discovery required relating to the newly particularized allegations of fraudulent
misrepresentation found at paragraphs 21 through 30 of the Amended Statement of Ciaim.
These serious allegatlons of fraud, additional particulars of which have now been provided, will

require further examination for discovery.

37.  OnhAprll 1, 2013, Allen-Vanguard delivered an additional 181 Schedule “A” documehts,
including an affidavit swoin by David Luxtot Ih 2009 in dssociation with Allen-Vaniguard's CCAA
proceedings, which is referred to extensively In Allen-Vanguard's expert’s report. This
document, and likely many others that have only just been produced, will require extensive

further discovery.

38,  [tshouldalso be e'rﬁphasis_éd that the eartler e‘x.a‘minati_ons for discovery of Mr, Luxton
havé resulted i ovér 300 undertakings, many of which have gone uhanswered for months and
in some cases years foilowing the examinations for discovery. Even if further examinations for
discovery:of Mr, Luxton were scheduled In May and June of 2013, it is simply not feasible for

~ the undertakirigs arising from those discoverles to be answered and forany necessary motions

. to be heard In advarice of a Septemiber 3, 2013 ttial date.

Other Steps to be Completed Prioi to Trial

35. In addition to the Issues which flow directly from the Amended Statement of Claim,
there are numerous other pre-trial matters which must be completed prior to trial and which
prevent the tiial of this matter from proceeding oh September 3, 2013, These pre-trial steps are

as follows:
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a. Mandatory Mediation
Mandatory mediation required under Rule 24.1 of the Rules of Civif Procedure has not
yet occurred. It was originally scheduled to occur.on April 8,2013. Counsel to Allen-
Vanguard indicated on March 11, 2013 that it was of the view that mediation was
premature in light of the amendinents and the pending appeal of Master Macleod’s

reasons granting these amendments. The Offeree Shareholders consented to the

adjournment of the mediation on March 25, 2013, The mediation has not yet been re-

scheduled.
b. Undertakings and Related Motions
There are currently over 100 undertakings outstanding in relation to the examination for
discovery of Mr. Luxton. These include 63 outstanding undertakings from the
discoveries that occurred in December of 2012, and approximately 56 from the

discoveries that occurred in early 2013.

On January 27, 2013, the Offeree Shareholders served a Refusals and Undertakings
Chart with 17 refusals and 22 outstanding undertakings relating to the discoveries that
occurred in'2010 and 2011. It js anticipated that an updated Refusals and Undertakings
Chart will need to be served following receipt of Allen-Vanguard’s answers to
uridettakirigs on Apfii 15, 2013.* There may even be a need for a-further updated

Refusals and Undertakings Chart following the further discovery.of Mr. Luxton.

“This Court’s Case Conference Endorsement dated February 22, 2013 required Allen-Vanguard to answer the
remaining outstanding undertakings by April 15, 2013,

14



318

Allen-Vanguard has also served a Refusals and Undertakings Chart. This chart has
approximately 25 refusals and 12 undertakings from the examinations for discovery of

the Offeree Shareholders’ representatives.

The Colurt had originally set aside February 19-20, 2013 for the hearing of motions
relating to the outstanding undertakings and refusals relating to the exéminations for
discovery of Mr. Luxton and the Offeree Shareholders’ representative. This motion was
adjourned in-order tq permit Allen-Vanguard to bring a motion to amend fts statement

of claim,

Accordingly, one or more motions will need to be scheduled prior to trial in order to
address the various refusals and outstanding undertakings. These motions must be
scheduled 5o as to allow sufficient time for this Court to render reasons in respect of the

motions, and to. pérmit the parties t6 answers the undertakings, if so ordered,

It should be noted that many of the outstanding undertakings and refusals will require
further productions, and may even give rise to further discovery of the parties. For
instance, some of the uridertakings refq.sed by Allen-Vanguard during the examination
for discovety of Mr. Luxton Include requests for invoices relating to the assist audit
issue, communications between Allen-Vanguard’s counsel and the government-of the
United States, and all written opinions obtained by Allen-Vanguard regarding the assist

audit [ssue.
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¢. Allen-Vainguard's Claims for Privilege
As noted by this Court in the Case Conference Endorsement dated February 22, 2013,
there are ongoing issues relating to documentary production apart from those resulting

from the Amended Statement of Claim:

It is clear from the discussion today that there remains considerable potential for documentary disputes.
Given the impact this may have on judicial resources and the costs and time that may be involved in

numerous motions, | do not rule out the possibility of appointing a neutral third party discovery monitor.

In short, Allen-Vanguard continues to claim privilege over-approximately 4,250
documents. iichided amongst those documents over which Allen-Vanguatd continues
to claim privilege are approximately 650 documents which contain communications
with Stewart Busbridge of Genuity Capital, hundreds of documents which contain
communications with Willy Kruh, Tammy Brown and Preet Aujla of KPMG, the firm
retained to perforin due diligence relating to the transaction by Allen-Vanguard, and
hundreds if not thousands of documents which appeat on their face to relate to due

diligence and the drafting of the Share Purchase Agreement.

