.  All Unsecured Creditors shall form part of a single class of Unsecured Creditors for

voting and distribution purposes.

15.  Each Unsecured Creditor who has a Proven Claim shall receive a payment representing
each such Unsecured Creditor’s pro rata share of the Proposal Fund, less any amounts to be

paid as Priority Payments (the “Unsecured Creditor Payment”).

16.  Unsecured Creditors will accept the payments provided for in this Proposal in complete
satisfaction of all their Claims and all liens, certificates of pending litigation, executions,
security interests or any other similar charges or actions or proceedings in respect of such
Claims will have no effect in law or in equity against the property, assets and undertaking of the
Company, all of which shall be released upon payment of the amounts provided for in this
Proposal. The Unsecured Creditors shall take such actions and do such other things as are

necessary, at their sole cost, to file or record any required discharges of any of the foregoing.

17.  Landlords of premises that have been terminated, disclaimed or repudiated shall be
entitled to file a proof of claim as Unsecured Creditors for an amount equal to the lesser of: (i)
the rent provided for in the lease for the first year of the lease following the date on which the
disclaimer becomes effective plus fifteen percent (15%) of the rent for the remainder of the
term of the lease after that year; and (ii) three (3) vears of rent. Landlords of disclaimed
premises shall not be entitled to claim for accelerated rent pursuant to Section 65.2(4)(a) of the

Act.
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Crown Claims, Preferred Claims and Employee Claims

18.  Amounts, if any (collectively, the “Priority Payments®):

(a) owing to Her Majesty in Right of Canada or a Province, as enumerated in
Section 60(1.1) of the Act, which shall be paid in full within six (6) months
following Approval;

(b) owing to employees and former employees, that such persons would have been
qualified to receive under Section 136(1)(d) of the Act if the Company became
bankrupt on the Filing Date, which shall be paid immediately following
Approval; and

(c) any Proven Claim in respect of a Preferred Claim, without interest,

shall be paid in full and in priority to all Unsecured Creditors.

19.  For the purpose of voting, the Preferred Creditors shall fall within the class of

Unsecured Creditors.

Funds Pavable Under Proposal

20.  The amount to be paid to Creditors on the Distribution Date on account of their Proven

Claims shall be paid from the Proposal Fund.

21.  The Trustee will remit payments to Creditors in the following order:

(a) the Priority Payments; and
(b) the Unsecured Creditor Payment.

22.  Any such payments made by the Trustee to Creditors in this Proposal shall be made by

the Trustee net of any levies payable or due under the Act.
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Administrative Fees and Expenses

23.  The Administrative Fees and Expenses will be paid by the Company in the ordinary

course from cash flow, subject to approval by the Court.

Pavment of Crown Claims

24.  During the period between the Filing Date and Approval, the Company shall pay and

keep current:

(a) all amounts owing to Her Majesty in right of Canada and in right of Ontario of
a kind that could be subject to a demand under Section 224(1.2) of the Income
Tax Act (Canada) or any substantially similar provision of provincial

legislation; and

b) all amounts collected in respect of sales taxes on behalf of Canada Revenue

Agency and any provincial Ministry of Finance.

Goods or Services Given After Filing Date

25.  Any Post-Filing Claim shall be paid in full in the ordinary course by the Company or as
negotiated between the Company and its vendors. The Company shall dispose of no assets
other than as contemplated by this Proposal, or other than in the normal and regular course of
its ongoing business. The Company agrees that the Trustee shall not in any case be responsible
for ensuring that payment is duly made pursuant to paragraph 24 hereof and to all those persons
supplying goods or services after the Filing Date. All Creditors hereby release and forever
discharge the Trustee from any and all liability relating to the Company’s non-payment of any

liabilities under this paragraph.

Conditions of Proposal

26.  The Proposal and its implementation by the Company is conditional upon fulfilment or

satisfaction of each of the following conditions:



(a)

(b)

(c)

(d)

(©

®

(2)

(h)

(i)
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the taking of all necessary corporate actions and proceedings to approve the

Proposal;

the granting of the Approval Order;

the completion of the L.oan Agreement prior to the Meeting of Creditors;

the advancement of the Loan Consideration by the Investor to the Company

and, in turn, the Trustee;

the completion of the Subscription Agreements prior to the Meeting of

Creditors;

the completion of the Reorganization;

the advancement of the Share Consideration by the Investor and the DIP

Lender to the Company and, in turn, the Trustee;

the payment of the Administrative Fees and Expenses; and

the performance by each of the Company, the Investor and the DIP Lender of
all their respective obligations pursuant to the Proposal and the transactions

contemplated herein.

27.  Once all of the above conditions have been fulfilled or satisfied, or (where waivable)

waived, the Performance of the Proposal shall be deemed to be fully complete and the Trustee

will deliver and file with the Court a certificate pursuant to Section 65.3 of the Act.

Share Capital

28.  On the Implementation Date, the articles of incorporation of the Company shall be

amended pursuant to the articles of reorganization in the following sequence:
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(a) to delete and cancel all of the authorized share capital of the Company and to
delete and cancel all of the rights, privileges, restrictions and conditions
attaching thereto, including, but not limited to, deleting and cancelling all of
the Common Shares and all of the Preferred Shares (as defined in the
Company’s articles of incorporation);

(b) to create an unlimited number of New Commeon Shares and to provide that the
rights, privileges, restrictions and conditions attaching to the New Common
Shares are as set out in Schedule “A” hereto; and

(c) providing that, after giving effect to the foregoing, the authorized share capital
of the Company shall consist only of an unlimited number of New Common
Shares.

29.  All existing and outstanding Warrants, together with contracts pursuant to which

Warrants may be issued in future, shall be cancelled.

30.  No Shareholder will be entitled to any payment or other compensation with respect to

the cancellation of its/her/his Common Shares, Warrants or otherwise.

31.  The aggregate stated capital for the purposes of the OBCA of the New Common Shares
issued to the Investor and the DIP Lender under the Subscription Agreements and pursuant to

this Proposal shall be as set out in Schedule “B”.
32.  The Shareholders shall not be entitled to vote on this Proposal.

33.  The Shareholders shall not have any rights of dissent pursuant to Section 186(6) of the
OBCA in respect of this Proposal.

Stav of Proceedings

34.  During the Proposal Period, and provided the Company is not in default hereunder, each
Creditor will be stayed from commencing or continuing any proceeding or remedy against the
Company or its property based upon a Claim existing on or before the Filing Date, or whose
Claim has arisen after the Filing Date as a result of the termination, repudiation or restructuring
of any contract, lease, license, equipment lease, employment relationship or other agreement
after the Filing Date, including, without limitation, any proceeding or remedy to recover
payment of such Claim, to realize against any security granted in respect of such Claim, to

recover or enforce a judgment against the Company in respect of such Claim or to initiate any
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proceedings against it under any applicable bankruptcy, insolvency or other laws in respect o?

such Claim, other than an application or proceeding in connection with this Proposal.
Inspectors

35. (a) At the meeting of the Unsecured Creditors to be held to consider the Proposal, the
Creditors may appoint one or more but not exceeding five (5) persons to act as

Inspectors, whose powers shall be limited to:

(1) advising the Trustee from time to time with respect to any matter that the

Trustee may refer to them;

(i)  advising the Trustee concerning any dispute which may arise as to the

validity of Claims of Unsecured Creditors; and

(iii) authorizing an extension of time for payments due to the Unsecured

Creditors pursuant to this Proposal,

(b) Any decision, direction or act of the Inspectors may be referred to the Court by
the Trustee and the Court may confirm, reverse or modify the decision,

direction to act and make such order as it thinks just.

(c) The authority and term of office of the Inspectors will terminate upon the

discharge of the Trustee.

(d) The chairperson may adjourn the meeting of creditors upon an adjournment
being required by the creditors by ordinary resolution, pursuant to s. 52 of the

Act.

Release of Directors

36.  Upon the Implementation Date, the Company, each and every present and former

director of the Company (collectively, the “Released Parties™) shall be released and discharged
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from any and all demands, claims, actions, causes of action, counter claims, suits, debts, sums
of money, accounts, covenants, damages, judgments, expenses, executions, options, liens and
other recoveries on account of any liability, obligation, demand or cause of action of whatever
nature which any Creditor or Person may be entitled to assert, in the case of the Released
Parties as of the Filing Date, including, without limitation, any and all Claims in respect of the
potential statutory liabilities of the present or former directors of the Company, and any and all
Claims relating to any obligations of the Company where the present or former directors are or
may be by law liable in their capacity as directors for the payment of such obligations, and
provided that nothing herein shall release or discharge any of the present or former directors of

the Company from the exceptions set out in Section 50(14) of the Act.

Effect of Payment

37.  Creditors will accept the payment of the amounts set out in the applicable provisions of
this Proposal in complete satisfaction of all their claims, and all mortgages, charges, security
interests, encumbrances, liens, writs of seizure and sale, certificates of pending l[itigation,
executions or any other similar charges, actions or proceedings in respect of such Claims will,
as of the Implementation Date, have no effect in law or in equity against the Company and the
property, assets or undertakings of the Company and will be discharged, dismissed or vacated,
as the case may be, at no expense to the Company, by each holder thereof no later than ten (10)
Business Days after the Implementation Date, or failing same, by order of the Court made

without notice to such holder.

Compromise Effective for all Purposes

38. The payment, compromise or other satisfaction of the Claims and the treatment of
Shareholders under this Proposal shall be binding upon the Creditors holding the Claims and
upon the Sharcholders, their heirs, executors, administrators, successors and assigns, for all
purposes and in the case of any Claim shall also be effective to relieve any third party directly
or indirectly liable for such Claim, whether as guarantor, indemnitor, tenant, director, joint

covenator, principal or otherwise,
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39.  The provisions of Sections 95 to 101 of the Act shall not apply to this Proposal.

Discharge of Trustee

40.  Upon the payment by the Trustee of the amounts prescribed herein, the Trustee shall
have discharged its duties as Trustee and the Trustee shall be entitled to apply for its discharge
as Trustee. For greater certainty, the Trustee will not be responsible or liable for any obligations
of the Company and will be exempt from any personal liability in fulfilling any duties or
exercising any powers conferred upon it by this Proposal unless such acts have been carried out

in bad faith and constitute a wilful or wrongful act or default.

Amendment

41.  This Proposal may be amended by the Company with the consent of the Trustee at any
time prior to the conclusion of the meeting of Unsecured Creditors called to consider the
Proposal, provided that any amendment made pursuant to this paragraph shall not reduce the
rights and benefits given to the Creditors under the Proposal before any such amendment, and
provided further that any and all amendments shall be deemed to be effective as of the Filing

Date of the Proposal.

Further Actions

42.  The Company and the Creditors will execute and deliver all such documents and
instruments and do all such acts and things as may be necessary or desirable to carry out the full

intent and meaning of this Proposal and to give effect to the transactions contemplated hereby.

Date for Action

43.  In the event that any date on which any action is required to be taken hereunder is not a
Business Day, such action will be required to be taken on the next succeeding day that is a

Business Day.



Time
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All times expressed in this Proposal are local time in Toronto, Ontario.

[The remainder of this page is intentionally left blank.]
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DATED AT THE CITY OF VANCOUVER, in the Province of British Columbia, this 30" day
of September, 2017.

DIGITAL UNDERGROUND MEDIA INC.
By: : <\

Name: T %@w

Titler oo
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Schedule “A”

Unlimited number of New Common Shares with the following rights, privileges and restrictions:

1 Voting Rights

Each holder of Common Shares shall be entitled to receive notice of and to attend all meetings of
shareholders of the Corporation, and at all such meetings shall be entitled to one vote in respect
of each Common Share held by such holder.

2 Dividends

Subject to applicable law, the directors may at any time or from time to time declare dividends
on the Common Shares in such amounts as the directors at such time or times determine.

3 Liguidation, Dissolution or Winding-up

In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary
or involuntary, or other distribution of the assets of the Corporation among its shareholders for
the purpose of winding-up its affairs, the holders of the Common Shares shall be entitled to
receive the remaining assets and property of the Corporation.



New Stated Capital = $20.00.

30384507.7
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Schedule “B”

72



TAB 3-F



Industry Canada industrie Canada 73
Office of the Superintendent  Bureau du surintendant

of Bankruptcy Canada des faillites Canada
District of Ontario
Division No. 09 - Toronto
Court No. 31-2295766

Estate No. 31-2295766
In the Matter of the Proposal of:

Digital Underground Media Inc.
Debtor

MNP LTD / MNP LTEE
Licensed Insolvency Trustee

Date of Proposal: October 02, 2017 Security: $

Meeting of Creditors; October 18, 2017, 10:00
111 Richmond ST W, Suite 300
Toronto, Ontario
Canada,

Chair: Trustee

CERTIFICATE OF FILING OF A PROPOSAL - Section 62

-~ AMENDED --

, the undersigned, Official Receiver in and for this bankruptcy district, do hereby certify that:

- aproposal in respect of the aforenamed debtor was filed under section 62 of the Bankruptcy and Insolvency
Act.

The aforenamed trustee is required:

- to provide to me, without delay, security in the aforementioned amount; and
- to send to all creditors, at least ten days prior to the meeting, a notice of a meeting of creditors, which will be
held at the aforementioned time and place.

Date: October 02, 2017, 14:11

E-File/Dépot Electronique Official Receiver

151 Yonge Street, 4th Floor, Toronto, Ontario, Canada, M5C2W7, (877)376-9902
BeR

Canadi
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District of ONTARIO

Division 09-Toronto
Estate #: 31-2295766
Court # 31-2295746

AFFIDAVIT OF MAILING

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC.
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE PROVINCE OF ONTARIO
WITH A HEAD OFFICE IN THE CITY OF VANCQUVER IN THE PROVINCE OF BRITISH
COLUMBIA

I, Sheldon Title, of the Trustee's office of MNP Ltd., hereby make oath and say:

That on the éth day of October, 2017, | did cause to be emcailed the creditors of the
above-named corporation whose names, email addresses and addresses appear on the
paper-writing marked as Exhibit "A", altached hereto, a copy each of the Notice of
Proposal to Creditors {the "Notice"}, The Proposal, Statement of Affdirs, Report of the
Trustee on the Proposal, a blank Proof of Claim Form, Proxy Form and Voting Letter
marked as Exhibit "B", attached herelo,

And that on ?h day of October, 2017, 1 did cause to electronically file the Notice together
with Report of the Trustee on the Proposal with the Office of the Superintendent of
Bankrupicy. Copies of the confirmations of filing are marked as Exhibits "C" and “D"
respectively, attached hereto.

SWORN BEFORE ME in }
ihe City of Toronto, in the }
Province of Ontario this _1 2 )
day of October, 2017. )
}
}
)

e
g

Hanry Louis, a Commisskoner, eic.,
Province of Ontaro, for MNP Lid, and MNP LLP.,
Expires Decamber 30, 2019.

et =

Sheldon Title




swiebe@adeco.com;
fspanogiannis@beaconsecurities.ca;
loyce.Zimmerman@bbklaw.com;
david.chae@adtrackmedia.com;

denisecooper@sympatico.ca;

richard.mockett@ca.ey.com;
info@globalme.net;
Karen.Gorman@gowlingwlg.com,;
david.chae@adtrackmedia.com;
drew@craigwireless.com;
laitinenmichael@gmait.com;
mpreuss@studiopalms.com;
mauciello@pnklaw.ca;
eastkr@sbl.ca;
hello@stambol.com;
Doug.Braun@stantec.com;

jacktomik@rogers.com;

seanb.ty@gmail.com;
veronique.lescinne @veggf.mx;
vmcilroy@waterfordpartners.ca;
nicholas.loh@goldguaycapital.com;
skeill@icloud.com;
nickioh68@gmail.com;
ken@adtrackmedia.com;
mike@adtrackmedia.com;
drew@adtrackmedia.com;
info@carbefcommercial.com;
info@selc-canada.ca;
tony@gardner-hillman.je;
vmcilroy@waterfordpartners.ca;
maywi@selc-canada.ca;
marc@corbelcommercial.com;
skgili@icloud.com;

nicholas.loh@opvsgroup.com;

s t-f g@cra-arc.ge.ca

insolvency.unit@ontario.ca;

RNainby@houserhenry.com;
MHenry@houserhenry.com:

JShpolska@houserhenry.com;

laura@forwarddimension.com

THIS IS EXHIBIT -4 * REFERRED TO IN

THE AFF| -
IDAVIT OF Dheddon Lha

EWORN BEFORE Vi
T 1 Ve THIS = 0AY OF

P

A Commissioner, Etc.,
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THIS 1S EXHIBIT 'g'mnsow IN
DISTRICT OF ONTARIO THEAFFIDARTOR o \don Tha
Division No 09 - Toronto ey
Court and Estate Nos. 31-2295766 SWORN BEFORE ME THIS rm. DAY OF

A Commisslonar, Eig.,
NOTICE OF PROPOSAL TO CREDITORS

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC,
A COMPANY INCORPORATED PLURSUANT TO THE LAWS OF THE PROVINCE OF ONTARIO
WiTH A HEAD OFFICE IN THE CITY VANCOUVER, IN THE PROVINCE OF BRITISH COLUMBIA

On Octoher 2, 2017, Digital Underground Media Inc. ("DUM" or the "Company") lodged with us a
Proposal pursuant to the Bankruplcy and Insolvency Act (the “Act"). On the same day the Proposal was
filed with the Official Receiver.

Attached to this notice are the following documents.

The Proposal

Statement of Affairs, dated September 29, 2017
Report of the Trustes on the Proposal

Proof of Claim form

Proxy form

Voting letter

mTmoow»

A general meeting of the creditors will be held on the 19% day of October, 2017 at 10:00 AM at the offices
of the Trustee:
MNP Ltd.

300 - 111 Richmond Street West
Toronto, ON M5H 2G4

The creditors or any class of creditors qualified to vole at the meeting may by resolution accept the
Proposal either as made or as altered or modified at the meeting. If 50 accepted and if approved by the
Court, the proposal is binding on all the creditors or the class of creditors affected.

Proofs of claim, proxies and voting letters intended to be used at the meeting must be lodged with
us prior to the time appointed for the meeting of creditors elther via email or via facsimile at
{416) 323-5242, Proof of claim forms are to he filed based on the amount owed as of September
21, 2017, the date the Notice of Intention to Make a Proposal was filed.

Dated at TORONTO, ONTARIO this 6th day of October, 2017.

MNP Ltd.
Trustee re: the Proposal of
Digital Underground Media Inc.

Par: W

Sheldon Title, CPA, CA, CIRP, LIT

LICENSED INSOLVENCY TRUSTEES

Praxity: iicoono 111 RICHMOND STREET WEST, SUITE 300, TORONTO, ON MSH 264

ALLEANCE O

e YA P: 416.596.1711 F: 416,596.7894 MNPdebt.ca
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Division No. 09- Toronto
Court No. 312205766
Estate No, 3122895766

FORM S92
Notice of Proposal to Creditors
{Section 510f the Act)

In the matter of the proposal of
Digital Underground Media Inc.
a Company Incerporated Pursuant to the Laws of the Province of Ontario
with a Head Office in the Cily of Vancouver, in the Frovince of British Columbia

Take notice that Digital Underground Media Inc. of the City of Vancouver in the Province of Brilish Columbia has lodged with us a
proposal under the Bankruptcy and Insolvency Act.

A copy of the proposal, a condensed statement of the debtor’s assets, and labilities, and a list of the creditors affected by the
proposal and whose claims amount fo $250 or more are enclosed herewith,

A general meeting of the creditors will be held at 300 - 111Richmond Street West, Toronto, ON on the 19th day of October 2017
at 10:00 AM,

The creditors or any class of creditors qualified to vote at the meeting may by resolution accept the proposal sither as made or as
allered or modified at the meeting. If so accepted and if approved by the court the proposal is binding on all the creditors or the class
of creditors affected.

Proofs of claim, proxies and voting letters intended to be used at the meeting must be lodged with us prior to the commencement
of the meeting.

Dated at the City of Toronto in the Province of Ontario, this 6th day of October 2017.

MNP LTD. - Licensed [nsolvency Truslee

7

300- 111Richmond Streal West
Toronto ON MSH 2G4
Phone: (416) 5961711 Fax: (416) 323-5242

{A form of proof of claim, a form of proxy and a voling letter should be enclosed with each notice.)

Page1of3
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Valte del Campestre, San Pedro Garza Garcla, N.L
66265 Mexico

78
List of Creditors with clalms of $250 or more.
Creditor Address Account# Claim Amount

Ade & Company In¢ 2157 Henderson Hwy 584.00
Winnipeg MB R2G 1P3 CA

Beacon Securities Limiled 66 Wellinglon Street West | Suite 4050, TD Tower 157,500.00
Toronto ON M5K 1H1 CA

Best Best Krieger LLP 3390 University Avenue 380.58
Riverside CA 92501 USA

David Chas 102-704 Yeounglong e-Pyeonhansesang Apt 238 250,000.00
Yeonglong-re, 200 beon-gil, Yeantong-gu, Suwon-si,
Gyeonggl-do Korea

Denise Cooper 186 St. George Streel, Suite 200 14,604.00
Toronic ON MSR 2N3 CA

DUM Heldings Inc. Suite 1600, 1 First Canadian Place, 100 King Streel 528,201.47
West
Toronto ON M5X 1G5 CA

EY 700 W Georgia St 42,000.00
Vancouver BC V7Y 1C7 CA

Gowlings WLG Suite 1600, 1 First Canadian Place, 100 King Street 31,684.00
West
Toronto ON M5X 1G5 CA

Innovex 3.Checngmyeongnam-ra, Yeongtong-gu 80,000.00
Suwon-si, Gyeonggi-do Korea

JD Craig Holdings Ine 4280 Rockridge Road 2816,031.78
West Vancouver BC VIW 1A5 CA

Neil East Sound Broadcasting | 1A - 1455 Wavarlay Strest 15,680.00

Ltd. (SBL) Winnipeg MB R3T 0P7 CA

Palms Crealive Inc 205 - 309 W Cordova St. 7,875.00
Vancouver BC V6B 1E5 CA

Piasetzki Nenniger Kvas LLP  { 120 Adelaide St W Sulte 2308 423.00
Toronto ON MSH 1T1 CA

Stambaot Studios Inc. 104 - 1309 West 14th Ave 7.245.00
Vancouver BC V6K 1R2 CA

Stantec Consulting Lid. /o Lackhox 310260, PO BOX 578, STN M 10,061.00
Calgary AB T2P 2J2 CA

Tomik2 inc. 62 Wendover Road 9,722.00
Torento ON MBX 2L3 CA

Vilaeat Garcia Torre Sofia { Ricardo Margéin 440-701 13,600.77

Page 20f 3




List of Creditors with clalms of $250 or more.

Creditor Address Account# Claim Amount
Waterford Partners 350-1 First Canadian Place Toronto Board of Trade 7,350.00
Lo:z?:to ON M5X 1C1 CA
Total 4,003,032.60

Page 3 of 3
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District of Ontario
Division No. 09 -Toronto
Court File No. 31-2295766
Estate No. 31-2295766
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC,,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER,
IN THE PROVINCE OF BRITISH COLUMBIA

PROPOSAL

Digital Underground Media Inc. (the “Company™) hereby submits the following
Proposal under the provisions of the Bankruptcy and Insolvency Act, R.S.C. 1985, ¢. B-3, as

amended,

Definitions

1. In this Proposal, capitalized terms have the following meanings:

(a) “Act” means the Bankruptcy and Insolvency Act, R.5.C. 1985, ¢. B-3, as

amended.

(b) “Administrative Fees and Expenses” means:

(i)  the proper fees and expenses of the Trustee incidental to the preparation
and facilitation of the Proposal and any amendments thereto, including,

without limitation, its legal fees and disbursements; and

(ii)  the legal fees and disbursements of the Company on and incidental to

negotiations in connection with the approval of the Proposal, court
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proceedings relating to the Proposal and the transactions and agreements
contemplated hereby, including, without limitation, advice to the

Company.

“Approval” means the approval of the Proposal by the statutory majorities of
the creditors under the Act and by the Court by way of the Approval Order
pursuant to & final and enforceable order which has become final as a result of
the appeal period having expired without there having been an appeal, or an
appeal having been lodged and the order approving the Proposal having been

confirmed or the appeal withdrawn or dismissed,

“Approval Date” means the date upon which the Approval occurs.

“Approval Order” means the Court order(s) made under this Proposal
approving the Proposal and directing the implementation of the Proposal,
which orders may, without limitation, authorize the filing by the Company of
the articles of reorganization, the cancellation of issued and outstanding shares
in the capital of the Company, the issuance of the New Common Shares and

the appointment of a new board of directors of the Company.

“Business Day” means a day other than a Saturday or a Sunday on which

banks are generally open for business in Toronto, Ontario.

“Claim” means any right of any Person against the Company in connection
with any indebtedness, liability or obligation of any kind owed by the
Company at the Filing Date, and any interest accrued thereon or costs payable
in respect thereof, whether liquidated, unliquidated, fixed, contingent, matured,
not matured, disputed, undisputed, legal, equitable, secured, unsecured, present,
future, known or unknown, by guarantee, surety or otherwise, and whether or
not such right is executory or anticipatory in nature, including, without
limitation, the right or ability of any Person to advance a claim of contribution

or indemnity or otherwise with respect to any matter, action, cause or chose in
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action, whether existing at present or commenced in the future, and any
indebtedness, liability or obligation of any kind arising out of the repudiation,
restructuring or termination of any contract, lease, license, equipment lease,
employment relationship or other agreement after the Filing Date, or any
claims that may arise under any contract, lease, license, equipment lease,
employment relationship or other agreement which may arise as a result of the
insolvency of the Company, including, without limitation, any other
indebtedness, liability or obligation of any kind that, if unsecured, would be a
debt provable in bankruptcy within the meaning of the Act, and “Claims”

means al] of them.

“Common Shares” means the existing authorized, issued and outstanding
common shares of the Company, including both Class A shares and Class B

shares.

“Consideration” means the aggregate of: (i) the Share Consideration; and (ii)

the Loan Consideration.

*“Court” means the Ontario Superior Court of Justice.

“Creditor” means any Person having a Claim, and “Creditors” means all of

them.

“DIF Lender” means J.D. Craig Holdings Inc.

“DIP Loan Agreement” means the agreement between the DIP Lender and the
Company dated September 22, 2017, pursuant to which the DIP Lender will
provide financing to the Company in the maximum amount of $750,000 in
order to finance the Company’s working capital requirements and other general
corporate purposes and capital expenditures during the period of its
restructuring, which agreement was approved by the Court by way of the Crder
of the Honourable Justice Hainey dated September 25, 2017.
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“Distribution Date” means a date sclected by the Trustee in consuitation with

the Inspectors.

“Filing Date” mecans September 21, 2017, being the date upon which the

Company filed its Notice of Intention to File a Proposal under the Act.

“Forbearance Agreement” means the agreement between the DIP Lender,
DUM Holdings Inc., and the Company dated September 15, 2017, pursuant to
which the DIP Lender and DUM Holdings Inc. have agreed to forbear from
enforcement of their security, and to provide continued support to the Company

through its restructuring, in accordance with the terms of that agreement.

“Implementation Date” means immediately following the Approval Date or

the date the conditions are met as set out in paragraph 26 hereof,
“Inspectors” means the Inspectors described in paragraph 35 hereof.
“Investor” means 7677189 Canada Ltd.

“Loan” means the loan made by the Investor to the Company in the maximum

principal amount of $76,000, pursuant to the Loan Agreement.

“Loan Agreement” means the agreement between the Investor and the
Company dated as of or before the Meeling of Creditors whereby the Investor
agrees to advance the Loan to the Company pursuant to the terms and

conditions of the Loan Agreement.

“Loan Consideration” means proceeds payable to the Company under the

Loan Agreement.

“Meeting of Creditors” means the meeting of Creditors to consider this

Proposal prescribed by section 51(1) of the Act.
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“New Common Shares” means all the new common shares to be issued in the

share capital of the Company, as described in Schedule *A" hereto.

“OBCA” means the Business Corporations Act, R.8.0. 1990, c. B.16, as

amended.

“Performance of the Proposal” means the payment of all amounts to be paid
to the Trustee for the distribution to Creditors in respect of Claims, including,
without limitation, the implementation of the provisions of the Proposal as

described in paragraph 27 hereof.

“Person” means any individual, partnership, joint venture, trust, corporation,
unincorporated organization, government or any agency or instrumentality

thereof, or any other entity howsoever designated or constituted,

“Post-Filing Claim” means any Claim resulting from an obligation incurred by
the Company in the normal course of business of the Company in respect of
goods or services supplied to the Company after the Filing Date and extends to

the following:

(i) amounts owing to the Trustee and its solicitors and the Company’s

solicitors; and

(ify  Her Majesty the Queen in right of Canada and in right of Ontario for

amounts owed in respect of federal, provincial or state sales or excise
taxes collected subsequent to the Filing Date, or amounts owing in respect
of source deductions on account of employee income tax, Canada
Pension Plan contributions and Employment Insurance premiums arising

subsequent to the Filing Date,
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but does not include Claims under any contract, lease, equipment lease,
license, employment arrangement or other agreement which may arise as a

result of the insolvency of the Company.

“Preferred Claim” means any Claim for which Section 136 of the Act
prescribes payment in priority to an unsecured Claim, and “Preferred Claims”

means all of them.

“Preferred Creditor” means a Creditor of the Company having a Preferred

Claim, and “Preferred Credifors™ means all of them.

“Priority Payment” has the meaning ascribed to it in paragraph 18 of this

Proposal,

“Proposal” means this proposal dated September 30, 2017, as the whole may

be amended from time to time.

“Proposal Fund” means the aggregate of: (i) the Share Consideration; and (ii)

the Loan Consideration, net of any levies payable or due under the Act.

“Proposal Period” means the period between the Filing Date and the

Performance of the Proposal.

“Proven Ciaim” means any Claim in respect of which a proof of claim:

(i)  has been filed with and allowed by the Trustee; or

(ii)  has been filed with the Trustee and valued or determined in accordance

with the provisions of the Act,

provided, however, that 2 Proven Claim shall not include a Claim:
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(i) by any Person who has received written notification from the Trustee that

the Claim has not been filed on a timely basis or has been disallowed; or

(iiy  in respect of which a proof of claim has not been filed within 30 days of
the date on which the Trustee mailed to the Creditor having such Claim a

notice pursuant to Section 149 of the Act.

“Reorganization” means the creation and issuance of the New Common
Shares, the cancellation of the Common Shares and the other amendments to
the Company’s articles of incorporation described in sections 28 to 33 of this

Proposal.

“Secured Creditor” means any Person holding a mortgage, hypothec, pledge,
charge, lien or privilege on or against the property of the Company or any part

thereof as security for a Claim, and “Secured Creditors” means alt of them,
“Secured Creditor Claims” means all Claims of Secured Creditors.

“Shareholders” means those Person(s) who are holders of Common Shares, or

any other equity of any kind of the Company.

“Share Consideration” means proceeds payable to the Company under the

Subscription Agreements.
“Subscription Agreements” means;

(i)  the agreement dated as of or before the Meeting of Creditors between the
Company and the Investor, as the same may be amended from time to
time, regarding the subscription by the Investor for the New Common
Shares for the aggregate consideration of $10.00; and

(if)  the agreement dated as of or before the Meeting of Creditors between the
Company and the DIP Lender as the same may be amended from time to
time, regarding the subscription by the DIP Lender for the New Commen
Shares for the aggrepate consideration of $10.00,
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“Trustee” means MNP LTD,, in its capacity as trustee under the Proposal, and

not in its personal capacity, and without any personal or corporate liability.

“Unsecured Creditor” means any Creditor other than a Preferred Creditor and

a Secured Creditor whose Claim arose:

(i) by reason of the supply of goods or services to or for the account of the

Company prior to the Filing Date;

(ii) by reason of loaning of money to the Company on an unsecured basis;

(iii)  in the case of executory contracts in existence prior to the Filing Date, by

reason of the restructuring, repudiation or termination of such contracts

subsequent to the Filing Date;

(iv)  which Claims arose by any other reason prior to the Filing Date; or

(v}  the unsecured portion of any Claim, the balance of which is secured

against all or any of the assets of the Company,

and “Unsecured Creditors™ means all of them.

“Unsecured Creditor Claims” means all Claims of Unsecured Creditors.

“Unsecured Creditor Payment” has the meaning ascribed to it in section 15

of this Proposal.

“Warrants” means the existing authorized, issued and outstanding warrants to

purchase Common Shares of the Company.
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Purpose of Proposal

2, The purpose of this Proposal is to effect a restructuring of the business and affairs of the
Company in the expectation that all Creditors will derive a greater benefit from the continued
operation of the business and affairs of the Company than would result from a forced
liquidation of its assets. The Company is being supported through this process by the DIP
Lender, which has provided financing to the Company through its insolvency prior to the Filing
Date, and will continue to provide ongoing financing to the Company through the Proposal
proceedings by way of the credit facility provided for in the DIP Loan Agreement. It is also
being supported by the Investor, which is advancing to the Company the funds that will form
the Proposal Fund to be distributed to creditors in accordance with the provisions of this

Proposal.

3. An integral part of the Proposal is the cancellation of the existing and outstanding share
capital of the Company, in light of the lack of value of the share capital due to the Company’s
insolvency. Upon the implementation of the Proposal, and in consideration of their support for
the Company through the Proposal proceedings, the DIP Lender and the Investor have agreed to

acquire the New Common Shares pursuant to the Subscription Agreements.

4, This Proposal is intended to provide a fair recovery to all Creditors and to provide the
Company with the financial stability to continue its business operating from and after the

Implementation Date.

Effect of Proposal

5. This Proposal restructures the affairs of the Company and amends the terms of any and
all agrecements between the Company and the Creditors or the Shareholders existing as at the
Implementation Date fo the extent affected by this Proposal, and provides the essential terms on
which all Claims and the interests of the Shareholders will be fully and finally resolved and
settied, During the Proposal Period, the provisions of Sections 65.1 and 69.1 of the Act shall be
in effect. Without limiting the generality of the foregoing, during the Proposal Period all
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Creditors will be stayed from commencing or continuing any proceeding or remedy against the

Company, as further described in paragraph 34 hereof.

Persons Affected

6. This Proposal will, as of the Implementation Date, be binding on the Company and all
Creditors (except Secured Creditors), Shareholders and other persons named or referred to

herein in the manner provided for in this Proposal and the Act.
Restructuring of the Compa

7. Prior to the Meeting of Creditors, the Company and the Investor will have entered into
the Loan Agreement, pursuant to which the Loan Consideration will be advanced by the
Investor to the Company following the Approval Date. The Company will, in turn, advance the

Loan Consideration to the Trustee.

8. Prior to the Meeting of Creditors, each of the Company and the Investor, and the
Company and the DIP Lender, wili have entered into the Subscription Agreements, pursuant to
which the Subscription Consideration will be fully advanced to the Company following the
Approval Date. The Company will, in turn, advance the Subscription Consideration to the

Trustee.

9. A condition to each of the Subscription Agreements is that the Company implement this
Proposal to its Creditors, including the Reorganization, pursuant to the Act and authorized by
the OBCA.

10.  Pursuant to the terms of the Subscription Agreements and the Loan Agreement, and
upon the successful implementation thereof in accordance with their terms, the Investor and the
DIP Lender will pay the Consideration to the Company, and in turn, the Company will pay the

Consideration to the Trustee for distribution to the Creditors,
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11.  Subject to the satisfaction or waiver of the conditions precedent set out in paragraph 26

of this Proposal, the following steps will occur, and be deemed to occur, sequentially in the

following order, on the Implementation Date:

(@)

{b)

(©)

@

&

the Company shall be released from all the Claims of Creditors (except Secured
Creditors), which shall be fully and finally compromised in accordance with

the provisions of the Act and this Proposal;

articles of reorganization causing the Reorganization, as more fully described

in paragraph 28 of this Proposal, will be filed by the Company;

a certificate of amendment reflecting the amendments to the articles of
incorporation of the Company caused by the articles of reorganization shall be
issued by the Director under the OBCA;

the Subscription Agreements will be completed in accordance with their terms,
provided that all conditions thereto have been satisfied or (when wajvable)
waived, whereupon, among other things, the New Common Shares shall be
acquired by, and share certificates in respect thereof shall be issued by the
Company to, the Investor and the DIP Lender against payment of the Share
Consideration to the Trustee; and

upon Approval and completion of the Loan Agreement and of the Subscription
Agreements, the Investor shall remit the Loan Consideration to the Company
which will, in turn, remit the Loan Consideration to the Trustee, and the
Investor and the DIP Lender shall remit the Share Consideration to the

Company which will, in tum, remit the Share Consideration to the Trustee.

Proposal Affecting Secured Creditors

12, This Proposal is not being made to the Secured Creditors and accordingly, Secured

Creditors shall not be entitled to vote on the Proposal.
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13, Claims of Secured Creditors, if any, shall be paid by the Company in accordance with
agreements between the Company and the Secured Creditor including, without Hmitation, the
Forbearance Agreement and the DIP Loan Agreement, as those agreemernits may be amended or

supplemented from time to time.

Proposal for Unsecured Creditors

14, All Unsecured Creditors shall form part of a single class of Unsecured Creditors for

voting and distribution purposes.

15, Each Unsecured Creditor who has a Proven Claim shall receive a payment representing
each such Unsecured Creditor’s pro rata share of the Proposal Fund, less any amounts to be

paid as Priority Payments (the *Unsecured Creditor Payment”),

16,  Unsecured Creditors will accept the payments provided for in this Proposal in complete
satisfaction of all their Claims and all liens, certificates of pending litigation, executions,
security interests or any other similar charges or actions or proceedings in respect of such
Claims will have no effect in law or in equity against the property, assets and undertaking of the
Company, all of which shall be released upon payment of the amounts provided for in this
Proposal. The Unsecured Creditors shall take such actions and do such other things as are

necessary, at their sole cost, to file or record any required discharges of any of the foregoing.

17.  Landlords of premises that have been terminated, disclaimed or repudiated shall be
entitled to file a proof of claim as Unsecured Creditors for an amount equal to the lesser of: (i)
the rent provided for in the lease for the first year of the lease following the date on which the
disclaimer becomes effective pius fifteen percent (15%) of the rent for the remainder of the
term of the lease after that year; and (ii) three (3) years of rent. Landlords of disclaimed
premises shall not be entitled to claim for accelerated rent pursuant to Section 65.2(4)(2) of the
Act,
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Crown Claims, Preferred Claims and Emplovee Claims

18.  Amounts, if any (collectively, the “Priority Payments™):

(a)  owing to Her Majesty in Right of Canada or a Province, as enumerated in
Section 60(1.1) of the Act, which shall be paid in full within six (6) months
following Approval;

()  owing to employees and former employees, that such persons would have been
qualified to receive under Section 136(1){d) of the Act if the Company became
bankrupt on the Filing Date, which shall be paid immediately following
Approval; and

(c)  any Proven Claim in respect of a Preferred Claim, without interest,
shall be paid in full and in priority to all Unsecured Creditors.

19.  For the purpose of voting, the Preferred Creditors shall fall within the class of
Unsecured Creditors.

Funds Payable Under Proposal

20.  The amount to be paid to Creditors on the Distribution Date on account of their Proven

Claims shall be paid from the Proposal Fund.
21.  The Trustee will remit payments to Creditors in the following order:

()  the Priority Payments; and
{by  the Unsecured Creditor Payment.

22, Any such payments made by the Trustee to Creditors in this Proposal shall be made by
the Trustee net of any levies payable or due under the Act.
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Administrative Fees and Expenses

23,  The Administrative Fees and Expenses will be paid by the Company in the ordinary

course from cash flow, subject to approval by the Court.

Payment of Crown Claims

24,  During the period between the Filing Date and Approval, the Company shall pay and

keep current:

(a)  all amounts owing to Her Majesty in right of Canada and in right of Ontario of
a kind that could be subject to a demand under Section 224{1.2) of the /ncome
Tax Aect (Canada) or any substantially similar provision of provincial

legislation; and

(b)  all amounts collected in respect of sales taxes on behalf of Canada Revenue

Agency and any provincial Ministry of Finance.

Goods or Services Given After Filing Date

25.  Any Post-Filing Claim shall be paid in full in the ordinary course by the Company or as
negotiated between the Company and its vendors. The Company shall dispose of no assets
other than as contemplated by this Proposal, or other than in the normal and regular course of
its ongoing business. The Company agrees that the Trustee shall not in any case be responsible
for ensuring that payment is duly made pursuant to paragraph 24 hereof and to all those persons
supplying goods or services after the Filing Date. All Creditors hereby release and forever
discharge the Trustee from any and all liability relating to the Company’s non-payment of any

liabilities under this paragraph.

Conditions of Proposal

26.  The Proposal and its implementation by the Company is conditional upon fulfilment or

satisfaction of each of the following conditions:
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(a)  the taking of all necessary corporate actions and proceedings to approve the

Proposal;
{b) the granting of the Approval Order;
{¢)  the completion of the Loan Agreement prior to the Meeting of Creditors;

{d) the advancement of the Loan Consideration by the Investor to the Company

and, in turn, the Trustee;

{¢)  the completion of the Subscription Agreements prior to the Meeting of

Creditors;

(f) the completion of the Reorganization;

(g) the advancement of the Share Consideration by the Investor and the DIP

Lender to the Company and, in turn, the Trustee;
(h)  the payment of the Administrative Fees and Expenses; and

(] the performance by each of the Company, the Investor and the DIP Lender of
all their respective obligations pursuant to the Proposal and the transactions

contemplated herein,

27.  Once all of the above conditions have been fulfilled or satisfied, or (where waivable)
waived, the Performance of the Proposal shall be deemed to be fully complete and the Trustee

will deliver and file with the Court a certificate pursuant to Section 65.3 of the Act.

Share Capital

28.  On the Implementation Date, the articles of incorporation of the Company shail be

amended pursuant to the articles of reorganization in the following sequence:
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(a)  to delete and cancel all of the authorized share capital of the Company and to
delete and cancel all of the rights, privilepes, restrictions and conditions
attaching thereto, including, but not limited to, deleting and cancelling all of
the Common Shares and all of the Preferred Shares (as defined in the
Company’s articles of incorporation);

(b)  to create an unlimited number of New Common Shares and to provide that the
rights, privileges, restrictions and conditions attaching to the New Common
Shares are as set out in Schedule “A" hereto; and

{¢)  providing that, after giving effect to the foregoing, the authorized share capital
of the Company shall consist only of an unlimited number of New Common
Shares.

29.  All existing and outstanding Warrants, together with contracts pursuant to which

Warrants may be issued in future, shall be cancelled.

30.  No Shareholder will be entitled to any payment or other compensation with respect to

the cancellation of its/her/his Common Shares, Warrants or otherwise.

31, The aggregate stated capital for the purposes of the OBCA of the New Common Shares
issued to the Investor and the DIP Lender under the Subscription Agreements and pursuant to

this Proposai shall be as set out in Schedule “B*.
32, The Shareholders shall not be entitled to vote on this Proposal.

33.  The Shareholders shall not have any rights of dissent pursuant to Section 186(6) of the
OBCA in respect of this Proposal.

Stay of Proceedings

34.  During the Proposal Period, and provided the Company is not in default hereunder, each
Creditor will be stayed from commencing or continuing any proceeding or remedy against the
Company or its property based upon a Claim existing on or before the Filing Date, or whose
Claim has arisen after the Filing Date as a result of the termination, repudiation or restructuring
of any contract, lease, license, equipment lease, employment relationship or other agreement
after the Filing Date, including, without limitation, any proceeding or remedy to recover
payment of such Claim, to realize against any security granted in respect of such Claim, to

recover or enforce a judgment against the Company in respect of such Claim or to initiate any

96



-17-

proceedings against it under any applicable bankruptey, insolvency or other laws in respect of

such Claim, other than an application or proceeding in connection with this Proposal.

Inspectors

35, (a) At the meeting of the Unsecured Creditors to be held to consider the Proposal, the
Creditors may appoint one or more but not exceeding five (5) persons to act as

Inspectors, whose powers shall be limited to:

(i)  advising the Trustee from time to time with respect to any matter that the

Trustee may refer to them;

(ii)  advising the Trustee concerning any dispute which may arise as to the

validity of Claims of Unsecured Creditors; and

(iii)  authorizing an extension of time for payments due to the Unsecured

Creditors pursuant to this Proposal.

(b)  Any decision, direction or act of the Inspectors may be referred to the Court by
the Trustee and the Court may confirm, reverse or modify the decision,

direction to act and make such order as it thinks just.

(¢)  The authority and term of office of the Inspectors will terminate upon the

discharge of the Trustee.

(d)  The chairperson may adjourn the meeting of creditors upon an adjournment
being required by the creditors by ordinary resolution, pursuant to s. 52 of the
Act.

Release of Directors

36.  Upon the Implementation Date, the Company, each and every present and former

director of the Company (collectively, the “Released Parties”) shall be released and discharged
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from any and all demands, claims, actions, causes of action, counter claims, suits, debts, sums
of money, accounts, covenants, damages, judgments, expenses, executions, options, liens and
other recoveries on account of any liability, obligation, demand or cause of action of whatever
nature which any Creditor or Person may be entitled to assert, in the case of the Released
Parties as of the Filing Date, including, without limitation, any and all Claims in respect of the
potential statutory liabilities of the present or former directors of the Company, and any and ali
Claims relating to any obligations of the Company where the present or former directors are or
may be by law liable in their capacity as directors for the payment of such obligations, and
provided that nothing herein shall release or discharge any of the present or former directors of

the Company from the exceptions set out in Section 50{14) of the Act.

Effect of Payment

37, Creditors will accept the payment of the amounts set out in the applicable provisions of
this Proposal in complete satisfaction of all their claims, and all mortgages, charges, security
interests, encumbrances, liens, writs of scizure and sale, certificates of pending litigation,
executions or any other similar charges, actions or proceedings in respect of such Claims will,
as of the Implementation Date, have no effect in law or in equity against the Company and the
property, assets or undertakings of the Company and will be discharped, dismissed or vacated,
as the case may be, at no expense to the Company, by each holder thereof no later than ten (10)
Business Days after the Implementation Date, or failing same, by order of the Court made

without notice to such holder.

Compromise Effective for all Purposes

38.  The payment, compromise or other satisfaction of the Claims and the treatment of
Shareholders under this Proposal shall be binding upon the Creditors holding the Claims and
upon the Shareholders, their heirs, executors, administrators, successors and assigns, for all
purposes and in the case of any Claim shall also be effective to relieve any third party directly
or indirectly liable for such Claim, whether as pguarantor, indemnitor, tenant, director, joint

covenator, principal or otherwise.
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39.  The provisions of Sections 95 to 101 of the Act shall not apply to this Proposal.

Discharge of Trustee

40,  Upon the payment by the Trustee of the amounts prescribed herein, the Trustee shall
have discharged its duties as Trustee and the Trustee shall be entitled to apply for its discharge
as Trustee. For greater certainty, the Trustee will not be responsible or liable for any cbligations
of the Company and will be exempt from any personal liability in fulfilling any duties or
exercising any powers conferred upon it by this Propesal unless such acts have been carried out

in bad faith and constitute a wilful or wrongful act or defauit.

Amendment

41.  This Proposal may be amended by the Company with the consent of the Trustee at any
time prior to the conclusion of the meeting of Unsecured Creditors cailed to consider the
Proposal, provided that any amendment made pursuant to this paragraph shal! not reduce the
rights and benefits given to the Creditors under the Proposal before any such amendment, and
provided further that any and all amendments shall be deemed to be effective as of the Filing

Date of the Proposal,
Further Actions

42,  The Company and the Creditors will execute and deliver all such documents and
instruments and do all such acts and things as may be necessary or desirable to carry out the full

intent and meaning of this Proposal and to give effect to the transactions contemplated hereby.,

Date for Action

43, In the event that any date on which any action is required to be taken hereunder is not a
Business Day, such action will be required to be taken on the next succeeding day that is a

Business Day.
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All times expressed in this Proposal are local time in Toronto, Ontario.

[The remainder of this page is intentionally left blank.]
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DATED AT THE CITY OF VANCOUVER, in the Pravince of British Columbia, this 30" day

of September, 2017,

DIGITAL UN GROUND MEDIA INC,
By:

\
Name: Plaoeo %&5——-

Title: towewmsaa s




-22-

Schedule “A”

Unlimited number of New Common Shares with the following rights, privileges and restrictions:

| Vating Rights

Each holder of Common Shares shall be entitled to receive notice of and to attend all meetings of
shareholders of the Corporation, and at all such meetings shali be entitled to one vote in respect
of each Common Share held by such holder.

2 Dividends

Subject to applicable law, the directors may at any time or from time to time declare dividends
on the Common Shares in such amounts as the directors at such time or times determine.

3 Liguidation, Dissolution or Winding-up

In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary
or involuntary, or other distribution of the assets of the Corporation among its sharcholders for
the purpose of winding-up its affairs, the holders of the Commeon Shares shall be entitled to
receive the remaining assets and property of the Corporation.
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Schedule “B>

New Stated Capital = $20.00.
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District of: Ontado
Divislen No. 09 - Tatonto ofilnﬂl DAmBndﬁd
Court No. 31-2205766
Estata No, 31-2205756
~Farm 78 -
Statarment of Alfairs {Business Proposal) mada by an enllty
{Subsaclion 49(2) and Paragraph 168{d) of the Act / Subsections 50{2) and 62(1} of the Ac)
Inthe matler of th propoasl of
Dighat Underground Media Inc.
g Company Incorporaled Pursusnt o the Laws of the Provinca of Onlardo
with @ Head Office in the Cily of Vancouvar, In the Province of Brllsh Columbia
Tothedeblar:

You re raquired Lo carefully end accurately complats thils form and he appicabls slischments showing the slale of your affsrs on The data of i filng of your
propased {or nolice of inientlan, If appicable), on tha 20t day of Seplamier 2017. Whan completsd, thia fonm end tha appicabls stachments wit constituis the

Slalemantof Aflalrs and must be verfiied by nath of solemn declaralion

LIABILITIES
{as slaled and estimated by tha oficer}

1, tirsaturod ereditors as parlisl ™A . oovenrunnines 658,857.35
Balanca of seoured claims ss per 6B, . ., ......... 303932225
Tolal unsecunad QedloNs. .. ..,.0viuvinuunnnes 3,698,180.60

2. Sacured crodiions as pariisl "B . .v ity uvievie s 365,001.00

3. Prafetiod credars 85 perBsi C o veeniivs v i .00

4. Contingent, busl clalms or other FabiRias as perfist *D* 0.00
sstimstod to be raclalmablefor. ... ...

Tols! Babiftes. 4003,150.60

Dirtctor

ASSETS
(85 staled and estimated by the officer}

1. fnvenlony . vevinnis verrriaes e 200,000.00
2. Tredolbdures, ale. . .vvciniiiii i e, 040
3. Accounts recelveblo and other fecalvables, as pasfisl "E"

Good 0.00

Dhoubir e 4575400

1. 0.00

Exnlimatad topraduca ........oioiiei ey 0.00
4, Biks of exchange, promissory nole, elc., a5 perlist*F ... 0.00
8. Depaglis in fnanclal bstiullong .. ........covvivens 0.00
L . N 0.00

8. Machlnery, squipmantandplanl ..o v reirians 0.00
9. Real property ot Immovabla 83 per lis) 0.00
A0 FUmBIM . oot cvine st nea i nnra e e e eas 6.000.00
11. RRSPs, RRIFs, ffe insurance, @16, .......... - 0.00
12, Becurllles (shesas, bonds, dabentures, elc).......... 1.60
12 Intarasts undaT Wi .o e s v s e e eas 140

M VehEBS. .. o 040
15. Other proparty, asperlbt H . .ooevvn i, 100,000.00
If dablosis a corporation, add:
Arnount of subsedtied caplial,. ... 0.00
Amouni pafd on capal, ........ 0.00
Balanca subscrbed ond unpeid. ......... 0.00
EsUmolad Loproduot ., .o cousieernrnnnnrinsean .00
Toliassalt . .oivriiiiiinnsnn, 305.001.00

2, 1= 1 3,693,182.680

t, Joha Draw Craky, Preshient of Digliet Underground Madia nc., of the Clly of North Vancouver In (he Provinca of British Golumbla, do swear {or solomnly
todtare) Lol this statement and the ettached Xsts 2ma Lo the best of my knowiodge, o ful), tua and complate slatement of my alfalrs on the 284 day of Saplomber

2017 and fujpdisole:

pedn
aurﬁw lem

00D, CGA
for taking Atiidavlts
of Britiéh Golumbla

g al proparty of every dastriplion thatis b my pessassion or thel may davoive on matn acoedanes with the Acd,
This 26t day of Seplamber 2041,

'ml-‘b&’ !

John Drew Crelg, Pessidant of Digilal
Lindergioond Medla e,

Page 1
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Dlskict of: Onlario
Divislon No.  09-Toronto
Court No. 31.2205766
Estate No. 312295766
FORM 78 - Gonénued
Ustn®
Unsacured Creddors
Okjlts! Underground Kadia inc.
Ko. Hame of creditor Address Unsecured clalm | Balanceof clalm Total clalm
1 |Ade & Company lac 2167 Henderson Hwy £84.00 0.00 584.00
Winnkeg MB R2G 1P8 CA _
2 | Beacon Sacunles Limiad 68 Walllnglon Stresl Wasl | Sulls 4050, TD Tower 157,600.0¢ 0.00 157,500.00
Taronts ON MK 1H1 CA
3 | BastBesl Kileger LLP 3380 Universly Avene 38058 0 36058
Rivarside CA B2501L15A
4| David Chae 102704 Vavurglong o-Pyecnhansesang Apt 239 250,000.00 0.00 250.000.00
Yeonglongro, 200 beon<?, Yeonloagqu,
Suworkgl, Gyaongghde Konex
b | Cantsa Cooper 168 5L Gaoge Streo, Sula 200 14,6040 040 14.608.00
Toronto OGN MR 2N3 CA
& } UM Holdlngs Inc. Sulte {600, { Fics! Canadian Place, 100 King Strest 0.00 528,251.47 £28,291.47
Wast
Toconts ON MSX 1G5 CA
7EY 700 W Georgla St 42,000.00 040 42000.00
Vancouvor B VIY 1CT CA
B | Glohelme 310, 1008 Homar S1 158.00 0.00 158,00
Vancouver BC VB 2X1 CA
8 | Gowlings WG Sute 1600, 1 First Canadien Place, 100 King Stresl 3t 644,00 0.00 31,684.00
West
Tomalo ON M6X 165 CA
18 [ Inngvox 1,Cheongmyeongram-0, Yeongtonggu 20,000.60 0.00 90,000,00
Suwonsl, GysongghHdo Korea
11140 Cralg HoldIngs Inc 4200 Roclaidga Road 0.00 2511000781 2541,030.78
Wast Vencouvar BC VW 1A5 CA
12 | Noll Ens1 Saund Broadeasbing Lid. (SBL) 1A - 1455 Waverky Stranl 16,680.00 660 £5,600.00
Winnipag ME RAT 0P CA
13 | Paims Crestivs Inc 205 - 309 WCordova SL 187500 0.00 7,875.00
Vantouver BC V6B 1E5 CA
14 | Pinsalzid Honalger Kvas LLP {20 Adalalde SEW Sulls 2308 42300 0.00 423.00
Toronts ON M5H 11 CA
16 | Stamboi Studloz Ine, 104~ 1300 Wes 14t Ave 1,245.00 0.eo 7.245.00
Vancouver BC VEH 1R2 CA
16 | Stanlac Cansullng L. doLockbax 310260, PoY BOX 578, STR M 10,064.00 (1) 10,061.00
Calgary AB T2P 2J2 CA
17 Tomik2 ne, §2 Wendover Road 872200 000 9,722.00
Yoronto OM MBX 2.3 CA
18 { VIameal Gards Toma Sola | Rkardo Moty 446-704 13,600.77 060 13,600.77
Ve'le dol Campeske, San PedroGana Garcla, NL
85265 Mexion
18 { Wetarford Pariners 350-1 First Canadian Pisce Torento Goard of Trade 7.05%0.00 0.00 7,350.60
Towet
Toranlo OM MSX 1C1CGA
Yolal: 555,867.35 3,035,322.251 3,608,180.60
2 Sep-2017 Direcatt.
Dals John Drew Cralg, Rresidentol Digial Undergrouad

Pags 20f9
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Dislrictof: Onlailo
Division No. 03 - Toronto
Court No. 312285786
Eglate No, J12205766
FORM 78 - Continued
Lisi *g*
Sstured Credfiors
Digital indewgrownd Madia e,
Ealimafed Estimatad
an. Namo of eraditor Addrage kﬁm‘, o Partlcularg ol socurtty  |Whongivan| valweol | wuplustrom | Paitnevol
securlty socurlly claim
1 | DUM Hotdings Ing, Suite 1600, 1 Fist 528,291.47 | Olher - Inteftackigiprepady - | 28-Jun-20{7 0.000
Canadian Placo, 100 King Patonis
Slraet West
Toronto ON MBX, 1G5 CA
Buslnaes Assals - Slock In H-Jun-2017] 0.00
Trada - krvenlory
Businass Assels - Slodk In 2{-Jun-2017] 0.00
Trada- Equipment fnvenlory
Fumitura « Fumtiwe & Ofica | 2¥-fun-2017] 5.00
Eguipment
Securites - nvestmenls in 21-Jun-2617] 0,09
auhsidiniss
Duobis Dus - Busineas-TVS | 21Jun-20147] 0.0} 525.291.4J
Global Amercia
2 HID-Crolg Heldlngs bng 4280 Rodluldge Reed 2.816,034.78 [Other - Inleflectual propady - | 29-0ct-209Y 100,080,060
Wost Vancouvar BC Vi Palonls
ASCA
|Husiness Assels- Slock In 28.0ck-2018 156.000.00
Trade - lvanlory
Businass Assols - Slotk In 20:0ct-201 Y 50,0060
Trada - Equipmant Inventory
Fumilure - Fumfiure & Ofice | 28-021-2015 5,000
Equipment
Securifes - lnvastments in 20-041- 2014 14
subsldisries
Dabts Due- Buslnsss - TS | 28-020-2014 L] 2514,630.
Global Amerdia 1
Tolal: | 334432324 305,004.01 oo 3pmwamy
26:S0p-2017 Dirzenit
Dale

Page 3 of @

John Drew Cralg, Presidsnt of Digllal Underground
Medta ing.
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District of: Ontario
Division No. 09 - Toronlo
Court No. 312205766
Esfale No, 312295766
FORM 78 - Confinved
e
Prelarmed Cradiors {or Wages, Rent, o,
Dégitat Undarground Madla Inc.

Perlod duiing Dlifarance

Now Rame of creditor Address and occupation Heture of clalm which clalm Amcnf:;:oi p,;,mbm;‘lmu mnkingfor

acerued dividend

Totak 0.00 059 00y
20502017 Dire ek ®
Dale

Page 4 of §

John Drew Craly, Presidentof Digital Underground
Ma

dla nc.
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District of: Ontarlo
Pivision Mo, {3 - Toronlo
Court No. 312295766

Estate No. 312295766
FORM 768 - Gontlaued

st *
Gontingent or Other Liabllkes

Dighat Underground kodle Ine.

Nama of credllor Address Amountol Amount Dalowhan tlabSity
Ho. ar chalmant sndoceupation Habillty or clatm | e¥pacted to Incurrad Naturs of Eabily
rank for dlvidend
Tolet 0.00 000
WEP2AT Diree 2RI
Dala John Drav Cralg, Prosizentof Diglisf Undeiground
Madiainc.

Paga5af9
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Diskeict of: Ontarlo
Pivision No. 08 - Toronto
Court No, 312205766
Eslate No. 312285766
FORM 78— Contued
Lse
Brebis Dua tothe Detlor
Dightel Undetprsud Media bne.
Address and untefdebt | Follooffedgery or Whan Estimatedio | Particulars ot any
flo Hama of debtor occupation Haturs of dett [g::d, doubtiol, | otherbookwehare | contrasted praduce  {socuries hotd for
bed} porticulars to ba found; dalt
1 {TVS Ghobal Amarda 3Z2{Watar Sirest, Sulls | Note Recelvablo 0,08 28-Sep- 2017 0.0q Unsetured
320 v 4578400
Vancouves BCVID 188 600
0.00
Tot| 4576400 040
B.o0
BSep-20i7 Direcze . ’
Date Jehn Drews Crakg, Presidem] of Digltal Underground
Madis inc.

Page 6ol 9



Districtof: Ontarlo

Division No. 09- Toronto
Court No, 312295766
Estale No. 312295766

FORM 78 - Gonlinued
Llst *¢*

8¥s of Exchenge, Promissory Notes, Llen Noles, Chatiel
Morigages, elt., Avallsblo s Assata

Digilal Underground Media Inc.

111

Paga 7 of 0

Home of alt promisvory Palculere of any proparty
Ho. | aecaptors, endoreors, Addrass Gecupatton A;“,?J:B:g." Data when cus E';ml‘mm hafd ag 2ecurity for
morigagors, and guarantors ! payment of blll or note, ele,
Telal: 0.00 0.60
e Diregize
Dale Joha Diaw Cray Presidentof Dighal Unfeground
Wadlging



Distrct of: Onlario 112
Divislon No. 09- Torento
Court No, 312205766
Estale Mo, 312295766
FORM 78 - Contiaued

st *G*
Raal Property or immovablos Owned by Deblor
Digiat Urdarground Media lng.
Dascriplion of prapa Halure of Inwhoso neme Parliculars of modgages,
i propedty dablor Intares! doas lite stznd Totalvata hypothoce, orothersncumbrances | EQURY ar surplue
(natme, address, amount}
Tolak 0,80 000

20-5ep-2017 i
Date John Drew Cralg, Rrasidentof Digha! Undarground
Madla fee,

PageBofg



District of: Onigrio

113

Division No. 09 -Toronlo

Court No. 312205766

Estate No. 312295766

FORM 78 - Conclidad
st "H*
Proparly
Dighal Undterground Wedla bnc.
FULL STATEMENT OF PROPERTY
Nature af praperty Lopation Dalalls of properly Origlnal cost Estimeted lo produce
{8) Stock-In-trade Inventory 000 150,000.00
Equipment fnventory 000 £0,000.00
{b) Trads fxhyas, stz 0.00 000
{¢} Cashvin fmencial insklutions 0.00 0.00
(d) Cash on hend 0.00 0.00
{6} Livestock 4.00 6.00
[DMuchinery, sguipment amd plant 0.03 0.00
(g} Furnédore Furniture & Office Equiprnon! 0.00 5,000.00
(h) Ufe Insurance potidos, ARSPe, ol 0.00 0.00
{8 Secerifas lnvasimants In subshilaios .00 100
{1} Intaresls undar wills, elc, .08 200
(K} Vehictes 2.00 008
(1} Taxas 000 ;K]
() Olzer tntaBactual property - Palents 0.00 100,000.40
Total: 305,001.00
29.50p-2017 rdeTrRN .

Data John Deew Crak), Prasideniot Digltal Underground

Pagafiofd

Medla(ne,
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District of Ontario

Division No. 09 - Toronto
Court File No. 31-2295766
Estate No. 31-2295766

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF

DIGITAL UNDERGROUND MEDIA INC,,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER
IN THE PROVINCE OF BRITISH COLUMBIA

REPORT OF TRUSTEE TO THE CREDITORS
(Section 50(3) of the Bankrupicy and Insolvency Acy

Enclosed are the following documents:

L]

Notice of Proposal 1o Creditors;

Digital Underground Media Inc.’s (“DUM” or the “Company™) Proposal, dated
September 30, 2017 (the “Proposal™) under Part I, Division 1, of the Bankruptcy and
Insolvency Act (the “BEIA™) lodged with MNP Ltd. (the “Trustee™) by DUM and filed
with the Official Receiver on Qctober 2,2017;

a stalement of the Company’s assets and liabilities as at September 29, 2017 (“SOA™);
a proof of claim form;
voting letter if you wish to vote in advance of the meeting; and

aeneral proxy.

The following is an outline of the background and financial position of the Company, including
relevant information that should be of assistance to the creditors in considering their position with
respect to the Proposal,

In preparing this Report and making the comments herein, the Trustee has been provided with,
and has relied upon, certain unaudited, draft and/or internal financial information, the Company's
books and records, discussions with employees and management and information from other
third-party sources (collectively, the “Information™). Except as described in this Report, the
Trustee has not audited, reviewed or otherwise attempted to verify the accuracy or completeness
of the Information in a manner that would wholly or partially comply with Generally Accepted
Assurance Standards pursuant to the CPA Canada Handbook.
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Capitalized terms used in this Report are the same as those referenced in the Proposal, Unless
otherwise stated herein, all references o currency are to lawful money of Canada,

SECTION A - Background

The Company was incorporated under the Ontario Business Corporations Act on January 19,
2010. The Company has also been registered as an extra provincial company under the British
Columbia Business Corporations Act on September 24, 2014, The Company develops, and
through its subsidiaries, operates subway in-tunnel advertising systems. The Company operates
from leased premises located at 320-321 Water St. in Vancouver, British Columbia (the
“Premises™).

On September 21, 2017 (the “Filing Date™), the Company filed a Notice of huention to Make a
Proposal (“NOI”) pursuant to Part Iil, Division I of the BlA.

Ou September 25, 2017, Justice Hainey ordered the following, infer alio

a. Approving a charge in favour of the legal advisors retained by the Company,
MNP in ils capacity as the Proposal Trustee and its legal counsel, in the amount
of $115,000 to secure payment of their reasonable fees and disbursements; and

b. Approving an interim financing facility and a charge on the Company’s assets,
property and undertaking (collectively the "Assets") in favour of J.D. Craig
Holdings Inc., the debtor-in-possession iender (the “DIP Lender™).

The Company advises thal the causes of its financial difficulties are due primarily to agreements
that the Company entered into in mid-2015 with a UK based private equity fund, whereby the
fund would act as an institutional investor (the “Agreements™). The institutional investor
committed to support the Company’s business plan to establish the global in-tunnel media
industry as a niche market of the Transit Out of Home media industty. The Agreements provided
that the institutional investor would provide funding to the Company in accordance with the
business plan. In Q2 of 2017, the institutional investor provided notice to the Company that it
would not fulfill its funding obligations under the Agreements.

The Company had entered into agreements with and made commitments to suppliers snd
contractors, based on its belief that it would have the benefit of the fuil amount of the funding to
be provided under the Agreements. Upon the institutional investor ceasing to provide funding,
the Company has suffered a shortfall and is not able to meet its obligations. As a result, the
Company commenced these NOT proceedings as part of a restructuring of the business.

On October 2, 2017, the Company filed the Proposal with the Official Receiver. The purpose of
the Proposal is to effect a restructuring of the business and affairs of the Company in the
expectation that all Creditors will derive a greater benefit from the continued operation of the
business and affairs of the Company than would result from a forced liquidation of its assets. The
Compsany's operations are being supported through this process by the DIP Lender, which has
provided finaucing 1o the Company prior to the filing of the NOI, and will continue to provide
ongoing financing to the Company through the Proposal proceedings by way of the credit facility
provided for in the DIP Loan Agreement. It is alsc being supported by 7677189 Canada Ltd,;
{the “Investor™), which is advancing to the Company the funds that will form the Proposal Fund
{defined below) to be distributed to creditors in accordance with the provisions of this Proposal.
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An integral part of the Proposal is the cancellation of the existing and outstanding share capital of
the Company, in light of the lack of value of the share capital due to the Company’s insolvency.
Upon the implementation of the Proposal, and in consideration of their support for the Company
through the Proposal praceedings, the DIP Lender and the Investor have agreed to acquire the
new common shares to be issued in the share capital of the Company (“New Common Shares™)
pursuant 1o the Subscription Agreements.

As at the date of filing the NOJ, the Company employed three {3) individuals. The Company’s
workforce is not unionized. The Company does not sponsar a pension plan.

SECTION B - Summary of the Proposal

This section contains a summary of the Proposal, the implementation of which is conditional on,
among other things, the;

i. acceptance by the Affected Creditors and approval by the Court of this
Proposal in accordance with the BIA;

ii. the taking of all necessary corporate actions and proceedings to approve
the Proposai:

ifi, the granting of the Approval Order;

iv. the completion of ihe loan agreement between the Investor and the
Company (the “Loan Agreement™} prior to the Mceting of Creditors;

v. the advancement of the Loan Consideration {defined betow) by the
Investor lo the Company and, in turn, the Trustee;

vi. the completion of the Subseription Agreements prior to the Meeting of
the Creditors:

vii. the completion of the Reorpanization (defined below),

viii. the advancement of the Share Consideration {defined below) by the
Investor and the DIP Lender to the Company and, in turn, the Trustee;

ix. the payment of the Administrative Fees and Expenses; and

X. the performance by each of the Company, the investor and the DIP
Lender of all of their respective obligations pursuant to the Proposal
and the transactions contemplated herein,

As set out in the Proposal, the Proposal provides for the following:
l. Proposal Fund
Prior to the Meeting of Creditors:

e The Company will have entered into the Loan Agreement, pursuant to which an
amount of $76,000 (the “Loan Consideration™) wil) be advanced by the Investor
to the Company following the date on which the order approving the Proposal
becomes final and no longer appealable to the Court. The Company will, in turn,
advance the Loan Consideration to the Trustee,

e Each of the Company and the Investor, and the Company and the DIP Lender,
will have entered into the Subscription Agreements, pursuant to which the Share

3
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Consideration, namely $20, will be fully advanced to the Company following the
date on which the order approving the Proposal becomes final and no longer
appealable to the Court, The Company will, in tum, advance the Subscription
Consideration to the Trustee.

The Loan Consideration and Share Consideration together are refecred to as the
“Proposal Fund™.

2. Share Capital

On the Implementation Date, the articles of incorporation of the Company shall

be amended pursuant to the articles of reorganization (the “Reorganization”) in the
following sequence:

i. to delete and cancel all of the authorized share capital of the Company
and to delete and cancel all of the rights, privileges, restrictions and
conditions attaching thereto, including, but not limited 1o, deleting and
cancelling all of the Common $Shares and Preferred Shares;,

ii. to create an unlimited number of New Common Shares and to provide
that the rights, privileges, restrictions and conditions attaching to the
New Common Shares are as set out in Appendix “A” of the Propasal;

iii. providing that, after giving effect to the foregoing, the authorized share
capital of the Company shall consist only of an unlimited number of
New Common Shares.

all existing and ouistanding Warrants, together with contracls pursuant to which
Watrants may be issued in the future, shall be cancelled.

no shareholder will be entitled to any payment ar other compensation with
respect to the cancellation of its/her/his Common Shares, Warrants or otherwise,

the shareholders shall not be entitled to vote on this Proposal.

the shareholders shall not have any rights of dissent pursuant to Section 186{6) of
the Ontario Business Corporations Act in respect of this Proposal.

3. Crown Claiws, Preferred Claims and Employee Claims

Amounts, if any (collectively, the “Priority Payments™):

[+N

owing to Her Majesty in the Right of Cannda or a Province, as enumerated in
Section 60(L.1) of the BIA, which shall be paid in full within six months
following Approval;

owing to employees and former employees, that such persons would have been
qualified to receive under Section 136(1)d) of the BIA if the Company became
bankrupt on the Filing Date, which shall be paid immediately following
Approval: and

any Proven Claim in respect of a Preferred Claim, without interest,

shall be paid in full and in priority to all Unsecured Creditors.

At this time, the Trustee is unaware of any Priority Payments.
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General Unsecured Creditors

The General Unsecured Creditors will receive a distribution, before the deduction of the
Levy (as defined in paragraph 8 below), as follows:

a. Proven Claims will receive a payment representing their pro rata share of the
Proposal Fund, less any amount to be paid as Priority Payments; and

b. The Company estimates that the Claims of the Genera! Unsecured Creditors will
lotal approximately $658,867, none of which is estimated to be unsecured claims
of employees.

Bisclaimer of Commercial Leases

in the case of any lease disclaimed by the Debtors pursuant to section 65.2 of the BIA,
the landlord affected by the disclaimer may file an unsecured proof of claim for an
amount equal o the lesser of;

a, The aggregate of:

i. The rent provided for in the lcase for the first year of the tease following
the date on which the disclaimer became effective;

i, Fifteen per cent of the rent for the remainder of the term of the lease afler
that year; and

b. Three years’ rent.
Secured Creditors

Secured Creditors are not included in or in any way affected by the Proposaf and will be
paid fn accordance with existing agreements between the Secured Creditors and the
Compeny.
Payment
The Trustee will distribute funds as follows:

a. the Priority Payments;

b. the Unsecured Creditor Payment

Levy

All distributions pursuant to the Proposal are subject to deduction of the levy payable to
the Superintendent of Bankruptcy pursuant to Section 147 and Rule 123(2) of the BIA
{the “Levy™).

Release

Each and every present and former director of the Company, and each and every of their
respective successors and assigns shall be released and discharged by all Affected
Creditors from all Claims which any Affected Creditor may have or have been entitled to
assert against any of the Released Parties for which they would be by law lisble in their
capacity as directors for the payment of such Claims, provided that this provision shall

5
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not release or discharge any of the Released Parties from any Claims that are set out in
section 50(14) of the BIA.

10. Administrative Fees and Expenses

The Administrative Fees and Expenses will be paid by the Company in the ordinary
course from cash flow, subject to approva! from the Court.

L1, Preferences and Transactions at Undervalue

Sections 95 to [0} inclusive of the BIA do not apply to the Proposal

The description of the Proposal is a summary only, and readers are cautioned thal if there is
inconsistency between this report and the Proposal, the terms of the Proposal shall govern.

SECTION C - Financial Position and Causes of Difficulties

A summary of the Company’s historical financial results is set out below:

YD Mél_\'.

© Year Ended Augnst 31 F2015 - F2016

2017

(CADS) SRR SRR o Unawdited

Revenue 446,792 633,338 673,413
2% Growth N/A $2% 6%
Cost of Sales 431,422 768,281 505,766
Gross Margin 15,370 - 134,943 - 232353
Gross Margin (26) 3% -21% -35%
Operating Expenses 1,266,687 2,635,838 2,335,199
Operating Expenses (%) 284% 416% 347%
EBIDTA - 1,281,317 - 2,770,781 - 2,567,552
EBITDA (%) ~280% -137% -381%

The causes of the Company's financial difficulties are detailed in Section A above,

Based on the Company’s short-term cash flow projections for the thirteen (13) week period
ending December 15, 2¢17, the Company does not anticipate any revenues and will require all
expenditures to be funded by the DIP Facility. Revenues are earned in the individual subsidiaties
that are set up to manage projects in their respective jurisdictions. Expenditures during the period
primarily include senior management salaries, key consullants, professional costs to support the
proposal process and funding of the subsidiaries in Korea and Spain,

Any revenues projected to be received by the subsidiaries during the peried of the cash flow have
been used to offset the cash required from DUM. The Brazilian subsidiary is expected to be self-
funding during the period and the Korean subsidiary is projected to require a minimal cash
injection of approximately $10,000.
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Approximately $190,000 will be required to fund the Spanish subsidiary during the projected
period. Part of these funds will be used to engage professionals to allow the Spanish subsidiary to
becomne tax compliant which the Company expects could result in a value-added tax (VAT)
refund of approximately 100,000 euros. These funds will not be realized within the projected
period covered by the cash flow and will not flow directly to DUM, however they will offset
future cash injections required by the Spanish subsidiary.

The Company was facing an immiunent liquidity crisis - cash on hand was projected to be depleted
by the week ending September 29, 2017, The Company’s operations would have ceased and the
Company would virtually have had no prospect of making a viable proposal if it had not arranged
for the DIP Facility.

The Company is actively seeking buyers for each of the subsidiaries and may require additional
funding during these proposal proceedings to conduct a sale process.

As part of its restructuring, the Company has disclaimed certain contracts and its commercial
lease in respect of the Premises, pursuant to 5.65.1 1 and 65.2 of the BIA, respectively.

The Company is also carrying out an operational restructuring, wherein it is shifling its focus
from owning and selling advertising on its own in-tunnel display/advertising systems fo
beconing a technology company selling/licensing the in-twnnel advertising technology systems
aind software it developed and collecting rayalties from the use of systems sold.

SECTION D - Interim Receiver
Not Applicable.
SECTION E - Tdentification and Evaluation of Assets

Per the SOA, the Company’s assets and their estimated realizable value are as listed below.
Furiher details can be found in Section L of this report.

Description Estimated Realizable Value
Accounis receivable £ nif
Cash nil
Inventory 200,000
Furniture 5,000
Shares in subsidiary company 1
Intellectual property 100,600
$305.001

Based on the SOA and a Personal Property Security Act search conducted against registries
nwintained in Ontario and British Columbia on September 21, 2017, the following parties {the
“Seeured Creditors”) have a registered secured interest in the Company’s assets:

1. The DIP Lender; and
2. DUM FHoldings lnc,

* The Secured Creditors noted above are both refated parties (o the Company
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SECTION F - Conduct of the Company
The conduct of the Company does not appear to be subject to censure.

SECTION G - Creditors’ Claims

Per the SOA, the Company’s creditors consist of:

Creditor Classification S0OA Amount
Secured $ 3,344,323
Preferred ntil
Unsecured 658,867
Contingent or Other Liabifities nil

$4.003,100

The above-noted table does not include the claim for damages to be asserted by those creditors
whose agreements were disclaimed pursuant to 5.65.11 or 65.2 of the BIA.

SECTION I - Previous Business Dealings with the Company

The Trustee has had no previous dealings with the Company. MNP Ltd.’s parent firm, MNP
LLP, previously acted as the Company’s auditor and was last involved with auditing the
Company's August 31, 2013 year end financial statements.

SECTIONI - Informat Meeting with Major Creditors

Not Applicable.

SECTION J - Remuneration of Trustee

The Trustee's fees and expenses related to the administration of the Proposal, including legal
fees, will be paid in full by the Company. Prior to consenting to act in this matter, the Trustce
received a retainer of $22,600 from the Company.

SECTION K - Other

Nol appliceble,

SECTION L - Statement of Estimated Realizations

Set out below is the Trustee’s estimate of the distribution to the General Unsecured Creditors if
the Proposal is accepted by the creditors and approved by the Court:

General Unsecured Creditors:

Estimated claims: $658.867
Estimated value of distribution 76,020
Estimated distribution (%) 11.5%

If the Proposal is rejected by the Creditors, the Company will be deemed bankrupt. In a
bankrupicy, the General Unsecured Creditors would collectively form the general pool of
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unsecured creditors and would share on n pro-rata basis any estimated distribution. Should this
oceur, it is estimated that the net realizations will be less than the $3,344,323 owed to the Secured
Creditors, and accordingly (as set-out below) the estimated distribution to the General Unsecured
Creditors is expected to be NIL in a bankrupicy scenario.

The anticipated realizations and potential distributions to the unsecured creditors in a bankruptcy
scenario is summarized below,

Book Value
(as at September 29, Estimated
2017y Realization

Accounts receivable Note § 45,764 Nil
Inventory Xote 2 968,943 200,000
Fumiture Nape 3 279,986 5,000
Shares in substdiary cotnpany, Note d 1,271,083 )
Intellectual property Now § Nil 140,000
Prepaid Expense Note 6 16,809 Nil
Total: ¥ 2,565,776 3 305,001
Less:
Claims of Preferred Creditors Note 7 Nil
Claim of Secured Creditor Now 7 344,323
Avaitable for distribution to unsecured creditors Nil
Notes:

1. The Company's accounts receivable consists of a note receivable from TVYS Global
America, which note was due in August 2015. Management advises that it does
not anticipate this note is collectible.

2. Inventory consists primavily of equipment to be transferred lo subsidiaries for
installation at corrently identified locations. The inventory has been purchased
specific for these locations and operated on the proprietary platform owned by
DUM. A forced liquidation would result in minimal return, The Trustee has not
sought an appraisal on the value of this inventory.

3. Equipment consists of office furniture and fixtures, computer hardware and
software. The Trusiee has not obtained an appraisal in respect of the liquidation
value of these assets.

4. DUM owns 100% of the shares of Brodhead Invest Spain, Digital Underground
Media Company Korea Ltd., Digital Underground Media Espacos Publicitarios
Ltda. and Digital Underground Media Tne, (USA). The subsidiaries own and
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operate the advertising systems in the respective countries of incorporation. The
Company is actively pursuing buyers for these subsidiaries as a means of reducing
or eliminating the ongoing financial burden on the Company arising from its
ongoing financial support of the subsidiaries, The inteflectual property necessary
to operale the systems is owned by DUM and the subsidiaries’ value is therefore
tied to the continued operation and supporl from DUM., While the Trustee has not
conducted a valuation of these subsidiaries, in the event of DUM’s bankruptey, it is
unlikely that the Trustee will realize any value from these shares given these
subsidiaries have incurred, and continue to incur losses,

5. DUM’s intellectual property largely consists of the patented technology associated

with its in-tunnel display advertising business. To date, DUM has not gained
traction with Hs proprietary technology to the extent required to create a
commercially viable business. As noted above under Fingncial Position and
Ceouses of Financial Difficulty, the Company’s current financial difficulty is
attributable to the failure of an instimtional investor to provide funding per its
agreement with DUM resulting Ja insufficiemt working capital to grow DUM’s
business to 4 scale where it becomes viable, The Trustes has not aranged 1o have
DUM'’s patented technology valued. If DUM were to becomne bankrupt, the forcod
liquidation value of the intellectual property would be negatively impacted by: (i}
the Licensed Insolvency Trustee’s limitations in transferring knowledge to a
prospective purchaser; and (ii) the sizeable investnent that would be reguired to
support the working capital requirements of the business.

6. Prepaid expenses represent & lease deposit for the Company's offices in

Vancouver. No realizations are likely from these assets in a bankruptcy.

7. in the event of a bankruptcy, claims of Preferred Creditors and Secured Creditors

would rank shead of unsecured creditors. The Trustee has not obtained an
independent legal opinion on the validity or enforceability of the security granted
by DUM to its Secured Creditors.

8. The above-notcd statement of estimaled realizations does not take into

considerntion the significant professional fees associaled with administering
DUM’s bankrupicy and/or a receivership of the Assets,

Preferences and Transactions at Under Value

The Proposal provides that sections 95-101 of the BIA are not applicable. To assess the
reasonableness of the inclusion of this clause, the Trustee completed a review of the Company’s
books and records to enable it to report to ¢reditors on potential preferences or transfers at
undervalue. The scope of the Trastee’s review was limited to:

examining cheques and transfers greater than $10,000 in the hwelve (12) month period
preceding the Proposal filing;

reviewing the accounts payable sub ledger for the three (3) months preceding the
Proposal filing 1o determine if any creditor’s balance was significant!y reduced inonth

over month; and

inquiring with management whether any assets were transferred or disposed for no
consideration or conspicuously less than fair market value.

10
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Based on the above review, the Trustee did not identify any transactions in the last 12 months that
could be considered preferences or transactions at under value

SECTION M - Recommendations
The Trustee recommends the acceptance of the Proposal for the following reasons:

+ it contemplates a kigher and more certain distribution for unsecured creditors, based on
the total estimated claims;

« it provides for the continued employment of DUM?s current employees; and

¢ ii preserves a customer for trade creditors.
SECTION N - Technical Requirements for a Successful Proposal

This Proposal will become effective only if, among other things, it is accepled by a resclution of
the unsccured creditors and approved by the Couwrt, To obtain creditor approval, a simple
majority in the number of unsecured creditors voting, with this majority representing at least 2/3
of the dollar value of the unsecured creditors voting, must vote in favour of the Proposal. If the
unsecured creditors do not aceept the Proposal, then the Company will be deemed to have made
an assignment in bankruptcy and a meeting of crediters in the matter of the bankruptcy will
immediately take place,

If the unsecured creditors vote to accept the Proposal, Court approval of the Proposal must then
be sought. If the Court does not approve the Proposal, the Company would be deemed to have
made an assignment in bankruptcy and the Trustee will then call a meeting of creditors in the
matter of the bankruptey.

When completing the Proof of Claim form submitted herewith, Creditors should include all
outstanding amounts as at September 21, 2017, the date of the filing of the NOL. It is expressly
noted and should be clearly understocd that the Trustee, in its capacity as Trustee, sssumes no

personal liability for any claims that Creditors smay have against DUM either before or after the -

[Hing of the Proposal.

Creditors may attend, in person or by proxy, the meeting to consider the Proposal, which will be
held in the Office of the Trustee, MNP Ltd., located at 111 Richmond Street West, 3™ Floor,
Toroato, Ontario on October 19, 2017 at 10 AM (Toronto time).

Creditors who do not wish to attend ar be represented al the meeting but who wish to vote, may
forward their Proofs of Claim and voting letters by either email to jessie.hue@nmnp.ca or fax to
(416) 323-5242, 10 the Trustee so as Lo be received prior to 10 AM on Qctober 19, 2017,

If you should have sny questions or comments on the Praposal or this report, please do not
hesitate to contact the undersigned,

1
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Dated at Toronto, Ontario, the 6" day of October 2017.

MNP LTD.,

In its capacity as Trustee under the

Notice of Intention to make a Propoesa) of
Digital Underground Media Inc.,

and not in its personal or corporate capacities
Per:

y 2

Sheldon Title, CPA, CA, CIRP, LIT

Encl,
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DISTRICT OF ONTARIO
Division No 09 - Toronto
Court and Estate Nos. 31-2295766

NOTICE OF PROFCSAL TO CREDITORS

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC.
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE PROVINCE OF ONTARIO
WITH A HEAD OFFICE IN THE CITY VANCOUVER, IN THE PROVINCE OF BRITISH COLUMBIA

On October 2, 2017, Digital Underground Media inc. ("DUM" or the "Company") lodged with us a
Proposal pursuant to the Bankrupicy and Insolvency Act (the "Act’). On the same day the Proposal was
filed with the Official Recelver.

Attached to this notice are the following documents,

The Proposal

Statement of Affairs, dated September 29, 2017
Report of the Trustee on the Proposal

Proof of Ctaim form

Proxy form

Voting letter

nmoow»

A general meeting of the creditors will be held on the 19 day of October, 2017 at 1000 AM at the offices
of the Trustee;
MNP Lid.

300 - 111 Richmond Street West
Toronto, ON MSH 2G4

The creditors or any class of creditors qualified to vote at the meeting may by resclution accept the
Proposal either as made or as altered or modified at the meeting. If so accepted and if approved by the
Court, the proposal is binding on all the creditors or the class of creditors affected.

Proofs of claim, proxies and voting letters intended to be used at the meeting must be lodged with
us prior to the time appointed for the meeting of creditors either via email or via facsimile at
{418} 323-5242. Proof of claim forms are to be filed based on the amount owed as of September
21, 2017, the date the Notice of Intention to Make a Proposal was filed, '

Dated at TORONTO, ONTARIO this 6th day of October, 2017,

MNP Ltd.
Trustee re: the Proposal of
Digital Underground Media Inc.

Per: W

Sheldon Title, CPA, CA, CIRP, LIT

LICENSED INSOLVENCY TRUSTEES

Praxjty: goecme 111 RICHMOND STREET WEST, SUITE 300, TORONTO, ON_ M5H 2G4

GLOBAL ALLIAMGE OF

VHDEPENDENT FIANS T R kAR | CAr P: 416.596.1711 f:416.596.7894 MNPdebt.ca



District of: Ontario

Division No. 08 - Toronto 130
Court No. 312205765

Estate No. 31.2295766

FORM 92
Notice of Proposal to Creditors
{Section 51of the Act)

in the matter of the proposal of
Digital Underground Media Inc.
a Company Incorporated Pursuant to the Laws of the Province of Ontario
with a Head Office in the City of Vancouver, in the Province of British Columbia

Take notice that Digital Underground Media Inc. of the City of Vancouver in the Province of British Columbia has lodged with us a
proposal under the Bankruptey and Insolvency Act.

A copy of the proposal, a condensed statement of the debtor's assets, and liabiliies, and a list of the creditors affected by the
proposal and whose claims amotnt to $250 or more are enclosed herewith.

A general meeting of the creditors will be held at300 - 111 Richmond Street West, Toronto, ON on the 19th day of Ociober 2017
at 10:00 AM.

The creditors or any class of creditors qualified to vote at the meeting may by resolution accept the proposal either as made or as
altered or modified at the meeting. If so accepted and if approved by the court the proposal is binding on all the creditors or the class
of creditors affected.

Proofs of claim, proxies and voting letters intended to be used at the meeting must be lodged with us prior to the commencement
of the meeting,

Dated at the City of Toronto in the Province of Ontario, this 6th day of October 2017.

MNP LTD. - Licensed Insolvency Trustee

)

300 - 111 Richmond Street Wast
Toronto ON M5H 2G4
Phone: (416) 596-1711  Fax: (416) 3235242

{A form of proof of claim, a form of proxy and a voting letter should be enclosed with each notice.)
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FORM 92 — Confinued

List of Creditors with claims of $250 or more. 131
Creditor Address Accountf Claim Amount

Ade & Company Inc 2157 Henderson Hwy 584.00
Winnipeg MB R2G 1P3 CA

Beacon Securities Limited 66 Wellington Street West | Suite 4050, TD Tower 157,500.00
Toronto ON MoK 1H1 CA

Best Best Krieger LLP 3390 University Avenue 380.58
Riverside CA 92501 USA

David Chae 102-704 Yeoungtong e-Pyeonhansesang Apt 239 250,000.00
Yeangtong-ro, 200 beaa-gll, Yeontong-gu, Suwon-si,
Gyeonggi-do Korea

Denise Cooper 186 St George Street, Suite 200 14,604.00
Teoronto ON MSR 2N3 CA

DUM Holdings Inc. Suite 1600, 1 First Canadian Place, 100 King Street 528,291.47
West
Foronto ON M5X 1G5 CA

EY 700 W Georgia St 42,000.00
Vancouver BC VTY 1C7 CA

Gowlings WLG Suite 1600, 1 First Canadian Place, 100 King Street 31,684.00
West
Toronto ON M5X 1G5 CA

innovex 3,Cheangmyeongnam-ro, Yeangtong-gu 80,000.00
Suwon-si, Gyeonggi-do Korea

JD Craig Holdings Inc 4280 Rockridge Road 2,816,031.78
West Vancouver BC VIW 1A5 CA

Neil East Sound Broadcasting | 1A - 1455 Waverley Strest 15,680.00

Lid. (SBL) Winnipeg MB R3T 0P7 CA

Palms Crealive Inc 205 - 309 W Cordova St 7.875.00
Vancouver BC V6B 1E5 CA

Piasetzki Nenniger Kvas LLP | 120 Adelaide St W Suite 2308 423.00
Teoronto ON M5H 1Tt CA

Stambol Studios Inc. 104 - 1309 West 14th Ave 7,245.00
Vancouver BC VEH 1R2 CA

Stantec Consulting Lid, ¢fo Lockbox 310260, PO BOX 578, STN M 10,061.00
Calgary AB T2P 242 CA

Tomik2 inc. 62 Wendover Road §,722.00
Toronto ON MBX 2.3 CA

Vilarreal Garcia Torre Sofia | Ricardo Margéin 440-701 13,600.77

Valle del Campestre, San Pedro Garza Garcia, N.L
66265 Mexico
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FORM 92 — Concluded

List of Creditors with claims of $250 or more. 1 3 2
Creditor Address Account# Claim Amount
Waterford Partners 350-1 First Canadian Place Toronto Board of Trade 7,350.00
Tower
Toronto ON M5X 1C1 CA
Total ' 4,003,032.60
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District of Ontari%34
Division Ne. 09 -Toronto
Court File No. 31-2295766
Estate No. 31-2295766
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC,,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER,
IN THE PROVINCE OF BRITISH COLUMBIA

PROPOSAL

Digital Underground Media Inc. (the “Company™) hereby submits the following
Proposal under the provisions of the Bankruptcy and Insolvency Act, R.8.C. 1985, c. B-3, as

amended.
Definitions
1 In this Proposal, capitalized terms have the following meanings:

(a) “Act” means the Bankruptcy and Insolvency Act, RS.C. 1985, ¢. B-3, as

amended.

(b)  “Administrative Fees and Expenses” means:

(i)  the proper fees and expenses of the Trustee incidental to the preparation
and facilitation of the Proposal and any amendments thereto, including,

without limitation, its legal fees and disbursements; and

(iiy  the legal fees and disbursements of the Company on and incidental to

negotiations in connection with the approval of the Proposal, court
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proceedings relating to the Proposal and the transactions and agreementlss
contemplated hereby, including, without limitation, advice to the

Company.

(c) “Approval” means the approval of the Proposal by the statutory majorities of
the creditors under the Act and by the Court by way of the Approval Order
pursuant to a final and enforceable order which has become final as a result of
the appeal period having expired without there having been an appeal, or an
appeal having been lodged and the order approving the Proposal having been

confirmed or the appeal withdrawn or dismissed.
(d)  “Approval Date” means the date upon which the Approval occurs.

(e) “Approval Order” means the Court order(s) made under this Proposal
approving the Proposal and directing the implementation of the Proposal,
which orders may, without limitation, authorize the filing by the Company of
the articles of reorganization, the cancellation of issued and outstanding shares
in the capital of the Company, the issuance of the New Common Shares and

the appointment of a new board of directors of the Company.

® “Business Day” means a day other than a Saturday or a Sunday on which

banks are generally open for business in Toronto, Ontario.

() “Claim” means any right of any Person against the Company in connection
with any indebtedness, liability or obligation of any kind owed by the
Company at the Filing Date, and any interest accrued thereon or costs payable
in respect thereof, whether liquidated, unliquidated, fixed, contingent, matured,
not matured, disputed, undisputed, legal, equitable, secured, unsecured, present,
future, known or unknown, by guarantee, surety or otherwise, and whether or
not such right is executory or anticipatory in nature, including, without
limitation, the right or ability of any Person to advance a claim of contribution

or indemnity or otherwise with respect to any matter, action, cause or chose in
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action, whether existing at present or commenced in the future, and any
indebtedness, liability or obligation of any kind arising out of the repudiation,
restructuring or termination of any contract, lease, license, equipment lease,
employment relationship or other apreement after the Filing Date, or any
claims that may arise under any contract, lease, license, equipment lease,
employment relationship or other agreement which may arise as a result of the
insolvency of the Company, including, without limitation, any other
indebtedness, liability or obligation of any kind that, if unsecured, would be a
debt provable in bankruptcy within the meaning of the Act, and “Claims”

means all of them.

(h) “Common Shares” means the existing authorized, issued and outstanding
common shares of the Company, including both Class A shares and Class B

shares.

@) “Consideration” means the aggregate of: (i) the Share Consideration; and (ii)

the Loan Consideration.

) “Court” means the Ontario Superior Court of Justice.

(k)  “Creditor” means any Person having a Claim, and “Creditors” means all of

them.

B “DIP Lender” means J.D. Craig Holdings Inc.

(m) “DIP Loan Agreement” means the agreement between the DIP Lender and the
Company dated September 22, 2017, pursuant to which the DIP Lender will
provide financing to the Company in the maximum amount of $750,000 in
order to finance the Company’s working capital requirements and other general
corporate purposes and capital expenditures during the period of its
restructuring, which agreement was approved by the Court by way of the Order
of the Honourable Justice Hainey dated September 25, 2017.
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(n)  “Distribution Date” means a date selected by the Trustee in consultation witl}37

the Inspectors.

(o)  “Filing Date” means September 21, 2017, being the date upon which the
Company filed its Notice of Intention to File a Proposal under the Act.

(p)  “Forbearance Agreement” means the agreement between the DIP Lender,
DUM Holdings Inc., and the Company dated September 15, 2017, pursuant to
which the DIP Lender and DUM Holdings Inc. have agreed to forbear from
enforcement of their security, and to provide continued support to the Company

through its restructuring, in accordance with the terms of that agreement.

(@  “Implementation Date” means immediately following the Approval Date or

the date the conditions are met as set out in paragraph 26 hereof.
) “Inspectors” means the Inspectors described in paragraph 35 hereof.
(s) “Investor” means 7677189 Canada Ltd.

® “Loan” means the loan made by the Investor to the Company in the maximum

principal amount of $76,000, pursuant to the Loan Agreement.

() “Loan Agreement” means the agreement between the Investor and the
Company dated as of or before the Meeting of Creditors whereby the Investor
agrees to advance the Loan to the Company pursuant to the terms and

conditions of the Loan Agreement.

(v}  “Loan Consideration” means proceeds payvable to the Company under the

Loan Agreement.

(w)  “Meeting of Creditors” means the meeting of Creditors to consider this

Proposal prescribed by section 51(1) of the Act.
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(x)  “New Common Shares” means all the new common shares to be issued in thls 8

share capital of the Company, as described in Schedule “A* hereto,

) “OBCA” means the Business Corporations Act, R.8.0. 1990, c. B.16, as

amended.

(@  “Performance of the Proposal” means the payment of all amounts to be paid
to the Trustee for the distribution to Creditors in respect of Claims, including,
without limitation, the implementation of the provisions of the Proposal as

described in paragraph 27 hereof.

(aa) “Person” means any individual, partnership, joint venture, trust, corporation,
unincorporated organization, government or any agency or instrumentality

thereof, or any other entity howsoever designated or constituted.

(bb) “Post-Filing Claim” means any Claim resulting from an obligation incurred by
the Company in the normal course of business of the Company in respect of
goods or services supplied to the Company after the Filing Date and extends to

the following:

(i) amounts owing to the Trustee and its solicitors and the Company’s

solicitors; and

(ii)  Her Majesty the Queen in right of Canada and in right of Ontario for
amounts owed in respect of federal, provincial or state sales or excise
taxes collected subsequent to the Filing Date, or amounts owing in respect
of source deductions on account of employee income tax, Canada
Pension Plan contributions and Employment Insurance premiums arising

subsequent to the Filing Date,



(cc)

(dd)

(ee)

(ff)

(s8)

(hh)

(i)

-6-

but does not include Claims under any contract, lease, equipment iease,13 9
license, employment arrangement or other agreement which may arise as a

result of the insolvency of the Company.

“Preferred Claim” means any Claim for which Section 136 of the Act
prescribes payment in priority to an unsecured Claim, and “Preferred Claims”

means all of them.

“Preferred Creditor” means a Creditor of the Company having a Preferred

Claim, and “Preferred Creditors” means all of them.

“Priority Payment” has the meaning ascribed to it in paragraph 18 of this

Proposal.

“Proposal” means this proposal dated September 30, 2017, as the whole may

be amended from time to time.

“Proposal Fund” means the aggregéte of: (i) the Share Consideration; and (ii)

the Loan Consideration, net of any levies payable or due under the Act.

“Proposal Period” means the period between the Filing Date and the

Performance of the Proposal.
“Proven Claim” means any Claim in respect of which a proof of claim:
(i)  has been filed with and allowed by the Trustee; or

(ii)  has been filed with the Trustee and valued or determined in accordance

with the provisions of the Act,

provided, however, that a Proven Claim shall not include a Claim:
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(i) by any Person who has received written notification from the Trustee tha140

the Claim has not been filed on a timely basis or has been disallowed; or

(ii)  in respect of which a proof of claim has not been filed within 30 days of
the date on which the Trustee mailed to the Creditor having such Claim a

notice pursuant to Section 149 of the Act.

()  “Reorganization” means the creation and issuance of the New Common
Shares, the cancellation of the Common Shares and the other amendments to
the Company’s articles of incorporation described in sections 28 to 33 of this

Proposal.

(kk) “Secured Creditor” means any Person holding a mortgage, hypothec, pledge,
charge, lien or privilege on or against the property of the Company or any part

thereof as security for a Claim, and “Secured Creditors” means all of them.
()  “Secured Creditor Claims” means all Claims of Secured Creditors.

(mm) “Shareholders” means those Person(s) who are holders of Common Shares, or

any other equity of any kind of the Company.

(nn) “Share Consideration” means proceeds payable to the Company under the

Subscription Agreements.
(o0) “Subscription Agreements” means:

(i)  the agreement dated as of or before the Meeting of Creditors between the
Company and the Investor, as the same may be amended from time to
time, regarding the subscription by the Investor for the New Common
Shares for the aggregate consideration of $10,00; and

(ii)  the agreement dated as of or before the Meeting of Creditors between the
Company and the DIP Lender as the same may be amended from time to
time, regarding the subscription by the DIP Lender for the New Common
Shares for the aggregate consideration of $10.00.
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(pp)  “Trustee” means MNP LTD., in its capacity as trustee under the Proposal, an! 41

not in its personal capacity, and without any personal or corporate liability.

(qq) “Unsecured Creditor” means any Creditor other than a Preferred Creditor and

a Secured Creditor whose Claim arose;

(i) by reason of the supply of goods or services to or for the account of the

Company prior to the Filing Date;
(ii) by reason of loaning of money to the Company on an unsecured basis;

(iif)  in the case of executory contracts in existence prior to the Filing Date, by
reason of the restructuring, repudiation or termination of such contracts

subsequent to the Filing Date;
(iv)  which Claims arose by any other reason prior to the Filing Date; or

(v}  the unsecured portion of any Claim, the balance of which is secured

against all or any of the assets of the Company,
and “Unsecured Creditors” means all of them.
()  “Unsecured Creditor Claims” means all Claims of Unsecured Creditors.

(ss) “Unsecured Creditor Payment” has the meaning ascribed to it in section 15

of this Proposal.

(tt)  “Warrants™ means the existing authorized, issued and outstanding warrants to

purchase Common Shares of the Company.



Purpose of Proposal 142
2 The purpose of this Proposal is to effect a restructuring of the business and affairs of the

Company in the expectation that all Creditors will derive a greater benefit from the continued
operation of the business and affairs of the Company than would result from a forced
liquidation of its assets. The Company is being supported through this process by the DIP
Lender, which has provided financing to the Company through its insolvency prior to the Filing
Date, and will continue to provide ongoing financing to the Company through the Proposal
proceedings by way of the credit facility provided for in the DIP Loan Agreement. It is also
being supported by the Invesior, which is advancing to the Company the funds that will form
the Proposal Fund to be distributed to creditors in accordance with the provisions of this

Proposal.

3. An integral part of the Proposal is the cancellation of the existing and outstanding share
capital of the Company, in light of the lack of value of the share capital due to the Company’s
insolvency. Upon the implementation of the Proposal, and in consideration of their support for
the Company through the Proposal proceedings, the DIP Lender and the Investor have agreed to

acquire the New Common Shares pursuant to the Subscription Agreements.

4, This Proposal is intended to provide a fair recovery to all Creditors and to provide the
Company with the financial stability to continue its business operating from and after the

Implementation Date.

Effect of Proposal

5. This Proposal restructures the affairs of the Company and amends the terms of any and
all agreements between the Company and the Creditors or the Shareholders existing as at the
Implementation Date to the extent affected by this Proposal, and provides the essential terms on
which all Claims and the interests of the Shareholders will be fully and finally resolved and
settled. During the Proposal Period, the provisions of Sections 65.1 and 69.1 of the Act shall be
in effect. Without limiting the generality of the foregoing, during the Proposal Period all
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Creditors will be stayed from commencing or continuing any proceeding or remedy against th143

Company, as further described in paragraph 34 hereof.

Persons Affected

6. This Proposal will, as of the Implementation Date, be binding on the Company and all
Creditors (except Secured Creditors), Shareholders and other persons named or referred to

herein in the manner provided for in this Proposal and the Act.

Restructuring of the Company

7. Prior to the Meeting of Creditors, the Company and the Investor will have entered into
the Loan Agreement, pursuant to which the Loan Consideration will be advanced by the
Investor to the Company following the Approval Date. The Company will, in turn, advance the

Loan Consideration to the Trustee.

8. Prior to the Meeting of Creditors, each of the Company and the Investor, and the
Company and the DIP Lender, will have entered into the Subscription Agreements, pursuant to
which the Subscription Consideration will be fully advanced to the Company following the
Approval Date. The Company will, in turn, advance the Subscription Consideration to the

Trustee.

9. A condition to each of the Subscription Agreements is that the Company implement this
Proposal to its Creditors, including the Reorganization, pursuant to the Act and authorized by
the OBCA.

10.  Pursuant to the terms of the Subscription Agreements and the Loan Agreement, and
upon the successful implementation thereof in accordance with their terms, the Investor and the
DIP Lender will pay the Consideration to the Company, and in turn, the Company will pay the

Consideration to the Trustee for distribution to the Creditors.
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11.  Subject to the satisfaction or waiver of the conditions precedent set out in paragraph 2& 44
of this Proposal, the following steps will occur, and be deemed to occur, sequentially in the

following order, on the Implementation Date:

(a) the Company shall be released from all the Claims of Creditors (except Secured
Creditors), which shall be fully and finally compromised in accordance with

the provisions of the Act and this Proposal;

{b) articles of reorganization causing the Reorganization, as more fully described

in paragraph 28 of this Proposal, will be filed by the Company;

© a certificate of amendment reflecting the amendments to the articles of
incorporation of the Company caused by the articles of reorganization shall be
issued by the Director under the OBCA;

(d)  the Subscription Agreements will be completed in accordance with their terms,
provided that all conditions thereto have been satisfied or (when waivable)
waived, whereupon, among other things, the New Common Shares shall be
acquired by, and share certificates in respect thereof shall be issued by the
Company to, the Investor and the DIP Lender against payment of the Share

Consideration to the Trustee; and

(e)  upon Approval and completion of the Loan Agreement and of the Subscription
Agreements, the Investor shall remit the Loan Consideration to the Company
which will, in turn, remit the Loan Consideration to the Trustee, and the
Investor and the DIP Lender shall remit the Share Considetation to the

Company which will, in turn, remit the Share Consideration to the Trustee,

Proposal Affecting Secured Creditors

12, This Proposal is not being made to the Secured Creditors and accordingly, Secured

Creditors shall not be entitled to vote on the Proposal.
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13.  Claims of Secured Creditors, if any, shall be paid by the Company in accordance wit1145
agreements between the Company and the Secured Creditor including, without limitation, the
Forbearance Agreement and the DIP Loan Agreement, as those agreements may be amended or

supplemented from time to time.

Proposal for Unsecured Creditors

14, All Unsecured Creditors shall form part of a single class of Unsecured Creditors for

voting and distribution purposes.

15.  Each Unsecured Creditor who has a Proven Claim shall receive a payment representing
each such Unsecured Creditor’s pro rata share of the Proposal Fund, less any amounts to be

paid as Priority Payments (the *“Unsecured Creditor Payment™).

16.  Unsecured Creditors will accept the payments provided for in this Proposal in complete
satisfaction of all their Claims and all liens, certificates of pending litigation, executions,
security interests or any other similar charges or actions or proceedings in respect of such
Claims will have no effect in law or in equity against the property, assets and undertaking of the
Company, all of which shall be released upon payment of the amounts provided for in this
Proposal. The Unsecured Creditors shall take such actions and do such other things as are

necessary, at their sole cost, to file or record any required discharges of any of the foregoing.

17.  Landlords of premises that have been terminated, disclaimed or repudiated shall be
entitled to file a proof of claim as Unsecured Creditors for an amount equal to the lesser of: (i)
the rent provided for in the lease for the first year of the lease following the date on which the
disclaimer becomes effective plus fifteen percent (15%) of the rent for the remainder of the
term of the lease after that year; and (ii) three (3) years of rent. Landlords of disclaimed
premises shall not be entitled to claim for accelerated rent pursuant to Section 65.2(4)(a) of the
Act.
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Crown Claims, Preferred Claims and Employee Claims 146

18.  Amounts, if any {collectively, the “Priority Payments™):

{a) owing to Her Majesty in Right of Canada or a Province, as enumerated in
Section 60(1.1) of the Act, which shall be paid in full within six (6) months
following Approval;

(b)  owing to employees and former employees, that such persons would have been
qualified to receive under Section 136(1)(d) of the Act if the Company became
bankrupt on the Filing Date, which shall be paid immediately following
Approval; and

(c)  any Proven Claim in respect of a Preferred Claim, without interest,

shall be paid in full and in priority to all Unsecured Creditors.

19, For the pwrpose of voting, the Preferred Creditors shall fall within the class of

Unsecured Creditors.

Funds Payable Under Proposal

20.  The amount to be paid to Creditors on the Distribution Date on account of their Proven

Claims shail be paid from the Proposal Fund.

21.  The Trustee will remit payments to Creditors in the following order:

(a) the Priority Payments; and
(b)  the Unsecured Creditor Payment.

22,  Any such payments made by the Trustee to Creditors in this Proposal shall be made by

the Trustee net of any levies payabie or due under the Act.
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Administrative Fees and Expenses

23.  The Administrative Fees and Expenses will be paid by the Company in the ordinary

course from cash flow, subject to approval by the Court.

Payment of Crown Claims

24, During the period between the Filing Date and Approval, the Company shall pay and

keep current:

(a) all amounts owing to Her Majesty in right of Canada and in right of Ontario of
a kind that could be subject to a demand under Section 224(1.2) of the Income
Tax Act (Canada) or any substantially similar provision of provincial

legislation; and

(b)  all amounts collected in respect of sales taxes on behalf of Canada Revenue

Agency and any provincial Ministry of Finance.

Goods or Services Given Afier Filing Date

25.  Any Post-Filing Claim shall be paid in full in the ordinary course by the Company or as
negotiated between the Company and its vendors. The Company shall dispose of no assets
other than as contemplated by this Proposal, or other than in the normal and regular course of
its ongoing business. The Company agrees that the Trustee shall not in any case be responsible
for ensuring that payment is duly made pursuant to paragraph 24 hereof and to all those persons
supplying goods or services after the Filing Date. All Creditors hereby release and forever
discharge the Trustee from any and all liability relating to the Company’s non-payment of any

liabilities under this paragraph.

Conditions of Proposal

26.  The Proposal and its implementation by the Company is conditional upon fulfilment or

satisfaction of each of the following conditions:
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(a) the taking of all necessary corporate actions and proceedings to approve thl' 48

Proposal;
(b)  the granting of the Approval Order;
(c) the completion of the Loan Agreement prior to the Meeting of Creditors;

(d)  the advancement of the Loan Consideration by the Investor to the Company

and, in turn, the Trustee;

(¢)  the completion of the Subscription Agreements prior to the Meeting of

Creditors;
4] the completion of the Reorganization;

(g) the advancement of the Share Consideration by the Investor and the DIP

Lender to the Company and, in turn, the Trustee;
(h)  the payment of the Administrative Fees and Expenses; and

(i) the performance by each of the Company, the Investor and the DIP Lender of
all their respective obligations pursuant to the Proposal and the transactions

contemplated herein,

27.  Once all of the above conditions have been fulfilled or satisfied, or (where waivable)
waived, the Performance of the Proposal shall be deemed to be fully complete and the Trustee

will deliver and file with the Court a certificate pursuant to Section 65.3 of the Act.

Share Capital

28.  On the Implementation Date, the articles of incorporation of the Company shall be

amended pursuant to the articles of reorganization in the following sequence:
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@  to delete and cancel all of the authorized share capital of the Company and td 49
delete and cancel all of the rights, privileges, restrictions and conditions
attaching thereto, including, but not limited to, deleting and cancelling all of
the Common Shares and all of the Preferred Shares (as defined in the
Company’s articles of incorporation);

(b)  to create an unlimited number of New Common Shares and to provide that the
rights, privileges, restrictions and conditions attaching to the New Common
Shares are as set out in Schedule “A” hereto; and

(©)  providing that, after giving effect to the foregoing, the authorized share capital
of the Company shall consist only of an unlimited number of New Common
Shares,

29.  All existing and outstanding Warrants, together with contracts pursuant to which

Warrants may be issued in future, shall be cancelled.

30.  No Shareholder will be entitled to any payment or other compensation with respect to

the cancetlation of itsther/his Common Shares, Warrants or otherwise.

31.  The aggregate stated capital for the purposes of the OBCA of the New Common Shares
issued to the Investor and the DIP Lender under the Subscription Agreements and pursuant to

this Proposal shall be as set out in Schedule *B*.
32.  The Shareholders shail not be entitled to vote on this Proposal.

33, The Shareholders shall not have any rights of dissent pursuant to Section 186(6) of the
OBCA in respect of this Proposal.

Stay of Proceedings

34.  During the Proposal Period, and provided the Company is not in default hereunder, each
Creditor will be stayed from commencing or continuing any proceeding or remedy against the
Company or its property based upon a Claim existing on or before the Filing Date, or whose
Claim has arisen after the Filing Date as a result of the termination, repudiation or restructuring
of any contract, lease, license, equipment lease, employment relationship or other agreement
after the Filing Date, including, without limitation, any proceeding or remedy to recover
payment of such Claim, to realize against any security granted in respect of such Claim, to

recover or enforce a judgment against the Company in respect of such Claim or to initiate any
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proceedings against it under any applicable bankruptcy, insolvency or other laws in respect 0}50

such Claim, other than an application or proceeding in connection with this Proposal.
Inspectors

35. (a) At the meeting of the Unsecured Creditors to be held to consider the Proposal, the
Creditors may appoint one or more but not exceeding five (5) persons to act as

Inspectors, whose powers shall be limited to:

(i)  advising the Trustee from time to time with respect to any matter that the

Trustee may refer to them;

(i)  advising the Trustee concerning any dispute which may arise as to the

validity of Claims of Unsecured Creditors; and

(iii)  authorizing an extension of time for payments due to the Unsecured

Creditors pursuant to this Proposal.

(b)  Any decision, direction or act of the Inspectors may be referred to the Court by
the Trustee and the Court may confirm, reverse or modify the decision,

direction to act and make such order as it thinks just.

{c) The authority and term of office of the Inspectors will terminate upon the

discharge of the Trustee.

{d}  The chairperson may adjourn the meeting of creditors upon an adjournment
being required by the creditors by ordinary resolution, pursuant to s. 52 of the
Act,

Release of Directors

36.  Upon the Implementation Date, the Company, each and every present and former

director of the Company (collectively, the “Released Parties™) shall be released and discharged
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from any and all demands, claims, actions, causes of action, counter claims, suits, debts, sum151
of money, accounts, covenants, damages, judgments, expenses, executions, options, liens and
other recoveries on account of any liability, obligation, demand or cause of action of whatever
nature which any Creditor or Person may be entitled to assert, in the case of the Released
Parties as of the Filing Date, including, without limitation, any and all Claims in respect of the
potential statutory liabilities of the present or former directors of the Company, and any and ali
Claims relating to any obligations of the Company where the present or former directors are or
may be by law liable in their capacity as directors for the payment of such obligations, and
provided that nothing herein shall release or discharge any of the present or former directors of

the Company from the exceptions set out in Section 50(14) of the Act.

Effect of Payment

37.  Creditors will accept the payment of the amounts set out in the applicable provisions of
this Proposal in complete satisfaction of all their claims, and all mortgages, charges, security
interests, encumbrances, liens, writs of seizure and sale, certificates of pending litigation,
executions or any other similar charges, actions or proceedings in respect of such Claims will,
as of the Implementation Date, have no effect in law or in equity against the Company and the
property, assets or undertakings of the Company and will be discharged, dismissed or vacated,
as the case may be, at no expense to the Company, by each holder thereof no later than ten (10)
Business Days after the Implementation Date, or failing same, by order of the Court made

without notice to such holder.

Compromise Effective for all Purposes

38.  The payment, compromise or other satisfaction of the Claims and the treatment of
Shareholders under this Proposal shall be binding upon the Creditors holding the Claims and
upon the Shareholders, their heirs, executors, administrators, successors and assigns, for all
purposes and in the case of any Claim shall also be effective to relieve any third party directly
ot indirectly liable for such Claim, whether as guarantor, indemnitor, tenant, director, joint

covenator, principal or otherwise.
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39.  The provisions of Sections 95 to 101 of the Act shall not apply to this Proposal. 152
Discharpe of Trustee

40.  Upon the payment by the Trustee of the amounts prescribed herein, the Trustee shall
have discharged its duties as Trustee and the Trustee shall be entitled to apply for its discharge
as Trustee. For greater certainty, the Trustee will not be responsible or liable for any obligations
of the Company and will be exempt from any personal liability in fuifilling any duties or
exercising any powers conferred upon it by this Proposal unless such acts have been carried out

in bad faith and constitute a wilful or wrongful act or default.

Amendment

41.  This Proposal may be amended by the Company with the consent of the Trustee at any
time prior to the conclusion of the meeting of Unsecured Creditors called to consider the
Proposal, provided that any amendment made pursuant to this paragraph shall not reduce the
rights and benefits given to the Creditors under the Proposal before any such amendment, and

provided further that any and ail amendments shall be deemed to be effective as of the Filing
Date of the Proposal.

Further Actions

42,  The Company and the Creditors will execute and deliver all such documents and
instruments and do all such acts and things as may be necessary or desirable to carry out the full

intent and meaning of this Proposal and to give effect to the transactions contemplated hereby.

Date for Action

43.  Inthe event that any date on which any action is required to be taken hereunder is not a
Business Day, such action will be required to be taken on the next succeeding day that is a

Business Day.
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All times expressed in this Proposal are local time in Toronto, Ontario.

[The remainder of this page is intentionally left blank.]
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DATED AT THE CITY OF VANCOUVER, in the Province of British Columbia, this 30" da} 54
of September, 2017,

DIGITAL%ROUND MEDIA INC.
By: '\

Name: TR %Qy—"

Title: tonw@eraces
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Schedule “A” 155

Unlimited number of New Common Shares with the following rights, privileges and restrictions:

1 Voting Rights

Each holder of Common Shares shall be entitled to receive notice of and to attend all meetings of
shareholders of the Corporation, and at all such meetings shall be entitled to one vote in respect
of each Common Share held by such holder,

2 Dividends

Subject to applicable law, the directors may at any time or from time to time declare dividends
on the Common Shares in such amounts as the directors at such time or times determine.

3 Liguidation, Dissolution or Winding-up

In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary
or involuntary, or other distribution of the assets of the Corporation among its shareholders for
the purpose of winding-up its affairs, the holders of the Common Shares shall be entitled to
receive the remaining assets and property of the Corporation.
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Schedule “B” 156
New Stated Capital = $20.00.

30384597.7
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District of; Onlario
Division Mo, 09 Totonto [xJoriginal  [Jamended

Court No, 31-2285768
Eslate No. 31-2295786
-Form 78 -
Statemant of Affairs (Business Proposal) made by an enllty
(Subsecllon 48(2) and Paragraph 158{d) of he Act/ Subsections 50{2) and 62(1) of Ihe Acl)

In the matfer of tha propasal of
Digftal Underground Media Inc,
a Company Incorporated Pursuant to the Laws of tha Province of Onlarl
with & Head Offics In he Gity of Vancouver, in the Provinge of Brilish Columbia
Tolhe debler;
Yo are raquired to carelully and sccurelely complste this form and the applicable allachments showlng the stale of your affeks on ta data of the fHing af your

propesal {or notice of intenten, If apptceble), on the 200h day of Septemier 2017. Wher complelad, this form and the eppicabls allachments wii constiule the
Statomantof Affatrs and must be veriflsd by cath or solemn dadaration.

LIABILITIES ABSETS
{as slaled and sslimated by the officer) {as slatad and estmated by the officar)

1, Unsocured creditora as perdst ™A ...ocovvinnan, 658,867.35 folnventory ... e 200,600,00
Baianmol‘sawreddwmasperllsl'ﬂ* ............. 3,030,322.25 2. Trade fbetures, 8le ... oouerie v vi i s irinnrans Q.00
Tolal unsecured edROrS. ... v.eeererse.s a096,{60g o Aeoounisrocsivable and olher racefvables, a5 per Ikt 'E

[k (€11 0.00

2, Socured credilors as parllel ™B* .. .. veivirne e 30500100 Doubliul,..yvvcvnvnnnanes 45,764.00

. Y™ -1 TR 0.00

3. Prefaned credliors as perIst"C”. ..., .. oei e Estimated o praduce. ... .. T 0.00

4. Contingent, trust claims or other Eabiies as per ket *0* 0.00 4. Blis of exchenge, promissory note, ele., as perlist *F~ ..., 0.00
esiimetad fo be reclamabla for......u... e re smemesse——— 5, Doposhts i1 Anancial NSNS +..ueiuvreiniiena, 000
TotalHablies. , ... .oovvimavvrarirvriiennerininns 4,003,180.60 L0 0.00

FAT: T e e 0.0
SUKS oo s e N Mschitary, squipmentandpiant ... s 0.00
9. Res! propesty of Immovable ss pertist"6*............. 0.00
T 5,000.00
11. RRSPs, RRIFs, o I0Surance, 016 . oo ovvvvenerenans 400
12, Securilles (shares, bonds, debentures, elc) . .......... 1.00
13, Inderasis underwlls . ..v v vniianeianin [P, 0.00
14, Vehldes...... N b e ke i s 200
15. Other proparly, as par list "H*..... e 100,000.00
Il deblor Is a corporation, add

Amountof subserbed caplial....... I .

Amountpeldoncaplal............ 0.0
Balanco subsciibed and unpald.. ........ YPI 0.00
Estimated lo produca. ...vvieevnierenininin, ' .00
Total 855618 ., .0 vvieernin e J05,001.00
Deflciency......... N TPPTTORN 3,698,189.80
Dirtetur ency —3,890,189.80

1, dohn Drew Craf, Prestdent of Dighal Undesgreund Medla Ine., of e Clty of Noith Vancouver bt the Provines of British Golumbla, do swear {or solamaly
dociars) thet this slalemant and the atlached Bsis are Lo the best of my knowledge,  full, us and complata statament of my afiairs on the 26lh day of Soplomber
2017 end fuflydiselssg ol propery of every desariplion thatis ln my possession or thal may develve on ma s acsordince with the Act.

SWON
erin tha Peevise.ol Ontale; op this 20th day of Septamber 2017,
ouder  Rahgi ?olua'.b)ﬂ '
1 wb <
i John Draw Craly, Presidantof Dighal
Underground Medla Ine.

: YO0D, CGA
AComm Bif for taking Atfidavits
d of British Columbla

forthe P
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District of: Ontario

Divislon No, 08 - Toronle 159
Court No. 312295766
Estate No. 312205766
FORM 78 - Continued
List A"
Unsacured Cradilors
Digltel Underground Mediz tnc.
Ko, Neme of credltor Address Unsecured claim | Belance of claim Tetal clalm
1 |Ade & Company Inc 2157 Henderson Hwy 584.00 0.00 584,00
Winnlpeg M8 R2G 1F9 CA
2 | Beacon Securlfes Limited 66 Wellhgton Slreet Wast | Sulte 4050, TD Tower 157,500.00 0.00 157,500.00
Taronio ON MSK 1H1 CA
3{Baest Best Krlagar LLF 3380 Univarsity Avente 380.68 0.00 380.58
RPve:_s_lde CAQ2501USA
4 | David Chas 102-704 Yaounglong e-Pyaonhensesang Apl 239 250,000,600 0.00 250,000.00
Yeonglongo, 200 bean-glt, Yeontong-gu,
Suwonsl, Greongghda Korea
5 | Danisa Coopar 185 St Geonye Straa!, Sulta 200 14,604.00 000 14,604.00
Toronto ON MR 23 CA
§ ] DUM Holtings Ing. Suite 1800, 1 Flst Canadian Flace, 100 King Strest 0.00 520,201.47 528,201 47
Wast
Toronle ON M5X 1G5 CA
7IEY TG0W Georgia 8t 42,000.00 0.0 42,000,00
Vancouves BC V7Y 1C7 CA
8 | Globalme 319, 1008 Homer St 158.00 0,60 188,00
Vancouver BC VER 2X1 CA
9 | Gowlings WLG Sulte 1600, 1 First Caradlan Placa, 100 King Strasl 31,684.00 0.60 31,684.00
West
Toronlo ON M5X 1G5 CA
10 | Innovex 3,Cheongmyaongnano, Yeongtonggu 60,000.00 0.00 40,000.00
Suwonel, GyeoaggHio Ketea
11]JD Cralg Holdings Ine 4280 Rocldge Road 000 251,030.78] 2,514,030.78
Was! Vancouver BC VIW 1A5 CA
12 | Noll Eas! Sound Broadeasting Lid. (SBL) 1A - 1456 Waveriay Stroet 15,680.00 0.00 15,500,00
Winn'peg MB R3T OP7 CA
13 | Palms Craative lnc 205 - 309 W Cordova 81, 7.875.00 0.00 7,875.00
Vancouver BG V6B 1E5 CA
14 | Plasatzkd Mannlger Kvas LLP 120 Adelalde StW Sulla 2308 42300 0.00 423.00
_ Toronlo ON MSH 1T1 CA
15 | Stambol Studlos re, 104 - 1300 Wast 14th Ave 7,45.00 0.00 7.245.00
Vancouver BC VBH 172 CA
16 | Stantac Consulling Lid. oo Lockbox 310260, PO BOX 576, STNM 10,061.00 0.00 16,061.00
Calgary AB T2P 2J2CA
{7 1 Tomik?2 inc. 62 Wandovar Roed 9,722.00 400 9,722.00
Teronlo ON MBX 203 CA .
18 { Viarreal Garcla Terre Sofia | Ricardo Mazgdln 440-701 13,600.77 0.00 13,600.77
Vialle del Campeslra, San Padro Garza Garcla, NL
86265 Mextco
10 {Watarford Partnars 3501 Firs! Canadlan Place Toronto Board of Trade 7,350.00 0.00 7,350.00
Tower
Toronlo ON M5X 1C1CA
Tolak: 659,867,35 3,039,322.25} 3,698,189.60
20-58p-2017 Cirgemoft
Dats Jokn Draw Cralg, Rresidentol Cighal Undesgrovnd
Medlnlnc.
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Distiict of; Onfarlo
Divislon No. 09 - Toronto 160
Court No. 312205766
Eslate No, 312295766
FORM 78 - Copfinued
List g
Securad Creditors
Digltal Underground Media [ne.
Am Estimated Eslimated
o, Name of cradilar Addrese 3:,?;0’ Parllculscsof socuslty  |When glvon] voluoof  {surplusfrom | Belancaof
securlty securlty chaim
1 | BUM Holdings inc. Suste 1600, 1 First §28,201.47 | Other - Intelisclusl property- | 21-Jun-2017] 0.00
Canadlan Place, 100 King Patenls
Slract Wesl
Toronlo ON M5X 1G5 CA
Buslness Assals- StockIn 24-Jun-2017] 0.
Trade~ imventory
Bushass Assols - Slackln | 21-Jun-2017) 0
Trada- Equipment bvantory
Fumlture - Fumifure & Ofice | 21-Jun-2017) 0.6
Equipment
Securtles- bivesimenis In 21-Jun-2017 0.00
subskdiaries
Debls Dus - Business- TVS | 21-Jun-2017] 0.04 §28,291.47
Global Amercia
2 | 4D Crarig Holdlngs Inc 4280 Rockridge Road 2,816,031.78 | Other - Inteflacive! propesty - | 29-Oed-2045 $00,600.00
Wast Vancouve: BC V7W Palonls
1A5CA
Buginass Assels- Slogkln | 29-0c-2015 150,000.00
Trads- Invantary
Business Assels - Stock In 28-0c1-201 4 50,000.00
Trade- Equipment Inventory
Eumilure - Fumiture & Ofics | 20-0c1-201§ 5,000.00)
Equipment
Securllies - Investments In 29-0ct-2015 1.00
subsidiaries
Dabls Dye - Business-TVS | 20-0ct-2014 0.00 2511,030.7
Global Amerda
Total: 3;344.323.28 305,601.00 0.008 3,039.322.24
20-8sp-2017 Dirzenit
Dala
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Joha Drew Gralg, President of Oigital Underground
Mediainc,



Disteict of: Ontario 161
[Division Nao. 08- Toronto
Court No, 312295766

Estate No, 342285766
FORM 78 — Continued

List "’
Prafored Credifcrs for Wages, Ront, elg,

Digltal Underground Medla fne,

Parlod durlng Diferance
No. Ramo of creditor Address and occupation Nature of clafm which claim A"’;‘,’,',‘;“ pam?,:?m" ranking for
scorued dividend
Totak 000 2.64 0.0
2-Sep2017 Dire e §
Dale John Drew Cralg, Presidentof Digltat Underground
Madia Inc.
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District of: Ontario
DivisionNo.  09- Toronto 162
Court No, 312295766

Estate No. 312295766
FORM 78 Contiaued

tist D"
Contingnt or Othar Uabllies

Digltal Undergreund Media Inc,

Namu ofcraditor Addrass Amount of Amount Datowhen Nability
No. or claimant and occupallon flablity orelalm | @xpecled to tncumed Nature of Rablity
rani for dividend
Totak 0.00 0.00
23-5ap-2017 Phee TrAAN
Date Jofin Drew Cralg, President of Digllel Underground
Madia [no.
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District of: Ontarlo

DivislonNo. 08~ Toronlo 163
Court Ne. 3142295766
Estate No. 32295766
FORM 78 - Gontinued
List"g*
Dabis Bue to the Dehtor
DigHal Underground Mediz Inc.
Address and lmount of debt | Follo ofledgers or When Eelimefedfo | Partlculare ofany
o Hama of dahlor oceupation Naturs of dsht 'gocd, doubtful, ] ofherbookwhare | contracted praduce  leecurilies hokd for
bed) particulars to ba found dehit
1 | TVS Global Amercla 321Waler Sirest, Sulla | Note Recalvabls 0.00 20-Sep-2017 0.0 Unsecurad
320 N 45,764.00
Vancouver BC VBB 0.00
0.00
Totat 4576400 0.00
0.00
29-Sep-2017 Dicroe
Dale

Page§ of 9

John Drew Cralg, Fresiéent of Digital Underground
Madia Inc.




District of: Ontarlo
Division No. {8 - Toronio 164
Court No, 312295766

Esfata No, 31-2205766
FORM 78 -~ Continued

List *F*

Bifls of Exchange, Promlssory Notes, Llan Noles, Chattel
Mortgages, skc., Avallable a3 Assels

Digltel Underground Media Inc.

Parliculare of any property

Nema of all promissory, Lmuunl af bl Estimated to

Mo, hekd ag sacurity for
accaplors, andorsers, Address Occupalion ornole, atc, | Petewhendue produce paymentof Bl or nate, atc.

morigagore, and ffuaraniors

Tolal: 0,00 0.00
24-Sep-2017 Dirdcroe
Data John Drew Craky -Rresident of Dighal Underground
. Media Inc.
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Dislrctof: Ontario

Division No. 09 - Toronto
Cotrrl No. 312295766
Estale No, 31-2285766

FORM 78 -~ Contnued

st 'G"

Digital Underground Modla Ing,

Real Proparty o Immovables Owned by Deblos

165

Pescriplion of props Natura of Inwhose name Parlleulars of morigages,
d peogety dsbior Interas! toes e stand Total vaiue hypothacs, ar other sncumbrances | FAavlly orsurplus
(name, address, amount)
Total 0.00 000
29-Sep-2017 Dizes
Date Jahn Draw Cralg, Fresidentef Dightal Underground

Page 8 of B
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District of: Ontario

Division No. 08 - Toronto 166
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Digital Underground Mad?a Inc.
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(8) Stock:In-tradoe Invantory 0.00 150,600.00
Equipmant [nventary 000 §0,000.00
{b) Trade fixfures, ols. 0.00 0,00
{c} Cash In financlal insttutions 0.00 0.00
{d) Cash on hand 0.60 008
{8 Livestoek 0.0 0.00
(D Machlnery, equipment and plant 0.00 000
(g) Furniture Fumiture & Office Eqtipment 0 5,600.00
(B} Life insurance poticies, RRSPs, ete. 0.00 0.00
) Securifes Invastments In subskilartes 0.00 100
(T} interests under wils, etc, 0.00 0.00
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{1 Taxas 0.00 0.00
{m} Othar Intellactuel property - Palents 0.00 100,6¢0.00
Tolak 305,004,006
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District of Ontaric

Division No. 09 - Toronto
Court File No. 31-2295766
Estate No. 31-2295766

ONTARIC
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF

DIGITAL UNDERGROUND MEDTA INC.,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER
IN THE PROVINCE OF BRITISH COLUMBIA

REPORT OF TRUSTEE TO THE CREDITORS
(Section 50(3} of the Bankruptey and Insolvency Act)

Enclosed are the following documents:

Notice of Praposai to Creditors;

Digital Underground Media Inc’s (“DUM” or the “Company”) Proposal, dated
September 30, 2017 (the “Proposal™) under Part I1l, Division 1, of the Bankruptcy and
Insolvency Aet (the “BIA”) lodged with MNP Lid. (the “Trustee”) by DUM and filed
with the Officiz]l Receiver on October 2, 2617,

a statement of the Company’s assets and liabilities as at September 29, 2017 (“SQA™);
a proof of claim form;
voting letter if you wish to vote in advance of the meeting; and

seneral proxy.

The following is an outline of the background and financial position of the Company, including
relevant information that should be of assistance to tlie creditors in considering their position with
respect to the Proposal.

In preparing this Report and making the comments herein, the Trustee has been provided with,
and has relicd upon, certain unaudited, draft and/or internal financial information, the Company's
books and records, discussions. with employees and management and information from other
third-party sources (collectively, the “Information™). Except as described in this Report, the
Trustee has not audited, reviewed or otherwise attempted to verify the accuracy or compieteness
of the Information in a manner that would wholly or partially comply with Generally Accepted
Assurance Standards pursuant to the CPA Canada Handbook,
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Capitalized terms used in this Report are the same as those referenced in the Proposal. Unless
ptherwise stated herein, all references to currency are to lawtul money of Canada.

SECTION A - Background

The Company was incorporated under the Oniario Business Corporations Act on January 19,
2010. The Company has also been registered as an extra provincial company under the British
Columiria Business Corporations Act on September 24, 2014, The Company develops, and
through its subsidiaries, operates subway in-tunnel advertising systems. The Company operates
from Jeased premises located at 320-321 Water St. in Vancouver, British Colwmbia (the
“Premises”).

On September 21, 2017 (the “Filing Date™), the Company filed a Notice of Intention to Make a
Proposal (“NOF") pursuant to Part I, Division [ of the BIA.

On September 25, 2017, Justice Hainey ordered the following, infer alien

a. Approving a charge in favour of the legal advisors retained by the Company,
MNP in its capacity as the Proposal Trustee and its legal counsel, in the amount
of $115,000 to secure payment of their reasonable fees and disbursements; and

b. Approving an interim financing facility and a charge on the Company’s assets,
property and undertaking (collectively the "Assets") in favour of J.D. Craig
Holdings Inc., the debtor-in-possession lender (the “DIP Lender™).

The Company advises that the causes of its financial difficulties are due primarily to agreements
that the Company entered into in mid-2015 with a UK based private equity fund, whereby the
fund would act as an institutional investor {the “Agreements”). The institutional investor
committed to support the Company's business plan to establish the global in-tunnel media
industry as a niche market of the Transit Out of Home media industry. The Agreements provided
that the institutional investor would provide funding to the Company in accerdance with the
business plan. In Q2 of 2017, the institutional investor provided notice to the Company that it
would not fulfill its funding obligations under the Agreements.

The Company had entered into agreements with and made commitments to suppliers and
contractors, based on its belief that it would have the benefit of the full amount of the funding to
be provided under the Agreements, Upon the institutional investor ceasing to provide funding,
the Company has suffered a shortfall and is not able to meet its obligations. As a result, the
Company commenced these NOI proceedings as part of a restructuring of the business.

On Qctober 2, 2017, the Company filed the Proposal with the Official Receiver. The purpose of
the Proposal is to effeet a restructuring of the business and affairs of the Company in the
expectation that all Creditors will derive a greater benefit from the continued operation of the
business and affairs of the Company than would result from a forced liquidation of its assets. The
Company’s operations are being supported through this process by the DIP Lender, which has
provided financing to the Company prior to the filing of the NOL, and will continue to provide
ongoing financing to the Compatty throngh the Proposal proceedings by way of the credit facility
provided for in the DIP Loan Agreement. It is also being supported by 7677189 Canada Lid.;
fthe “Investar™), which is advancing to the Company the funds that will form the Proposal Fund
(defined below) to be distributed to creditors in accordance with the provisions of this Praposal.
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An integral part of the Proposal is the cancellation of the existing and outstanding share capital of
the Company, in light of the lack of value of the share capital due to the Company’s insolvency.
Upon the implementation of the Proposal, and in consideration of their support for the Company
through the Proposal proceedings, the DIP Lender and the Investor have agreed to acquire the
new common shares 1o be issued in the share capital of the Company (*New Common Shares™)
pursuant to the Subscription Agreements.

As at the date of filing the NOJ, the Company employed three (3) individuals. The Company’s
workforee is not unionized. The Company does not sponsor a pension plan.

SECTION B - Susrmary of the Proposal

This section contains a sumumary of the Proposal, the implementation of which is conditional on,
amang other things, the:

i acceptance by the Affected Creditors and approval by the Court of this
Proposal in accordance with the BIA;

ii. the taking of all necessary corporate actions and proceedings to approve
the Proposal:

iii. the granting of the Approval Order;

iv. the completion of the loan agreement hetween the Investor and the
Company (the “Loan Agreement™) prior to the Meeting of Creditors;

v. the advancement of the Loan Consideration (defined below) by the
Investor to the Company and, in turn, the Trustee;

vi. the completion of the Subscription Agreements prior to the Meeting of
the Creditors:

vii. the completion of the Reorganization (defined below);

viii. the advancement of the Share Consideration (defined below) by the
Envestor and the DIP Lender to the Company and, in turn, the Trustee;

ix. the payment of the Administrative Fees and Expenses; and

x. the performance by each of the Company, the Investor and the DIP
Lender of all of their respective obligations pursuant to the Proposal
and the (ransactions contemplated herein.

As set out in the Proposal, the Proposal provides for the following:
1. Proposal Fund
Prior to the Meeting of Creditors:

e The Company will have entered inte the Loan Agreement, pursuant to which an
amount of $76,000 {the “Loan Consideration™) will be advanced by the Investor
to the Company fotlowing the date on which the order approving the Proposal
becomes final and no longer appealable to the Court. The Company will, in turn,
advance the Loan Consideration to the Trustee;

o EBach of the Company and the Investar, and the Company and the DIP Lender,
will have entered into the Subscription Agreements, pursuant to which the Share

~

]
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Consideration, namely $20, will be fully advanced to the Company following the
date on which the order approving the Proposal becomes final and no jonger
appealable to the Court, The Company will, in turn, advance the Subscription
Consideration to the Trustee.

* The Loan Consideration and Share Consideration together are referred to as the
“Proposal Fund™

2. Share Capital

On the Implementation Date, the articles of incorporation of the Company shall
be amended pursuant to the aticles of reorganization (the “Rearganization”™) in the
following sequence:

i. to delete and cancel all of the authorized share capital of the Company
and to delete and cancel all of the rights, privileges, restrictions and
conditions aftaching thereto, including, but not limited 1o, deleting and
cancelling all of the Common Shares and Preferred Shares;

ii. to create an unlimited number of New Common Shares and to provide
that the rights, privileges, restrictions and conditions attaching to the
New Conunon Shares are as set out in Appendix “A™ of the Proposal;

iii. providing that, after giving effect fo the foregoing, the authorized share
capital of the Company shall consist only of an unlimited number of
Mew Conumon Shares.

a, all existing and oulstanding Warrants, together with contracts pursuant to which
Warrants may be issued n the future, shail be cancelled.

b. no shareholder will be entitled to any paymeni or other compensation with
respect to the cancellation of its/her/his Common Shares, Warrants or otherwise.

¢. the sharcholders shall not be entitled to vote con this Proposal.
d. the shareholders shall not have any rights of dissent pursuant o Section 186(6} of
the Ontaria Business Corporations Act in respect of this Proposal,

3. Crown Claims, Preferred Claims and Employee Claims

Amounts, if any (collectively, the “Priority Payments™):

a. owing to Her Majesty in the Right of Canada or 2 Province, as enumerated in
Section 60(1.1) of the BIA, which shall be paid in full within six months
following Approval;

b. owing to employees and former employees, that such persons would have been
qualified to receive under Section 136(1){d) of the. BIA if the Company became
bankrupt on the Filing Date, which shall be paid imunediately following
Approval; and

c. any Proven Claim in respect of a Preferred Claim, without interest,
shall be paid in full and in priority to alt Unsecured Creditors.

At this time, the Trustee is unaware ol any Priority Payments.
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General Unsecured Creditors

The General Unsecured Creditors will receive a distribution, before the deduction of the
Levy (as defined in paragraph 8 below), as follows:

a. Proven Claims will receive a payment representing their pro rata share of the
Proposal Fund, less any amount to be paid as Priority Payments; and

b. The Company estimates that the Claims of the General Unsecured Creditors will
lotal approximateiy $658,867, none of which is estimated to be unsecured claims
of employees,

Disclaimer of Commercial Leases

in the case of any lease disclaimed by the Debtors pursuant to section 65.2 of the BIA,
the landlord affected by the disclaimer may file an unsecured proof of claim for an
amount equal to the lesser of:

a. The aggregate of®

i. The rent provided for in the lease for the first year of the lease following
the date on which the disclaimer became effective;

it, Fifieen per cent of the rent for the remainder of the term of the lease after
that year; and

b. Three years’ rent.
Secured Creditors

Secured Creditors are not included in or in any way affected by the Proposal and will be
paid in accordance with existing agreemenis between the Secured Creditors and the
Company.
Payment
The Trustee will distribute funds as follows:

a. the Priority Payments;

b. the Unsecured Creditor Payment
Levy

All distributions pursuvant to the Proposal are subject to deduction of the levy payable to
the Superintendent of Bankruptey pursuant to Section 147 and Rule 123(2) of the BIA
(the “Levy™.

Release

Each and every present and former director of the Company, and each and every of their
respective successors and assigns shall be released and discharged by all Affected
Creditors from all Claims which any Affected Creditor may have or have been entitled to
assert against any of the Released Parties for which they would be by law liable in their
capacity as directors for the payment of such Claims, provided that this provision shall

5
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not release or discharge any of the Released Paities from any Claims that are set out in
section 30{14) of the BIA.

1. Administrative Fees and Expenses

The Administrative Fees and Expenses will be paid by the Company in the ordinary
course from cash flow, subject to approval from the Court.

11. Preferences and Transactions at Undervalye

Sections 93 10 101 inclusive of the BIA do not apply to the Proposal

The description of the Proposal is a summary only, and readers are cautioned that if there is
inconsistency between this report and the Proposal, the terms of the Proposal shall govern.

SECTION C - Financial Position and Causes of Difficulties

A summary of the Company’s historicat financial results is set oul below:

YTD May

Year Ended August 31 F2015 - F2016

2087

{CAD 5} maudited

Revenue 446,792 633,338 673,413
% Growth N/A 42% 6%
Cost of Sales 431,422 768,281 905,766
Gross Margin 15,370 - 134,943 - 232,353
Gross Margin (%) 3% -21% -35%
Operating Expenses 1,266,687 2,635,838 2,335,199
Operating Expenses (%) 284% 416% 347%
EBIDTA - 1,251,317 - 2,770,781 - 2,567,552
EBITDA (%4) -280% -137% -381%

The causes of the Company’s financial difficullies are detailed in Section A above.

Based on the Company’s short-term cash How projections for the thirteen (13) week period
ending December 15, 2017, the Company does not anticipate any revenues and will require ali
expenditures to be funded by the DIP Facility. Revenues are earned in the individual subsidiaries
that are set up 10 manage projects in their respective jurisdictions, Expenditures during the period
primarily include senior management salaries, key consullants, professional costs 1o support the
proposal process and funding of the subsidiaries in Korea and Spain.

Any revenues projected to be received by the subsidiaries during the period of the cash flow have
been used to offset the cash required from DUM. The Brazilian subsidiary is expected to be self-
funding during the period and the Korean subsidiary is projected to require a minimal cash
injection of approximateiy §10.000.
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Approximately $190,000 will be required to fund the Spanish subsidiary during the projected

period. Part of these funds will be used to engage professionals to allow the Spanish subsidiary to
become tax compiiant which the Company expects could result in a value-added tax (VAT)
refund of approximately 100,000 euros. These Tunds will not be realized within the projected
period covered by the cash flow and will not flow directly to DUM, however they will offset
future cash injections required by the Spanish subsidiary.

The Company was Tacing an imminent Jiquidity crisis - cash on hand was projected to be depleted
by the week ending September 29, 2017, The Company’s operations would have ceased and the
Compary would virtually have had no prospect of making a viable proposal if it had not arranged
for the DIP Facility.

The Company is actively seeking buyers for each of the subsidiaries and may require additional
funding during these proposal proceedings to conduct a sale process,

As part of its restructuring, the Company has disclaimed certain contracts and its commercial
lease in respect of the Premises, pursuant to 5.65.11 and 65.2 of the BIA, respectively.

The Company is also carrying out an operational restructuring, wherein it is shifting its focus
from owning and selling advertising on its own in-tunnel display/advertising systems fo
becoming a lechnology company selling/icensing the in-tunnel advertising technology systems
and software it developed and collecting royalties from the use of systems sold.

SECTION B - Interim Receiver
Not Applicable.
SECTION E - Identification and Evaluation of Assets

Per the SOA, the Company’s assets and their estimated realizable value are as listed below.
Further details can be found in Section L of this report.

Description Estimated Realizable Vaiue

Accounts receivable $ il

Cash ni

Inventory 200,000

Furniture 5,000

Shares tn subsidiary company 1.

[ntetlectual property 160,000
"$305.001

Based on the SOA and a Personal Properfy Securify Act search conducted against registries
maintained in Ontario and British Columbia on September 21, 2017, the following parties (the
“Seeured Creditors”) have a registered secured interest in the Company’s assets:

t. The DIP Lender; and
2. DUM Holdings inc.

* The Secured Creditors noted above are both related parties to the Company



175
SECTIOGN ¥ - Conduct of the Company

The conduct of the Company does not appear to be subject to censure.
SECTION G - Creditors’ Claims

Per the SOA, the Company’s creditors consist of:

Creditor Classification SOA Amount
Secured $ 3,344,323
Preferred nil
Unsecured 658,867
Contingent or Other Liabilities nil

$4.003,190

The above-noted table does not include the claim for damages to be asserted by those creditors
whose agreemnents were disclaimed pursuant to 5.65.11 or 65.2 of the BIA.

SECTION 11 - Previous Business Dealings with the Company

The Trustee has had no previous dealings with the Company. MNP Ltd.’s parent firm, MNP
LLP, previously acted as the Company’s auditor and was last involved wilh auditing the
Company’s Angust 31, 2013 year end financial stalements.

SECTION I - Informal Meeting with Major Creditors

Not Applicable.

SECTION J - Remuneration of Trustee

The Trusiee's fees and expenses related to the administration of the Proposal, including legal
fees, will be paid in full by the Company. Prior fo consenting to act in this matter, the Trustee
received a retainer of 322,600 from the Company.

SECTION K - Other

Not applicable.

SECTION L - Statement of Estimated Realizations

Set out below is the Trustee’s estimate of the distribution to the General Unsecured Creditors if
the Proposal is accepted by the creditors and approved by the Court:

Genetal Unsecured Creditors:

Estimated claims: $658.867
Estimated value of distribution 76,020
Estimated distribution (%) 11.5%

if the Proposal is rejected by the Creditors, the Company will be deemed bankrupt. In a
bankruptcy, the General Unsecured Creditors would collectively form the general poal of

8



unsecured creditors and would share on a pro-rata basis any estimated distribution. Shouid this
oceur, it is estimated that the net realizations will be less than the $3,344,323 owed to the Secured
Creditors, and accordingly {as set-out below) the estimated distribution to the General Unsecured
Creditors is expected to be NIL in a bankruptey scenario.

The anticipated realizations and potential distributions to the unsecured creditors in a bankruptey
scenario is summarized below,

Book Value
(as at September 29, Estimated
2017 Realization

Accounts receivable Note | 45,764 Nil
Inventory Nofe 2 968,943 200,000
Fumiture Nore 3 279,986 5,000
Shares in subsidiary company, Note 4 1,271,083 1
Intellectual property Note § Nil 140,000
Prepaid Expense Note 6 16,809 Nil
Total: % 2,565,776 $ 305,001
Less:
Claims of Preferred Creditors Nore 7 Nil
Claim of Secured Creditor Nore 7 {3.344,323)
Available for distribuiion to unsecured creditors it
Notes:

1. The Company's accounts receivable consists of a note receivable from TVS Global
America, which note was due in August 2015, Management advises that it does
not anticipate this note is collectible.

2. lInventory consists primarily of equipment to be transferred to subsidiaries for
installation at currently identified locations. The inventory has been purchased
specific for these locations and operated on the proprietary platform owned by
DUM. A forced liquidation would result in minimal return. The Trustee has not
sought an appraisal on the value of this inventory.

3. Equipment consists of office furniture and fixtures, computer hardware and
software. The Trustee has not obtained an appraisal in respect of the liquidation
value of these assets,

4. DUM owns 100% of the shares of Brodhead Invest Spain, Digital Underground
Media Company Korea Ltd., Digital Underground Media Espacos Publicitarios
Ltda. and Digital Underground Media Tne. (USA). The subsidiaries own and
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aperate the advertising systems in the respeclive countries of incorporation. The
Company is actively pursuing buyers lor these subsidiaries as a means of reducing
or eliminating the ongoing financial burden on the Company arising f{rom its
ongoing financial support of the subsidiaries. The intellectual property necessary
to operale the systems is owned by DUM and the subsidiaries’ value is therefore
tied to the continued operation and suppert {rom DUM. While the Trustee has not
conducted a valuation of these subsidiaries, in the event of DUM?’s banlruptcy, it is
untikely that the Trustee will realize any value from these shares given these
subsidiaries have incurred, and continue to ncur losses.

3, DUM:’s intellectual property largely consists of the patented fechnology associated
with its in-tunnel display advertising business. To date, DUM has not gained
traction with ils proprietary technology to the extent reguired to create 3
commercially viable business. As noted above under Financial Position and
Causes of Financial Difficulty, the Company’s current financial difficuity is
atiributable to the failure of an instimtional investor to provide funding per its
agreement with DUM resulting in insufficient working capital to grow DUM’s
business to a scale where it becomes viable. The Trustee has not arranged 1o have
DUM’s patented technology valued. If DUM were to become bankrupt, the forced
liquidation value of the intellectual property would be negatively impacted by: (i}
the Licensed Insolvency Trustee’s limitations in transferring knowledge to a
prospective purchaser; and (ii) the sizeable investment that would be required to
support the working capital requirements of the business.

6. Prepaid expenses represent a lease deposit for the Company’s offices in
Vancouver. Mo realizations are likely from these assels in a bankruptcy.

7. in the event of a bankruptey, claims of Preferred Creditors and Secured Creditors
would rank ahead of unsecured creditors, The Trustee has not obtained an
independent legal opinion an the validity or enforceability of the security granted
by DUM to its Secured Creditors.

8. The abovenoted statement of estimated realizations does not 1ake into
consideration the significant professional fees associated with administering

DUM’s bankrupicy and/or a receivership of the Assets.

Preferences and Transactions at Undeér Value

The Proposal provides that sections 95-101 of the BIA are not applicable. To assess the
reasonableness of the inclusion of this clause, the Trustee completed a review of the Company’s
books and records to enabie it to report to creditors on potential preferences or transfers at
undervalue. The scope of the Trustee’s review was limited to:

e examining cheques and transfers greater than $10,000 in the twelve (12) month period
preceding the Proposal filing;

* reviewing the accounts payable sub ledger for the three (3) months preceding the
Proposal filing to determine if any creditor’s balance was significantly reduced month

over month; and

» inguiring with management whether any assets were transferred or disposed for no
consideratiott or conspicucusty less than fair market value.

10
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Based on the above review, the Trustee did not identify any transactions in the last 12 months that
could be considered preferences or transactions at under value

SECTION M - Recommendations
The Trustee recommends the acceptance of the Proposal for the following reasons:

s it contemplates a higher and more certain distribution for unsecured creditors, based on
the total estimated claims;

» it provides for the continued emplayment of DUM’s current employees; and

e it preserves a customer for trade creditors.
SECTION N - Technical Requiremenis for a Successful Proposal

This Proposal will become effective only if, among other things, it is accepied by a resolution of
the unsecured creditors and approved by the Cowt. To obtain creditor approval, a simple
majority in the number of unsecured creditors voting, with this majority representing at least 2/3
of the dollar value of the unsecured creditors voting, must vote in favour of the Proposal. If the
unsecured creditors do not accept the Proposal, then the Company will be deemed o have made
an assignment in bankruptcy and a meeting of creditors in the matter of the bankeuptcy will
immediately take place.

if the unsecured creditors vote to accept the Proposal, Court approval of the Proposal must then
be sought, If the Court does not approve the Proposal, the Company would be deemed to have
made an assignment in bankruptcy and the Trustee will then call a meeting of creditors in the
matter of the bankruptcy.

When completing the Proof of Claim form submitted herewith, Creditors should include all
outstanding amounts as at September 21, 2017, the date of the filing of the NOL. It is expressly
noted and should be clearly understood that the Trustee, in its capacity as Trustee, assumes no
personal liability for any claims that Creditors may have against DUM either before or after the
filing of the Proposal.

Creditors may attend, in person or by proxy, the meeting to consider the Proposal, which will be
held in the Office of the Trustee, MNP Litd., located at 11{ Richmond Street West, 3" Floor,
Toronto, Ontatio on QOctober 19, 2017 at 10 AM (Toronto time).

Creditors who do nol wish te attend or be represented al the meeting but who wish to vote, may
forward their Proofs of ‘Claimt and voting letters by either email to jessie.hue@mnp.ca or fax to
(416) 323-5242, ta the Trustee so as to be received prior to 10 AM on October 19, 2017,

If you should have any questions or comments on the Prapasal or this report, please do not
hesitate {0 contact the undersigned.



179

Dated at Toronto, Ontario, the 6" day of October 2017.

MNP LTD.,

in its capacity as Trustee under the

Notice of Intention to make a Proposal of
Digital Underground Media Inc.,

and not in its personal or corporate capacities
Per:

[z

Sheldon Title, CPA, CA, CIRP, LIT

Encl.
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MNP LTD.
300 - 111 Richmond Street West

Toranto ON M5H 2G4
Phone: (416} 596-1711  Fax: (416} 323-5242
181
District of: Ontario
Divislon No. 09 - Torenio
Court No. 31-2285786
Estate No. 31-2205766
FORM 34
Proof of Claim

{Sections 50.1, 81.5, 81.6, Subsections 65.2(4), 81.2(1), 81.3(8), 81.4(8), 162(2), 124{2), 128{1},
and Paragraphs 51(1){e} and 66.14(b) of the Act)

in the matter of the proposal of
Digital Undergraund Meda Inc.
a Company Incorperated Pursuant to the Laws of the Provinca of Ontario
wili a Head Office in the City of Vancouver, in the Province of British Columbia

All notices or comespondence regarding this claim must be forwarded to the following address:

In the matter of the praposal of Digital Undezground Media Inc. of the Cily of Vancouver in the Province of British Columbia and (he claim
of , Creditor.
I, {name of creditor or representative of the creditor), ofthecityof . inthe
provinceof ____________ dohereby cerify:

1. That | am a creditor of the above named debtor {or 1 am (position/title) of
creditor).

2. That | have knowledge of all the circumstances connecled with (he claim refemred to below.

3. That lne deblor was, at the date of proposal, namely the 21st day of September 2017, and stiflis, intlebled to the credilor in the sum of
$ , @s specified In the statement of account {or affidavit) attached and marked Schedule "A", after deducling any
counterclaims to which the deblor is enfitled, (The attached stalement of account or affidavit must spacify lhe voughers or other evidence in
supper of {he claim.)

4. (Check and complete appropriate category.)
O A UNSECURED CLAIM OF $
{other than as a customer conlemplated by Section 262 of the Act)

That in respect of this debt, F do not hold any assets of the debtor as security and
{Check appropriate description.)

(3 Regarding the amount of $ . | ctafm a right to a pricrily under section 136 of the Act.
O  Regarding the amount of § , | do not claim a right o a priodity.
(Set out on an atached sheel detalls to support priosity claim.)
O  B. CLAIM OF LESSOR FOR DISCLAIMER OF A LEASE §
That | hereby make a claim under subseclion 65.2{4) of the Act, parliculars of which are as fotiows:
(Give full parficulars of the claim, including the calcuiations upon which the claim is based.)
00 C.SECUREDCLAIMOF §

That in respect of this debt, F hold assets of thedeblorvalued at$_____ as secusily, parliculars of which are as follows:
(Give full parficulars of the secuntly, including the date on which the security was givan and fhe value af which you assess the securty,
and attach a copy of the secunily documents.)

DO D.CLAIM BY FARMER, FISHERMAN OR AQUACULTURIST OF §

That | hereby make a claim under subsection 81.2(1) of the Act for the unpaid amount of §
{Attach a copy of safes agreement and delivery receipts.)
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FORM 31 — Concluded

E. CLAIM BY WAGE EARNER OF §
That I hereby make a claim under subsection 81.3(8) of the Actin the amount of $_____
That | hereby make a claim under subsection 81.4(8) of the Actin the amountof $________, 182
F. CLAIM BY EMPLOYEE FOR UNPAID AMOUNT REGARDING PENSION PLAN OF §

That 1 hereby make a claim under subsection 81.5 of the Actin the amountofS_______,

That | hereby make a clalm under subsection 81.6 of (he Actinthe amountof§__

OO ooQg

O G CLAIMAGAINSTDIRECTORS____

{To be completad when a proposal provides for the compromise of claims agains! directors.)
That [ hereby make a claim under subsection 50(13) of the Act, particulars of which are as follows:
(Giva full particutars of the cleim, including the cafculations upon which the claim is based.)

O H.CLAIM OF A CUSTOMER OF A BANKRUPT SECURITIES FIRMS______

That | hereby make a claim as a customer for net equily as contemplated by section 262 of the Act, particulars of which are as follows:
(Give full particulars of the elaim, including the calculations upon which the claim is basad.)

5. Tha, to the best of my knowledge, } _____ (amfam not} (or the above-named credifor ______{isfis not)} related to the
debtor within the meaning of section 4 of the Act, and (havemasfhave nobmas not) dealt wilh the debler in a non-arm's-lenglh manner,

6. That the following are the payments that I have received from, and the credils that | have alfowed to, and the transfers at undervalue
within the meaning of subsection 2(1) of the Act that | have been privy o or a party to with the debtor within the 1hres months {or, if the credifor
and the deblor are related within the meaning of section 4 of the Act or were not dealing with each other at arm's length, within the: 12 months)
immedialely before the dale of the inifial bankruptcy event within the meaning of Section 2 of the Act: (Provide details of payments, credits and
transfers at undervalue.)

7. (Applicable only in the case of the bankrupicy of an individual.)
O Whenever the trusiee reviews the financial situation of a bankrupt 1o redetermine whether or not the bankrupt is required to make

payments under seclion 68 of the Act, | request to be informed, pursuant o paragraph 68(4) of the Acl, of the new fixed amount or
of the fact that there is no fonger surplus income.

O [request that a copy of the report filed by the trustee regarding the bankeupt's application for discharge pursuant to subsection
170{1) of the Act be sent to the above address.

Daled at , this day of
Witness :
Creditor

Phone Number:
Fax Nurnber ;
E-mail Address ;

HOTE: I an affidavitis attached, it must hava been made bafore a person quaified to take alfidmdts.

WARHINGE  Afrustee may, pursuan! to subsection 126(3) of the Act radeem 2 secwity on payment bo the secured credior of B debl or the valua of the security as assassad in 2 proofof

sacurity, by tha secured creditor,

Subsecton20)1) of tha Act provides severe panaliies for makdag any falza claim, proc!, Gecleraton o statement of account

' Page2of2



District of: Ontario 183
Division No, 09 - Toronto
Court No. 312295766
Estate No. 312205766

FORM36
Proxy
{Subsection 102(2) and paragraphs 511}{e) and 66.15(3)(b} of the Act)

in the matter of the proposal of
Digital Underground Media Inc.
a Company Incorporated Pursuant to the Laws of the Province of Ontario
with a Head Office in the City of Vancouver, in the Province of Brilish Columbia

1, , of , & creditor in the above matter, hereby
appoint , of ,fobe
my proxyholder in the above malier, except as to the receipt of dividends, (with or without)

power to appoint another proxyholder in his or her place.

Dated at , this day of
Witness individual Creditor
Witness

Name of Corporate Creditor

Per

Name and Tille of Signing Officer
Retumn To:

MNP LTD. - Licensed Insolvency Trustee

300 - 111Richmond Street West
Toronto ON MSH 2G4
Phone: (416) 596-1711  Fax: {416) 323-5242

Page 10f1
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District of: Ontario
Division No. 09 - Toronto
Court No. 342295766
Estate No. 342295766
FORM 37
Voling Letter

{Paragraph 541)(f) of the Act)

In the matter of the proposal of
Digital Underground Media Inc,
a Company Incorporated Pursuant to the Laws of the Province of Ontario
wilh a Head Office in the City of Vancouver, in the Province of British Columbia

i, , creditor {or |, , Tepresentative
of , creditor), of , a creditor in the above matter
for the sumof § , hereby request the frustee acting with respect to the proposat of Digital
Underground Media Inc., o record my vote (for or against) the acceptance of the proposal
as made on the day of .
Dated at  this day of

Individual Creditor
Wilness

Name of Corporate Creditor
Witness

Per

Name and Title of Signing Officer
Return To:
MNP L.TD. - Licensed Insolvency Trustee
Per:

Sheldon Title - Licensed Insolvency Trustee
300 - 111Richmond Streef West

Toronto ON MSH 2G4

Phone: (416) 5961711  Fax: (416) 323-5242

Page 1 of 1



CHECKLIST FOR PROOFS OF CLAIM 185

This checklist is provided to assist you in preparing the accompanying proof of claim form and, where
required, proxy form in a complete and accurate manner. Please specifically check each requirement,

Under Section 109 of the Bankruptey and Insolvency Act only those creditors who have filed their
claims in the proper form with the trustee, before the time appointed for the meeting, are entitied to vote
at the meeting.

Section 124 states that every creditor shall prove his claim and the creditor who does not prove his
claim is not entitled to share in any distribution that may be made,

General

+ The signature of a witness is required;

+ The claim must be signed personally by the individual completing this declaration;

+ Give the complete address where all notices or correspondence is to be forwarded

+ The amount of the statement of account must correspand to the amount indicated on the proof of
claim.

+ It is permissible to file a proof of claim by fax or by emaill.

Paragraph 1

+  Creditor must state full and complete legal name of company or firm;

+ Ifthe individual completing the proof of claim is not the creditor himself, he/she must state his/her
position or fitle.

Paragraph 3

+ The statement of account must be complete;

+ A deiailed statement of account must be attached to the proof of claim and must show the date,
the number and the amount of all the invoices or charges, together with the date, the number and
the amount of all credits or payments. A statement of account is not complete if it begins with an
amount brought forward.

Paragraph 4

+ Subparagraph 4.A must be completed by an unsecured creditor and must indicate if pricrity is
claimed pursuant to Section 136.

+ Subparagraph 4.B must be completed by a landlord only in a Proposal, for any claim related to
disclaimer of lease. The amount of the claim is to be calculated according to the terms of the
proposal. Provide details of calculation.

+ Subparagraph 4.0 must be completed by a secured creditor. A certified true copy of the
security instrument as registered must be provided.

¢ Subparagraph 4.0 must be completed a farmer, fisherman or aquaculturist creditor. A copy of the
sales agreement and delivery documents must be provided.

+ Subparagraph 4.£ applies if you are a wage earner (e, a clerk, servant, travelling salesperson,
labourer or worker who is owed wages, salaries, commissions or compensation by a bankrupt
(subsection 81.3) or by a "person” that is subject to a receivership (subsection 81.4) for services
rendered during the six months immediately before the date of bankruptey or receivership).

+ Subparagraph 4.F s to be completed only in a Proposal, and only if the proposal provides for the
compromise of claims against Directors. Provide full details including calculations.

+ Subparagraph 4.G applies if you are a "customer” of a bankrupt securities firm {as contemplated by
Section 262 of the Bankruptey and Insolvency Actl.

Paragraph 5
+ All claimants must indicate if he or she is related or not to the debtor, as defined in Section 4 of
the Bankruptey and Insolvency Act, by siriking out "AM" or "IS" or "AM NOT" or "IS NOT".
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Paragraph 6
+ All claimants must attach a detailed list of all payments or credits received or granted, as follows:

2) Within the three (3) months preceding the bankruptey or the proposal, in the case where
the claimant and the debtor are not related;

b) Within the twelve {12) months preceding the bankruptey or proposal, in the case where
the claimant and the debtor are related.

- APPOINTING PROXY -

Note: The Bankruptcy and Insolvency Act permits a proof of claim to be made by a duly authorized
agent of a creditor but this does not give such a person power to vote at the first meeting of
creditors or to act as the proxy of the creditor,

General

+ A creditor may vote either in person or by proxy;

+ A debtor may not be appointed as proxy to vote at any meeting of his creditors;
¢+ The Trustee may be appointed as a proxy for any creditor;

in order for a duly authorized person fo have a right to vote he must himself be a creditor or be the
holder of a properly executed proxy. The name of the creditor must appear in the proxy.

L
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District of: Ontarie
[XJoriginal [ JAmended

Division No. 09 - Torenle
Cort No. 312205766 187
Estate No. 31-2295766

—Form 78 -
Statement of Affairs (Business Preposal) made by an entity
(Subsection 49(2) and Paragraph 158{d) of the Act / Subsections 50(2) and §2(1) of the Act)

In the mafter of the proposal of
Digital Undergraund Media Inc.
a Company Incorporated Pursuant fo the Laws of the Province of Onlario
wilh a Head Offica in the City of Vancouver, in the Province of British Cojumbia

Tothe deblar:
You are requlred o carefully and accurately complete this form and the applicable alachments showing the state of your affairs on the date of the fiing of your
propasal {or nolice of intenlien, If applicable}, on the 28ih day of Seplembar 2017. Whan completed, this form and the applicable attachments wil conslilute the

Stalement of Affairs and must be verified by oath or solemn declaration

LIABILITIES ASSETS
{as slated and estimated by the officer) (as slated and estimaled by the officer)

1. Unsecured credilorsas perlist A" . ... enil il §58,867.35 A AVERMONY . oot everens 200,000.00
Balance of secured claims as per Ist"8"............. 3,039,322.25 2. Trade fIxUres, €0, .. ....ovoevvvvnvnnnnnnnnnrine 0.00
Tolalunsecurad crediors. ....ooovvieaiennnn 3,698,189.60 3. Accotnls recelvable and olher recelvables, as per st "8

e T Good. ..o 0,06
2. Secured creditorsas perlist*B" .. ....ooiiiiinnnnn 305,001.00 Doubtful...covvineinenenns 45,764.00
Bad....oooviiiiiininenn. 0.00
3. Preferred cred BSEC™ o eeesivieeinnn, 6.0 —_—
referred creditars as per list "G Estimated loproduce. . ... i 0.00
4. Contingent, st clalms or ather liabfities as pes lis{ D" 0.00 4, Bilis of exchange, prortissory note, ete., as perlist "F" . ... 0.00
esimaled to be reclaimable for .........uveinis - ——— 5. Deposits In financlal Instiluflens .................... 0,08
Tolal [FEbHIEBS. . v vv e v i verar s iaaaes 4,003,190.60 BCaSH oo e 0.00
Tolivaslook . oo e s 0.00
SUIBIIS vt e NiL o e
urplus B B. Machlnery, equipmentand plank . ....oovvviviie i, 0.00
9. Real property orimmovable as perlist 6", ............ 0.00
0 FURIIE . oo e e 5,000,060
11. RRSPs, RRIFs, ife Jasurance, et . .o.ovvvvvinannn 0.0
12, Securities (shares, honds, debentures, ele) . ......... 1.00
13. Interests underwills ... 0.00
T4 Vehleles....ooooviiiiiin i 0.00
15, Other property, asperfist™H' . .. .. ... viviiane, 100,000.90
If deblor is a corporation, add:
Ameuntof subscribed capital. .., . ., 0.00
Amount paid on capital............ 0.00
Balance subscribed and unpaid................ ' 0.60
Eslimaled foproduee ., . .......oooieereiei i, 0.00
Tolalassels., .oovuvvvririnrnnnn. 305,001.00
Defitiency . .ovvvuniinienernn, 3,698,189.60
D rectok 7 e

I, Jahn Drew Craig, Presidert of Digital Underground Media Inc., of the City of Noith Varcouver in the Province of Biitish Golumbla, do swear {or solemnly
declarg) that Ulis slaternent and the atlached fists are %o the best of my Rnowledge, a full, true and complate statement of my affairs on the 29th day of Seplember

2017 and fu ali properly of every description hatIs In my possession or that may devclve onme In accordance with the Act.
SWORN {or SOLEMYLY ECLARED) Q‘ ‘L
balofe me at the Cify of To he Previrea-of.Ontarie; on this 29(h day of September 2017,

nzamﬂr Rthsh Coluakn A

00D John Drew Cralg, Pmsldgntnf Digital
A Commis for taki g Afﬂdavits Underground Mecla .
for the Provincd of British Columbia

Page 1




District of: Cntario

Division No. 08 - Toronto 188
Court No. 312205766
Estate No. 31-2295766
FORM 78 -- Gontinued
Llst"A*
Unsecured Creditors
Digital Underground Media Inc.
No. Name of ¢redltor Address Unsecured claim | Balance of claim Total clalm
1 | Ade & Company Inc 2157 Henderson Hwy 58400 0.00 584,00
Winnipag MB R2G 1P9 CA
2 {Beacon Securilies Limited 66 Wellingion Shreet West | Suile 4050, 7D Tower 167,500.00 0.00 157,500.00
Toronto ON #5K 1H1 CA
3 { Best Best Krieger LLP 3380 University Avenue d80.58 0.00 380.58
Riverside GA 82501 USA
4 | David Chae 102-704 Yaouagtong e-Pyeonhansesang Apt 238 250,000.00 006 250,000.00
Yeongtong-ro, 200 bson-gil, Yeontong-gu,
Suworrsl, Gyeongghdo Korea
& | Denise Cooper 186 St. George Sirest, Suite 200 14,604.00 .00 14,604.00
Toronto ON M5R 2N3 CA
6 § DUM Haldings Ine. Sulte 1600, 1 First Canadian Place, 100 King Street 0.00 §28,201 47 528,201.47
Wast
Toronto ON M5X 1G5 CA
7)EY 700 W Georgla St 42,000.00 0.00 42,000.00
Vancouver BC V7Y 1C7 CA
8 | Globalme 310, 1008 Homer St 58.00 0.00 15800
Vancouver 8C V6B 2X1 CA
9 [Gowlings WLG Sulle 1600, 1 First Canadian Place, 100 King Streel 31,684.00 0.00 31,684.00
West
Toronlo ON MEX 1G5 CA
10 {Innovex 3,Cheongmyeongnamyo, Yeongtong-gu $0,000.00 0.00 90,000.00
Suwon-sl, Gyecnggldo Korea
111JD Craig Holdings Inc 4280 Rockridge Road 0.00 251103078 | 2,511,030.78
West Vancouver BC V7W 1A5 CA
12 { Neil East Sound Broadcasting Lid. (SBL) 1A - 1455 Waverley Slreet 15,680.00 0.00 16,680.00
Winnipeg MB R3T 6P7 CA
13 | Palms Crealive Inc 205- 309 W Cordova St. 7,875.00 0.00 7.875.00
Vancouver BC V6B 1E5 CA
14 | Piassbzki Nenniger Kvas LLP 120 Adelaide StW Suite 2308 423.00 0.00 423.00
Teronlo ON M5H 1T1 CA
16 | Stambol Studios Inc. 104 - 1309 Wes! 14th Ave 7,245.00 0.00 7,245.00
Vancouver BC V6H 1R2 CA
16 | Stantec Consulling Lid. /o Lockbox 310250, PO BOX 578, STN M 10,061.00 0.00 10,061.00
Calgary AB T2P 2J2 GA
17 | Tomik2 inc., 62 Wendover Road 972200 0.00 §,72200
Tororto ON MBX 2L3 CA
18 | Vilarreal Garcla Yorre Sofla | Rlcardo Margiin 440-701 13,600.77 600 13,600.77
Ville de! Campesfre, San Pedro Garza Garsla, NL
66265 Mexlco
18 { Waltarford Partners 3501 First Canadian Flace Toronto Board of Trade 735000 000 7,350.00
Tower
Tozrento ON M5X 101 CA
Totak 858,867.35 3,038,322.25 | 3,698,188.60
29-Sep-2017 DireeTt .
Date John Brew Graig, Rresideatof Digital Underground
Media Inc.

Page 2 of 9




District of: Ontario 189
Division No, 09 - Toronto
Court No, 312006766
Estate No. 31-2205766
FORM 78 - Conlinued
List *B"
Secured Cradilors
Diglta! Underground Media Inc.
A Estimated Estimated
No. Name of creditor Address m;:;:éo’ Parilculars of secuzlty  |When given| valugof surplus from Balance of
securlty securlly claim
1 | DUM Haldings Inc. Suite 1606, 1 First 528,201.47 | Othser - ntellectual property - | 21-2un-2047) 0,00
Canadlen Place, 100 King Palenls
Streel Wesl
Toronlo ON M5X 1G5 CA
Business Assets - Stock In 21-Jun-2017 0.00
Trade- Inventory
Business Assels - Slock In 21-Jun-2017] .04
Trade - Equipment Inveatory
Fueniture - Furnilure & Office | 21-Jun-2017 0.00
Equipment
Securitles - Investmends in 24-Jun-2017 0.00
subsidiaries
Debls Dua - Buslness - TVS  { 21-Jun-2017| 0.00 528,291.47
Global Amercla
2 [JD Craly Holdings Ing 4280 Rockidge Road 2,816,031.78 | Other - Intellesival properdy - | 29-0ct-2015 100,000.00
West Vancouver BC VW Patents
1A5CA
Business Assels - Stock In 29-Oct-2015 159,600,008
Trade- Inventory
Business Assels - Stack In 28-Qcl-2015 50,000.90
Trade - Equipment Inventory
Furniture - Fumnitare & Office | 28-Ocl-2015 5,000.00
Equipment
Securilies - lvasiments in 29-028-2015 1.00
subsiiaries
Debts Due - Business-TVS | 23-0¢i-2015 0.00 2,511,030.78
Global Amercia
Tofal: 3,344,323.25 305,001 .00’ 0,001 3,039,322,25
20-Sep-2017 Dyrecnit’
Date John Drew Cralg, Rresident of Digilal Underground

Page 3 of 9
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District of: Ontario 190
Division No. 09 - Toranto
Court No, 31-2205766
Estate No. 312205786
FORM 78 - Continued
List"c*
Prefemred Creditors for Wages, Rent, ele,
Digital Underground Media Inc,
Perlod during Amount of Amotat Difference
No. Neme of creditor Address and occugation Nature of ctalm which clalm clalm payable Infulf | Fenking for
accried dividend
Total: 0.00 0.(301 U.Dq
1}
29-8ep-2017 Dire e
Dale John Drew Craig, Presidentof Digltat Underground

Page4 of §
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District of: Ontario 191
Division No. 09 - Toronfo
Court No. 312295766

Estate No. 312205766
FORM 78 — Continued

Lisl 3"
Contingenl or Other Liabilities

Digital Underground Media Inc.

Name of creditor Address Amount of Amourt | pate when liabillty
Ne. orclaimant and occupation fabliy or claim | @xpected to Incurred Nature of liability
rank for dlvldend
Totak 0,00 0.00
29-Sep-2017 Irte eV
Date John Drew Craly, President of Digital Undarground
Medla ne.
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District of: Ontario

Divislon No. 09 - Toronto 192
Court No, 31-2205766
Estate No. 31-2295766
FORM 78 -- Continued
List"E"
Oabts Due lo the Deblor
Digital Underground Media Inc.
No. N Address and fdopt  JAmountofdebt | Folio ofledgers or When Estimated to | Parilculars of any
° ame of deblor occupation Nature of de (good, doubtful, | otherbookwhere | confracted produce secritles held for
bad) particutars fo be found debt
1 1TVS Global Amarcia 32 Water Slreel, Suite | Note Recelvable 0.00 29-3ep-2017 .00 Unsecurad
320 45,764,
Vancauves BG V6B 188 764,00
0.00
0.00
Tolat 45,764.00 0.0
0.00
k)
29-Sep-2017 DicecTae §
Dale John Drew Cralg, President of Digital Underground

Page6of §
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District of: Ontarlo

Division No, 09 - Toronio
Court No, 312295765
Estafe No. 312295766

FORM 78 - Conlinued
LIst"F"

Bills of Exchange, Promissory Notes, Llen Notes, Chatiel
Martgages, elc., Avallable as Assels

Diglial Underground Media Inc.

193

Page 7 of 9

Name of all promIssory, Amount of bl Estimatedto | s bbbl
No.|  acceptors, endorsers, Address Ocgupation ornote,etg, | Datewhen due produce t of bill of note, et
morigagors, and guarantors payment of bill or note, elc.
Total: 0,00 0.00
29-Sep-2017 Divvctoe
Date John Brew Craig,-President of Digltal Un?ergrourzd

Media Inc.




District of: Ontario

Division No. 09 - Toronto 194
Court No. 312295766
Estate No., 312205766
FORM78 - Conlinued
List"G*
Real Property or lmmovables Owned by Debtar
Digltat Underground Media Inc,
Descriptton of prope Nature of Inwhose name T 1 Particulars of mortgages,
! property dehtor Inerest does title stand otalvalue hypothecs, or other encumbrances | Edulty or surplus
{name, address, amount)
Total: 0.00 000
28-Sep-2017 Divtei
Date Johin Brew Crefy, Presicent of Digial Un‘ﬂergruund

Paga 8 of 9
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District of: Ontario 195

Division No. 09 - Toronto

Court No. 312295766

Estate No, 31-2295766

FORM 78 - Concluded
List"H*
Properly
Digltat Undergraund Media kac.
FULL STATEMENT OF PROPERTY

Nature of properiy Location Details of property Orlgnal cost Estimated fo produce
(a) Stock-In-trade laventory 0.00 150,000.00
Equipment Inventory 0.00 §0,000.00
{b) Frade fixlures, elc. 000 0,00
{c} Cash In financial Instiutions 0.60 0.00
{d} Cash on hand 600 0.00
{e) Livestock .00 0.00
{f} Machinery, equipment and plant 0.00 0.00
() Furafture Fumiture & Office Equipment 0.00 5,000.00
{h} Life insurance pollcies, RRSPs, ele, 0.00 040
{i} Securifas Investments in subsidiares 0.00 1.00
(¥ interasts under wills, etc. 0,00 0.00
{k) Vehicles 0.00 0.00
(i} Taxes 0.00 0.00
{mj} Olher Intellectual property - Palents 0.00 100,000.00
Total: 305,001.90

29-Sep-2017

Date

Page 8 of §

Diroc

John Drew Craly, Presidentof Digﬁa Underground
Mediaine.
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196
Estate number: 31-2295766

MINUTES OF THE GENERAL MEETING OF CREDITORS

In the matter of the proposal of
Digital Underground Media Inc.
a Company Incorporated Pursuant to the Laws of the Province of Ontario
with a Head Office in the City of Vancouver, in the Province of British Columbia

Minutes of the first meeting of creditors held at TORONTO
300 - 111 Richmond Street West
Toronto ON M&H 2G4, on October 19, 2017 10:00 A M.

Present: Representing
Sheldon Title Trustee
Ken Bicknell, Director Digital Underground Media Inc. ("DUM"}

(see attached attendance list for other attendees)

Sheldon Title acted as the Chairperson of the meeting. The Chairperson informed the
meeting that pursuant to section 51(3) of the Bankruptcy and Insolvency Act, he would
act as Chairperson and would decide any questions or disputes arising at the meeting

and from such discussion any creditor may appeal to the court.

The Chairperson examined the proofs of claim and established a quorum was present.

The Chairperson declared the meeting legally constituted and calls the meeting to order.
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The Chairperson tabled the following documents:

Affidavit of Service of Notice of Proposal

Proposal

Trustee's Report on Proposal, dated October 6, 2017
Statement of Affairs;

Affidavit of Service of Notice of Intention to Make a Proposal;

Claims Register;

Question Period

A general discussion followed concerning the following:

1. A proof of claim filed by Michael Laitinen on October 18, 2017, in the amount of
$215,645.14. This claim is filed by DUM's former CFO is in respect of the purported
termination of his employment agreement. DUM’s position is that Mr. Laitinen
resigned from DUM and is not entitled to termination pay, and accordingly, did not
reflect the claim on its statement of affairs. The Trustee advised that the matter has
not been settled and the proof of claim, if proven, could have a dilutive effect on the
distribution.

2. A “counter-proposal’ presented to DUM by Forward Dimension Capital 1 LLP
("Forward"). The Trustee advised that it is mischaracterized as a counter-proposal,
as the proposal is made by the Company to its creditors. Forward's counter-
proposal, if accepted, also amends the claims of the secured creditors and
restructures the existing shareholdings, and does not provide further investment of

capital to support the business.

The Trustee recommended an adjournment of the meeting for the following reasons:

(i} the creditors had registered their votes exclusively by voting letter, and

accordingly, would not have knowledge of the dilutive effect of Michael
2



Laitinen's proof of claim on the distribution. DUM's counsel is of the viewl @8t
the creditors voted to accept the proposal to allow for the continuation of the
business; and accordingly, will likely not change their vote after learning of the
additional proof of claim. Moreover, DUM had a suggested approach for
dealing with the potential dilution to creditors.

(i) To allow DUM to consider Forward’s counter-proposal.

After discussion, DUM advised that it rejects Forward's counter-proposal on the basis
that, among other things, it had no plan to fund the company going forward and was, in
DUM's view, just the latest of many failed discussions with Forward. The meeting
recessed to allow for the Proposal to be amended to address the potential dilutive impact

of the former CFO's proof of claim.

The secured creditors advised that the counter proposal contemplated a new element; a
secured class and compromise and that it would not support the counter proposal even if
DUM did.

The secured creditor also advised that it would not fund DUM through the period of any
adjournment.

Amended Proposal

After considering the issues raised above, DUM amended its proposal (the "Amended

Proposal) to include, among other things, the following addendum:

“To the extent that any claims filed by employees decrease the Unsecured Creditor
Payment to an amount below what it would have been based on claims filed by Unsecured
Creditors who are not employees as at the date of the Meeting of Creditors, the Investor
shali increase the amount of the Loan to ensure that the Unsecured Creditor Payment is
equal to what it would have been based on the claims filed by Unsecured Creditors who
are not employees as at the date of the Meeting of Creditors.”

Voting



Results of the voting on the Amended Proposal, by letter, is summarized as follod/99

For % Against %
Number of creditors 9 90.00% 1 10.00%
0,
Dollar value $ 459,637.01 168.07%($215.645.14 31.93%

The Amended Proposal was accepted by the creditors voting by letter, and will be
submitted to Court for a hearing in respect of its approval. The results above inciude the
voting letter submitted by Michael Laitinen, which claim, as noted above, has not been
determined. Mr., Laitinen's proof of claim was received on October 19, 2017 at 1:09 AM.
At 5:46 AM, the Trustee emailed Mr. Laitinen to advise him that the voting letter and/or
proxy, referenced on his email, was not included with the proof of claim. During the
meeting, Mr. Laitinen asked if it was still possible to submit a voting letter. At 11:41 AM,
Mr. Laitinen filed his voting letter and proxy.

inspectors

There were no nominations for the appointment of Inspectors.

Termination of Meeting

There being no further business
It was moved by: The Trustee, as proxyholder for Waterford Partners
seconded by: The Trustee, as proxyholder for Ernst & Young LLP

that the meeting be closed.

ot 2 Octsbnr v, 20,7

Chairperson Date
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District of ONTARIO
Division 09-Toronto
Estate #: 31-2295764
Court # 31-2295746

AFFIDAVIT OF MAILING

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC,
OF THE CITY OF TORONTO,

IN THE PROVINCE OF ONYARIO

|, Jessie Hue, of the Trustee's office of MNP Lid., hereby make oath and say;

That on the 26 day of October, 2017, | did cause to emailed the creditors of the above-
named corporation whose names, email addresses and addresses appear on the paper-
writing marked as Exhibit "A", attached hereto, a copy each of the Notice of Amended
Proposal to Creditors, Notice of Hearing of Application for Court Approval of Proposal
and the Amended Proposal {the "Notice"), marked as Exhibit “B", attached hereto.

And that on 30t day of October, 2017, | did cause to elecironically file the Notice of
Hearing of Application for Court Approval of Proposal with the Office of the
Superintendent of Bankruptcy. A copy of the confirmation of filing are marked as Exhibit
“C", attached hereto.

SWORN BEFORE ME in }
the City of Toronto, in the }
Province of Ontario this 2 }
day of October, 2017. ]
)
)
!

A Commissioner elc.

JessioHoe L

, a Commissloner, efc., ‘
mm. for MNP Lid, ami did o
Explres December 30, 2019,



THIS IS EXHIBIT * /’hg‘%nasn TOIN

Creditors THE AE

Ade and Company rdupuis@adeco.com FIBAYE{?FQ@‘ G HXMR.MN
Beacon Securities cdvkun@beaconsecurities.ca SWORN BEFORE MEITHE‘%E- DAY OF
Denise Cooper denisecooper@sympatico.ca i

Ernest & Young richard. mockett@ca.ey.com A Commissioner, Eto.,

Gowlings

Gyun Chae & Innovex

Michael Laitinen

Neil East Sound Broadcasting Ltd. (SBL)
Tomik 2 Inc.

Viltarreal, Garcia et al

Waterford Partners

CRA

nurhan.ayvcan@gowlingwlg.com

david.chae@adtrackmedia.com

laitinenmichaei@gmail.com
eastkr@sbl.ca
jacktomik@rogers.com

luis.garcia @vgf.law
vmcilroy@waterfordpartners.ca

s t-f cra-arc.gc.ca
laura@forwarddimension.com
carmstrong@goodmans.ca

jwadden@goodmans.ca

gharmes@goodmans.ca
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THIS IS EXHIBIT # Km&m@mm
THE AFFi “
NOTICE OF AMENDED PROPOSAL TO CREDITORS PR sce
and WORN BEFORE ME THIS .22 'DAVQF
NOTICE OF HEARING OF APPLICATION FOR COURT APPROVAL OF b S g 2od
IN THE MATTER OF THE PROPOSAL OF A Comrissloner, £,

DIGITAL UNDERGROUND MEDIA INC.
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE PROVINCE CF ONTARIO
WITH A HEAD OFFICE IN THE CiTY VANCOUVER, IN THE PROVINCE OF BRITISH COLUMBIA

TAKE NOTICE THAT on Qctober 2, 2017, Digital Underground Media Inc. ("DUM" or the "Company")
lodged with us a Proposal pursuant to the Bankruptcy and Insoivency Act. On the same day, the Proposal
was filed with the QOfficial Receiver.

AND TAKE NOTICE THAT at the General Meeting of Creditors held on October 19, 2017 (the "Creditors
Meeting"), DUM lodged with us an amended Proposal which was filed with the Official Receiver on the
same day ("Amended Propasal™). A copy of the Amended Proposal is attached for your reference.

The Amended Proposal was amended to inctude, among other things, the following addendum:

“To the extent that any claims filed by employees decrease the Unsecured Creditor Payment {0 an amount
below what it would have been based on claims filed by Unsecured Creditors who are not employees as at
the daie of the Meeting of Creditors, the Investor shall increase the amaount of the Loan to ensure that the
Unsecured Creditor Payment is egual lo what it would have been based on the claims filed by Unsecured
Creditors who are not employees as at the date of the Meeting of Creditors.”

AND FURTHER TAKE NOTICE THAT at the Creditors Meeting, creditors elected to accept the Amended
Proposal and the Trustee will be making an application to the Court to approve the Amended Proposal.
Attached to this Notice is a copy of the Notice of Hearing of Application for Court Approval of Proposal
which details the hearing date and the location of the hearing.

If you have any questions concerning the foregoing or require any additional information please contact
Jessie Hue at 416-515-5006 or by emall at Jsssie Hue@mnp.ca.

Dated at Toronto, Ontario this 26" day of October, 2017.

MNP LTO.
Trustee acting in re: the Proposal of
Digital Underground Media Inc.

Per:

Sheldon Title, CA, CPA, CIRP, LIT

Encl.

. foor LICENSED INSOLVENCY TRUSTEES
Pra)ggmgg . BESTEMPLOYER SUITE 300, 111 RICHMOND STREET W, TORONTO ON, M5H 264

Gi CBAL AL

BN A it b e 1.877251.2522 T 416.596.1711 F. 416 596 7894 MNPdebt.ca
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District of; Cntario

Division No. 09 - Terontp
Court No. 31-2285766
Estate No. 31-2295766

FORM 40.1
Notice of Hearing of Application for Court Approval of Proposal
{Paragraph 58{b) of the Act)

In: the matler of the proposal of
Digitai Underground Media inc.
a Company Incorporated Pursuant to the Laws of the Province of Ontario
with a Head Office in the City of Vancouver, in the Province of British Columbia

In Ontario Superior Court of Justice in Banksupicy - Toronto
In the matter of the proposal of Digital Underground Media Inc., a debtor.
Take notice that an application will be made io the court, at 330 University Ave. Fir 7, Toronto,

Cntario, on the 14th day of Novembar 2017, at 10:00 AM, to approve the proposal of Digital
Undergraund Media Inc., accepted by the creditors at a meeting held on the 19th day of October 2017

Dated at the City of Toronta in the Province of Ontario, this 26th day of Oclobrer 2317,

MNP LTD. - Licensed [nscivency Trustee

[tz

300 {111 Richmond Strest West
Toronto ON M5R 2G4
Phone. (416) 506-1711  Fax (416) 323-5242

Page 1 of 1



District of Ontar%é)
Division No, 09 -Toronto
Court File No. 31-2295766
Estate No. 31-2295766
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE PROPOSAL OF
DIGITAL UNDERGROUND MEDIA INC,,
A COMPANY INCORPORATED PURSUANT TO THE LAWS OF THE
PROVINCE OF ONTARIO,
WITH A HEAD OFFICE IN THE CITY OF VANCOUVER,
IN THE PROVINCE OF BRITISH COLUMBIA

AMENDED PROPOSAL

Digital Underground Media Inc. (the “Cempany”) hereby submits the following
Amended Proposal under the provisions of the Bankruptcy and Insolvency Act, R.S.C. 1985, c.

B-3, as amended.
Definitions
1. In this Proposal, capitalized terms have the following meanings:

(a) “Act” means the Bankruptcy and Insolvency Act, R.8.C. 1985, c. B-3, as

amended.

(b) “Administrative Fees and Expenses” means:

(i)  the proper fees and expenses of the Trustee incidental to the preparation
and facilitation of the Proposal and any amendments thereto, including,

without limitation, its legal fees and disbursements; and

(i)  the legal fees and disbursements of the Company on and incidental to

negotiations in connection with the approval of the Proposal, court

f_:i'j\L’Q\’)
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proceedings relating to the Proposal and the transactions and agreemen%
contemplated hereby, including, without limitation, advice to the

Company,
(© “Amended Proposal” means this Proposal,

(d)  “Approval” means the approval of the Proposal by the statutory majorities of
the creditors under the Act and by the Court by way of the Approval Order
pursuant to a final and enforceable order which has become final as a result of
the appeal period having expired without there having been an appeal, or an
appeal having been lodged and the order approving the Proposal having been

confirmed or the appeal withdrawn or dismissed.
(e)  “Approval Date” means the date upon which the Approval occurs.

3] “Approval Order” means the Court order(s) made under this Proposal
approving the Proposal and directing the implementation of the Proposal,
which orders may, without limitation, authorize the filing by the Company of
the articles of reorganization, the cancellation of issued and outstanding shares
in the capital of the Company, the issuance of the New Common Shares and

the appointment of a new board of directors of the Company.

(g}  “Business Day” means a day other than a Saturday or a Sunday on which

banks are generally open for business in Toronto, Ontario.

(h)  “Claim” means any right of any Person against the Company in connection
with any indebtedness, liability or obligation of any kind owed by the
Company at the Filing Date, and any interest accrued thereon or costs payable
in respect thereof, whether liquidated, unliquidated, fixed, contingent, matured,
not matured, disputed, undisputed, legal, equitable, secured, unsecured, present,
future, known or unknown, by guarantee, surety or otherwise, and whether or

not such right is executory or anticipatory in nature, including, without

SN
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limitation, the right or ability of any Person to advance a claim of contributi%n
or indemnity or otherwise with respect to any matter, action, cause or chose in
action, whether existing at present or commenced in the future, and any
indebtedness, liability or obligation of any kind arising out of the repudiation,
restructuring or termination of any contract, lease, license, equipment lease,
employment relationship or other agreement after the Filing Date, or any
claims that may arise under any contract, lease, license, equipment lease,
employment relationship or other agreement which may arise as a result of the
insolvency of the Company, including, without limitation, any other
indebtedness, liability or obligation of any kind that, if unsecured, would be a
debt provable in bankruptcy within the meaning of the Act, and “Claims”

means all of them,

(i) “Common Shares” means the existing authorized, issued and outstanding
common shares of the Company, including both Class A shares and Class B

shares.

G) “Consideration” means the aggregate of: (i) the Share Consideration; and (ii)

the Loan Consideration.
(k}  “Court” means the Ontario Superior Court of Justice.

0} “Creditor” means any Person having a Claim, and “Crediters” means all of

them.
(m)}  “DIP Lender” means J.D. Craig Holdings Inc.

(n)  “DIP Loan Agreement” means the agreement between the DIP Lender and the
Company dated September 22, 2017, pursuant to which the DIP Lender will
provide financing to the Company in the maximum amount of $750,000 in
order to finance the Company’s working capital requirements and other general

corporate purposes and capital expenditures during the period of its

N

-
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0
restructuring, which agreement was approved by the Court by way of the Ordzcr 8
of the Honourable Justice Hainey dated September 25, 2017,

(o)  “Distribution Date” means a date selected by the Trustee in consultation with

the Inspectors.

(py  “Filing Date” means September 21, 2017, being the date upon which the

Company filed its Notice of Intention to File a Proposal under the Act.

(@)  “Forbearance Agreement” means the agreement between the DIP Lender,
DUM Holdings Inc., and the Company dated September 15, 2017, pursuant to
which the DIP Lender and DUM Holdings Inc. have agreed to forbear from
enforcement of their security, and to provide continued support to the Company

through its restructuring, in accordance with the terms of that agreement.

(r) “Implementation Date” means immediately following the Approval Date or

the date the conditions are met as set out in paragraph 26 hereof.
(s) “Inspectors” means the Inspectors described in paragraph 35 hereof.

® “Investor” means 7677189 Canada Ltd.

(u)  “Loan” means the loan made by the Investor to the Company in the principal

amount of $76,000, pursuant to the Loan Agreement.

(v)  *“Loan Agreement” means the agreement between the Investor and the
Company dated as of or before the Meeting of Creditors whereby the Investor
agrees to advance the Loan to the Company pursuant to the terms and

conditions of the Loan Agreement,

(w)  “Loan Consideration” means proceeds payable to the Company under the

Loan Agreement.

Y
c:ty":\‘)
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(a2)

(bb)

(cc)

.5.

“Meeting of Creditors” means the meeting of Creditors to consider th%sp

Proposal prescribed by section 51(1) of the Act.

“New Common Shares” means all the new common shares to be issued in the

share capital of the Company, as described in Schedule “A* hereto,

“OBCA” means the Business Corporations Act, R.8.0. 1990, c. B.16, as

amended,

“Performance of the Proposal” means the payment of all amounts to be paid
to the Trustee for the distribution to Creditors in respect of Claims, including,
without limitation, the implementation of the provisions of the Proposal as

described in paragraph 27 hereof.

“Person” means any individual, partnership, joint venture, trust, corporation,
unincorporated organization, government or any agency or instrumentality

thereof, or any other entity howsoever designated or constituted,

“Post-Filing Claim” means any Claim resulting from an obligation incurred by
the Company in the normal course of business of the Company in respect of
goods or services supplied to the Company after the Filing Date and extends to

the following:

(i) amounts owing to the Trustee and its solicitors and the Company’s

solicitors; and

(ii)  Her Majesty the Queen in right of Canada and in right of Ontario for
amounts owed in respect of federal, provincial or state sales or excise
taxes collected subsequent to the Filing Date, or amounts owing in respect
of source deductions on account of employee income tax, Canada
Pension Plan contributions and Employment Insurance premiums arising

subsequent to the Filing Date,

gjz;\}?
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(hh)

(i)
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but does not include Claims under any contract, lease, equipment 1ea%,10
license, employment arrangement or other agreement which may arise as a

result of the insolvency of the Company.

“Preferred Claim” means any Claim for which Section 136 of the Act
prescribes payment in priority to an unsecured Claim, and “Preferred Claims”

means ail of them.

“Preferred Creditor” means a Creditor of the Company having a Preferred

Claim, and “Preferred Creditors” means all of them,

“Priority Payment” has the meaning ascribed to it in paragraph 18 of this

Proposal.

“Proposal” means the proposal dated September 30, 2017, as the whole may

be amended from time to time.

“Proposal Fund” means the aggregate of: (i) the Share Consideration; (ii} the
Loan Consideration; and (ii) the amount payable, if any, by the Investor to the

Company pursuant to the Addendum hereto.

“Proposal Period” means the period between the Filing Date and the

Performance of the Proposal.
“Proven Claim” means any Claim in respect of which a proof of claim:
(i)  has been filed with and allowed by the Trustee; or

(ii)  has been filed with the Trustee and valued or determined in accordance

with the provisions of the Act,

provided, however, that a Proven Claim shall not include a Claim:
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(i) by any Person who has received written notification from the Trustee thzatl 1

the Claim has not been filed on a timely basis or has been disallowed; or

(i)  in respect of which a proof of claim has not been filed within 30 days of
the date on which the Trustee mailed to the Creditor having such Claim a

notice pursuant to Section 149 of the Act.

(kk) “Reorganization” means the creation and issuance of the New Common
Shares, the cancellation of the Common Shares and the other amendments to
the Company’s articles of incorporation described in sections 28 to 33 of this

Proposal.

(1)  “Secured Creditor” means any Person holding a mortgage, hypothec, pledge,
charge, lien or privilege on or against the property of the Company or any part

thereof as security for a Claim, and “Secured Creditors” means all of them.
(mm) “Secured Creditor Claims” means all Claims of Secured Creditors.

(nn) “Shareholders” means those Person(s) who are holders of Common Shares, or

any other equity of any kind of the Company.

{0o0) “Share Consideration” means proceeds payable to the Company under the

Subscription Agreements.
{pp) “Subscription Agreements” means:

(i) the agreement dated as of or before the Meeting of Creditors between the
Company and the Investor, as the same may be amended from time to
time, regarding the subscription by the Investor for the New Common
Shares for the aggregate consideration of $10.00; and

(i)  the agreement dated as of or before the Meeting of Creditors between the
Company and the DIP Lender as the same may be amended from time to
time, regarding the subscription by the DIP Lender for the New Common
Shares for the aggregate consideration of $10.00.

S
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(@@ “Trustee” means MNP LTD., in its capacity as trustee under the Proposal, and

not in its personal capacity, and without any personal or corporate liability,

(rr)  “Unsecured Creditor” means any Creditor other than a Preferred Creditor and

a Secured Creditor whose Claim arose:

(i) by reason of the supply of goods or services to or for the account of the

Company prior to the Filing Date;,

(ii) by reason of loaning of money to the Company on an unsecured basis;

(iii)  in the case of executory contracts in existence prior to the Filing Date, by
reason of the restructuring, repudiation or termination of such contracts

subsequent to the Filing Date;

(iv)  which Claims arose by any other reason prior to the Filing Date; or

(v)  the unsecured portion of any Claim, the balance of which is secured

against all or any of the assets of the Company,

and “Unsecured Creditors” means all of them,

(ss) “Unsecured Creditor Claims” means all Claims of Unsecured Creditors.

()  “Unsecured Creditor Payment” has the meaning ascribed to it in section 15

of this Proposal.

(wu)  “Warrants” means the existing authorized, issued and outstanding warrants to

purchase Common Shares of the Company.
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Purpose of Proposal

2. The purpose of this Proposal is to effect a restructuring of the business and affairs of the
Company in the expectation that all Creditors will derive a greater benefit from the continued
operation of the business and affairs of the Company than would result from a forced
liquidation of its assets. The Company is being supported through this process by the DIP
Lender, which has provided financing to the Company prior to the Filing Date, and will
continue to provide ongoing financing to the Company through the Proposal proceedings by
way of the credit facility provided for in the DIP Loan Agreement. It is also being supported by
the Investor, which is advancing to the Company the funds that will form the Proposal Fund to

be distributed to creditors in accordance with the provisions of this Proposal.

3. An integral part of the Proposal is the cancellation of the existing and outstanding share
capital of the Company, in light of the lack of value of the share capital due to the Company’s
insolvency. Upon the implementation of the Proposal, and in consideration of their support for
the Company through the Proposal proceedings, the DIP Lender and the Investor have agreed to

acquire the New Common Shares pursuant to the Subscription Agreements.

4, This Proposal is intended to provide a fair recovery to all Creditors and to provide the
Company with the financial stability to continue its business operating from and after the

Implementation Date.

Effect of Proposal

5. This Proposal restructures the affairs of the Company and amends the terms of any and
all agreements between the Company and the Creditors or the Shareholders existing as at the
Implementation Date to the extent affected by this Proposal, and provides the essential terms on
which all Claims and the interests of the Shareholders will be fully and finally resolved and
settled. During the Proposal Period, the provisions of Sections 63.1 and 69.1 of the Act shall be
in effect. Without limiting the generality of the foregoing, during the Proposal Period all
Creditors wiil be stayed from commencing or continuing any proceeding or remedy against the

Company, as further described in paragraph 34 hereof.



-10-

214
Persons Affected
6. This Proposal will, as of the Implementation Date, be binding on the Company and all

Creditors (except Secured Creditors), Shareholders and other persons named or referred to

herein in the manner provided for in this Proposal and the Act.

Restructuring of the Company

7. Prior to the Meeting of Creditors, the Company and the Investor will have entered into
the Loan Agreement, pursuant to which the Loan Consideration will be advanced by the
Investor to the Company following the Approval Date, The Company will, in turn, advance the

Loan Consideration to the Trustee,

8. Prior to the Meeting of Creditors, each of the Company and the Investor, and the
Company and the DIP Lender, will have entered into the Subscription Agreements, pursuant to
which the Share Consideration will be fully advanced to the Company following the Approval

Date. The Company will, in turn, advance the Share Consideration to the Trustee.

9. A condition to each of the Subscription Agreements is that the Company implement this
Proposal to its Creditors, including the Reorganization, pursuant to the Act and authorized by
the OBCA.

10.  Pursuant to the terms of the Subscription Agreements and the Loan Agreement, and
upon the successful implementation thereof in accordance with their terms, the Investor and the
DIP Lender will pay the Consideration to the Company, and in turn, the Company will pay the

Consideration to the Trustee for distribution to the Creditors.

11.  Subject to the satisfaction or waiver of the conditions precedent set out in paragraph 26
of this Proposal, the following steps will occur, and be deemed to occur, sequentially in the

following order, on the Implementation Date:
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(a)  the Company shall be released from all the Claims of Creditors (except Secured
Creditors), which shall be fully and finally compromised in accordance with

the provisions of the Act and this Proposal,

(b)  articles of reorganization causing the Reorganization, as more fully described

in paragraph 28 of this Proposal, wili be filed by the Company;

(¢) a certificate of amendment reflecting the amendments to the articles of
incorporation of the Company caused by the articles of reorganization shall be
issued by the Director under the OBCA,;

(d)  the Subscription Agreements will be completed in accordance with their terms,
provided that all conditions thereto have been satisfied or (when waivable)
waived, whereupon, among other things, the New Common Shares shall be
acquired by, and share certificates in respect thereof shall be issued by the
Company to, the Investor and the DIP Lender against payment of the Share

Consideration to the Trustee; and

(e) upon Approval and completion of the Loan Agreement and of the Subscription
Apreements, the Investor shall remit the Loan Consideration to the Company
which will, in turn, remit the Loan Consideration to the Trustee, and the
Investor and the DIP Lender shall remit the Share Consideration to the
Company which will, in turn, remit the Share Consideration to the Trustee.
The Company shall remit the Consideration to the Trustee within five days of

the Implementation Date.

Proposal Affecting Secured Creditors

12.  This Proposal is not being made to the Secured Creditors and accordingly, Secured

Creditors shall not be entitled to vote on the Proposal.

13.  Claims of Secured Creditors, if any, shall be paid by the Company in accordance with

agreements between the Company and the Secured Creditor including, without limitation, the

<& j/%
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Forbearance Agreement and the DIP Loan Agreement, as those agreements may be amended %1-1

supplemented from time to time.

Proposal for Unsecured Creditors

14.  All Unsecured Creditors shall form part of a single class of Unsecured Creditors for

voting and distribution purposes.

15.  Each Unsecured Creditor who has a Proven Claim shall receive a payment representing
each such Unsecured Creditor’s pro rata share of the Proposal Fund, less any amounts to be
paid as Priority Payments and any amounts payable to the Office of the Superintendent in

Bankruptcy in accordance with paragraph 22 hereof (the “Unsecured Creditor Payment™).

16.  Unsecured Creditors will accept the payments provided for in this Proposal in complete
satisfaction of all their Claims and all liens, certificates of pending litigation, executions,
security interests or any other similar charges or actions or proceedings in respect of such
Claims will have no effect in law or in equity against the property, assets and undertaking of the
Company, all of which shall be released upon payment of the amounts provided for in this
Proposal. The Unsecured Creditors shall take such actions and do such other things as are

necessary, at their sole cost, to file or record any required discharges of any of the foregoing,

17. Landlords of premises that have been terminated, disclaimed or repudiated shall be
entitled to file a proof of claim as Unsecured Creditors for an amount equal to the lesser of: (i)
the rent provided for in the lease for the first year of the lease following the date on which the
disclaimer becomes effective plus fifteen percent (15%) of the rent for the remainder of the
term of the lease after that year; and (ii) three (3) years of rent. Landlords of disclaimed
premises shall not be entitled to claim for accelerated rent pursuant to Section 65.2(4)(a) of the
Act.
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Crown Claims, Preferred Claims and Employee Claims

18,  Amounts, if any (collectively, the “Priority Payments”):

(a) owing to Her Majesty in Right of Canada or a Province, as enumerated in
Section 60(1.1) of the Act, which shall be paid in full within six (6) months
following Approval,

(b)  owing to employees and former employees, that such persons would have been
qualified to receive under Section 136(1)(d) of the Act if the Company became
bankrupt on the Filing Date, which shall be paid immediately following
Approval; and

(c) any Proven Claim in respect of a Preferred Claim, without interest,

shall be paid in full and in priority to all Unsecured Creditors.

19.  For the purpose of voting, the Preferred Creditors shall fall within the class of

Unsecured Creditors.

Funds Payable Under Proposal

20,  The amount to be paid to Creditors on the Distribution Date on account of their Proven

Claims shall be paid from the Proposal Fund.
21.  The Trustee will remit payments to Creditors in the following order:

(a) the Priority Payments; and
(b)  the Unsecured Creditor Payment.

22.  Payments to Creditors shall be net of any applicable levy payable to the Office of the
Superintendent of Bankruptcy as required by the BIA and the Trustee shall remit the amount of

ey



-14.

218
such levy to the Office of the Superintendent of Bankruptey contemporaneous with the

distributions to Creditors,
Administrative Fees and Expenses

23, The Administrative Fees and Expenses will be paid by the Company in the ordinary

course from cash flow, subject to approval by the Court.

Payment of Crown Claims

24.  During the period between the Filing Date and Approval, the Company shall pay and

keep current:

(a8  all amounts owing to Her Majesty in right of Canada and in right of Ontario of
a kind that could be subject to a demand under Section 224(1.2) of the fncome
Tax Act (Canada) or any substantially similar provision of provincial

legislation; and

(b)  all amounts collected in respect of sales taxes on behalf of Canada Revenue

Agency and any provincial Ministry of Finance.

Goods or Services Given After Filing Date

25.  Any Post-Filing Claim shall be paid in full in the ordinary course by the Company or as
negotiated between the Company and its vendors. The Company shall dispose of no assets
other than as contemplated by this Proposal, or other than in the normal and regular course of
its ongoing business. The Company agrees that the Trustee shall not in any case be responsible
for ensuring that payment is duly made pursuant to paragraph 24 hereof and to all those persons
supplying goods or services after the Filing Date. All Creditors hereby release and forever
discharge the Trustee from any and all liability relating to the Company’s non-payment of any

liabilities under this paragraph.

OO
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Conditions of Proposal

26. The Amended Proposal and its implementation by the Company is conditional upon

fulfilment or satisfaction, or (where waivable) waiver, of each of the following conditions:

(a)

(b)

(c)

(d)

the taking of all necessary corporate actions and proceedings to approve the

Proposal;

the granting of the Approval Order;

the execution of the Loan Agreement prior to the Meeting of Creditors;

the execution of the Subscription Agreements prior to the Meeting of Creditors;

27.  Once all of the following obligations have been fulfilled or satisfied, the Performance of

the Proposal shall be deemed to be fully complete and the Trustee will deliver and file with the

Court a certificate pursuant to Section 65.3 of the Act;

(a)

(b)

(c)

CY

(e)

the advancement of the Loan Consideration by the Investor to the Company
and, in turn, the Trustee;

the completion of the Reorganization;

the advancement of the Share Consideration by the Investor and the DIP

Lender to the Company and, in turm, the Trustee;
the payment of the Administrative Fees and Expenses; and

the performance by each of the Company, the Investor and the DIP Lender of
all their respective obligations pursuant to the Proposal and the transactions

contemplated herein.

N
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Share Capital

28.  On the Implementation Date, the articles of incorporation of the Company shall be

amended pursuant to the articles of reorganization in the following sequence:

(@8  to delete and cancel all of the authorized share capital of the Company and to
delete and cancel all of the rights, privileges, restrictions and conditions
attaching thereto, including, but not limited to, deleting and cancelling all of
the Common Shares and all of the Preferred Shares (as defined in the
Company’s articles of incorporation);

(b}  to create an unlimited number of New Common Shares and to provide that the
rights, privileges, restrictions and conditions attaching to the New Common
Shares are as set out in Schedule “A™ hereto; and

(c)  providing that, after giving effect to the foregoing, the authorized share capital
of the Company shall consist only of an unlimited number of New Common
Shares.
29.  All existing and outstanding Warrants, together with contracts pursuant to which

Warrants may be issued in future, shall be cancelled.

30.  No Shareholder will be entitled to any payment or other compensation with respect to

the cancellation of its/her/his Common Shares, Warrants or otherwise.

31.  The apgregate stated capital for the purposes of the OBCA of the New Common Shares
issued to the Investor and the DIP Lender under the Subscription Agreements and pursuant to

this Proposal shall be as set out in Schedule “B”,
32.  The Shareholders shall not be entitled to vote on this Proposal.

33.  The Shareholders shall not have any rights of dissent pursuant to Section 186(6) of the
OBCA in respect of this Proposal.

Stay of Proceedings

34.  During the Proposa! Period, and provided the Company is not in default hereunder, each
Creditor will be stayed from commencing or continuing any proceeding or remedy against the

Company or its property based upon a Claim existing on or before the Filing Date, or whose
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Claim has arisen after the Filing Date as a result of the termination, repudiation or restructwing
of any contract, lease, license, equipment lease, employment relationship or other agreement
after the Filing Date, including, without limitation, any proceeding or remedy to recover
payment of such Claim, to realize against any security granted in respect of such Claim, to
recover or enforce a judgment against the Company in respect of such Claim or to initiate any
proceedings against it under any applicable bankruptcy, insolvency or other laws in respect of

such Claim, other than an application or proceeding in connection with this Proposal.

Inspectors

35. (a) At the meeting of the Unsecured Creditors to be held to consider the Proposal, the
Creditors may appoint one or more but not exceeding five (5) persons to act as

Inspectors, whose powers shall be limited to:

(i)  advising the Trustee from time to time with respect to any matter that the

Trustee may refer to them;

(i)  advising the Trustee conceming any dispute which may arise as to the

validity of Claims of Unsecured Creditors; and

(iii)  authorizing an extension of time for payments due to the Unsecured

Creditors pursuant to this Proposal.

(b)  Any decision, direction or act of the Inspectors may be referred to the Court by
the Trustee and the Court may confirm, reverse or modify the decision,

direction to act and make such order as it thinks just.

(c) The authority and term of office of the Inspectors will terminate upon the

discharge of the Trustee.

A
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(d)  The chairperson may adjourn the meeting of creditors upon an adjournment
being required by the creditors by ordinary resolution, pursuant to s. 52 of the
Act.

Release of Directors

36. Upon the Implementation Date, the Company, each and every present and former
director of the Company (collectively, the “Released Parties™) shall be released and discharged
from any and all demands, claims, actions, causes of action, counter claims, suits, debts, sums
of money, accounts, covenants, damages, judgments, expenses, executions, options, liens and
other recoveries on account of any liability, obligation, demand or cause of action of whatever
nature which any Creditor or Person may be entitled to assert, in the case of the Released
Parties as of the Filing Date, including, without limitation, any and all Claims in respect of the
potential statutory liabilities of the present or former directors of the Company, and any and all
Claims relating to any obligations of the Company where the present or former directors are or
may be by law liable in their capacity as directors for the payment of such obligations, and
provided that nothing herein shall release or discharge any of the present or former directors of

the Company from the exceptions set out in Section 50(14) of the Act.

Effect of Payment

37.  Creditors will accept the payment of the amounts set out in the applicable provisions of
this Proposal in complete satisfaction of all their claims, and all mortgages, charges, security
interests, encumbrances, liens, writs of seizure and sale, certificates of pending litigation,
executions or any other similar charges, actions or proceedings in respect of such Claims will,
as of the Implementation Date, have no effect in law or in equity against the Company and the
property, assets or undertakings of the Company and will be discharged, dismissed or vacated,
as the case may be, at no expense to the Company, by each holder thereof no later than ten (10)
Business Days after the Implementation Date, or failing same, by order of the Court made

without notice to such holder.
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Compromise Effective for all Purposes

38.  The payment, compromise or other satisfaction of the Claims and the treatment of
Shareholders under this Proposal shall be binding upon the Creditors holding the Claims and
upon the Shareholders, their heirs, executors, administrators, successors and assigns, for all
purposes and in the case of any Claim shall also be effective to relieve any third party directly
or indirectly liable for such Claim, whether as guarantor, indemnitor, tenant, director, joint

covenator, principal or otherwise.

39.  The provisions of Sections 95 to 101 of the Act shall not apply to this Proposal.

Discharge of Trustee

40.  Upon the payment by the Trustee of the amounts prescribed herein, the Trustee shali
have discharged its duties as Trustee and the Trustee shall be entitled to apply for its discharge
as Trustee. For greater certainty, the Trustee will not be responsible or liable for any obligations
of the Company and will be exempt from any personal liability in fulfilling any duties or
exercising any powers conferred upon it by this Proposal unless such acts have been carried out

in bad faith and constitute a wilful or wrongful act or default.
Amendment

41.  This Proposal may be amended by the Company with the consent of the Trustee at any
time prior to the conclusion of the meeting of Unsecured Creditors called to consider the
Proposal, provided that any amendment made pursuant to this paragraph shall not reduce the
rights and benefits given to the Creditors under the Proposal before any such amendment, and
provided further that any and all amendments shall be deemed to be effective as of the Filing

Date of the Proposal.
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Further Actions

42, The Company and the Creditors will execute and deliver all such documents and
instruments and do all such acts and things as may be necessary or desirable to carry out the full

intent and meaning of this Proposal and to give effect to the transactions contemplated hereby.

Date for Action

43.  Inthe event that any date on which any action is required to be taken hereunder is not a
Business Day, such action will be required to be taken on the next succeeding day that is a

Business Day.

Time

44,  All times expressed in this Proposal are local time in Toronto, Ontario.

[The remainder of this page is intentionally left blank.]
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DATED AT THE CITY OF VANCOUVER, in the Province of British Columbia, this {6% dzay
of October 2017,

DIGITAL UNDERGROUND MEDIA INC.
r~§’ }/’N \ " MM o )\NMW}

Name
Title:
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Schedule “A”

Unlimited number of New Common Shares with the following rights, privileges and restrictions:

1 Voting Rights

Each holder of Common Shares shall be entitled to receive notice of and to attend all meetings of
shareholders of the Corporation, and at all such meetings shall be entitled to one vote in respect
of each Common Share held by such holder.

2 Dividends

Subject to applicable law, the directors may at any time or from time to time declare dividends
on the Common Shares in such amounts as the directors at such time or times determine.

3 Liguidation, Dissolution or Winding-up

In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary
or involuntary, or other distribution of the assets of the Corporation among its sharehelders for
the purpose of winding-up its affairs, the holders of the Common Shares shall be entitled to
receive the remaining assets and property of the Corporation.

226
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Schedule “B” 227
New Stated Capital = $20.00.
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ADDENDUM

To the extent that any claims filed by employees decrease the Unsecured Creditor Payment to an
amount below what it would have been based on claims filed by Unsecured Creditors who are
not employees as at the date of the Meeting of Creditors, the Investor shall increase the amount
of the Loan to ensure that the Unsecured Creditor Payment is equal to what it would have been
based on the claims filed by Unsecured Creditors who are not employees as at the date of the
Meeting of Creditors.

306107504
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Government Gouvernement
of Canada du Canada

Update filing - update is confirmed
Weicome Jessie Hue | Preferences | E-Filing helpdesk | Instructions | Logout

Estate Information THIS IS REFEHRED TOIN
. B o . o . . 'THE AFF| WQE - - )
ﬁ S a H\p &
Please Note: The following estata(s) wera updated; SWORN BEF'E{)JRF ME THIS .22 DAY OF
e Eh]

» Estate Number: 31-2295766
 Estate Name: Digital Underground Media Inc.

A Commissloner, Eto.,

Document(s) submitted

The following document(s) have been successfully submitted

« Form 40.1: Notice of Hearing of Application for Court Approval of Proposal

Reference

« The Reference Number for this transaction is: 13768998,
« Submitted by Jessie Hue.
+ 2017-10-30 8:04 EDT

Submif another document for this estate.
If you would like to submit a document against a diffarant astate, piease click on the Update iink In the Isfi hand side menu.

Date modified: 2017-07-28

https://strategis.ic.gc.ca/EstateFiling/html/en/confirmUpdate. jsp?_requestid=1717 30/10/2017
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