Unless the consolidated affidavit of decuments of Alleh-Vanguard that is required te be

served on April 30, 2013 is substantially different than the current affidavit of

documents and the more recent supplementary affidavits of document, the Offeree
Shareholders anticipate that they will be left with no choice but to once again challenge

many of Allen-Vanguard’s claims of privilege and that another motion will be negessary.
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This motlon must be scheduled so as to allow sufficient time for this Court to render
reasons in respect of the motion, as well as-allow for the time necessary for the actual

production and review of the documents and any necessary examinations for discovery.

d. Further Discovery of Mr. Luxton and Re-éxamination of Mr, Luxton
As indicated above, even prior to the delivery of the Amended Statement of Claim,
further discovery of Mr. Luxton was necessary. More discovery will likely become
necessary as further documents are produced and Allen-Vanguard answers its

outstanding undertakings.

Additionally, Mr. Lederman has advised the Offeree Shareholders that he Intends to re-

examine Mr. Luxton under Rule 34.11 of the Rules of Civil Procedure.

40.  Given the pre-trial steps that must be completed, regrettably this matter cannot be trled

in September of 2013.

Motion for Summary judgment

41,  Aslt stands, the trlal of this action, its compariion action, and the action proceeding
under court file hurmbet CV-08-41899 (theé “Thniis Action”), are set down for trial for 10 weeks.
The repercussions of the Amended Statement of Claim are such that consliderably more time

will be required In order to properly try this case, |
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42.  In addition to the impact on the litigation set out above, the Amended Statement of
Claim, which transformed the action from a $40,000,000 claim for funds held in an Escrow Fund
to a claim for $650,000,000 directly against share holders of a corporation, will result ina much

lengthier trial.

43,  Asindicated above, there may be numerous additional parties involved as a result of the
contemplated joinder or: third-party actions. This will necessarily result in a more lengthy trial as
there may be, at a minimum, additional counse), cross-axaminations and legal submissions.
Further, proportionality and the reality that the parties are now advancing and responding toa
claim for $650,000,000 in damages will hecessarily lergthen each stage of the trial. Not only will
Allen-Vanguard now be réguiréd to prove $650,000,000 worth of daniages, it must how prove
fraud in order to succeed in its claim for damages in excess of the Escrow Fund.
Correspondingly, the Offeree Shareholders will not only be refuting Allen-Vanguard’s
al_!egatiohs of fraud but arguing vociferously that Allen-Vanguard is precluded from recovering

damages beyond the Escrow Fund, whether or not itis able to prove fraud.

44.  The sheer quantum of damages claimed by Allen-Vanguard witl lengthen the trial by

saveral weeks if not months.

45.  Additionally, the changé iri the scope of the damages sought are such that considerable
evidence will need to be introduced regarding ali facets of Allen-Vanguard’s business from at
least September of 2007 through 2009, and perhaps beyond. This would inclu de all of the

husiness and financial information of Allen-Vanguard and its subsidlaries, as well as the details
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of Allen-Vanguard’s insolvency. This evidence will come in the form of fact witnesses,

documents and expert witnesses and will lengthen the frial considerably.

46,  On March 15, 2013, Allen-Vanguard served a 113 page Economic Loss Report. This
report purports to calculate the damages allegedly suffered by Allen-Vanguard based on two
hypothetical scenarios. The first hypothetical scenario calculates Allen-Vanguard's damages
hased on'the assumption that it would noet have proceeded with the purchase of Med-Eng in
2007. The second scenario outlined in Allen-Vanguard’s expert’s report assumes that Allen-
Vanguard would have atiempted to negotiate a reduced purchase price for Med-Eng, with part
sceharios and the allégation that they reflect hundreds of millions of dollars in damages will
now have to be explored at trial with virtually every material fact witness, lengthening the trial

considerably.

47.  Given that the claims against the Offeree Shareholders for damages in excess of the
Escrow Fund will fundamentally dlter the length of the trial and the maaner in which the tfial is
conducted, the Offeree Shareholders ask that this Court schedule a motion for surnmary

judgriveirt under Rule 20 of the Rules of Civil Proceduré in September of 2013,

48.  The Offeree Shareholders will move to ask the court t6 conclude that there is no
genuine issue requiring-a trial with respect to Allen-Vanguard’s claim against the Offeree
Shareholders for damages In excess of the Escrow Fund. I is already clear from a cursory review

of documents relating to Allen-Vanguard’s right o iridemnification that it was aware that such
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rights were limited to the Escrow Fund. This matter must be dealt with before the parties and
the court are put to the expense of trying a $650,000,000 action.

49.  The motion for summary judgment would involve documentary and affidavit evidence
regarding the relevant contractual documients, the intention of the parties and the negotiation
of the Share Purchase Agréement and Escrow Agreement.

50. The Offeree Shareholders assert that they have a right to bring such a motion and are
moving to do so without delay. it is only Allen-Vanguard’s delay in moving to amend its
statement of claim that prohibits the Offeree Sha reholders from bringing a motion for summary
judgment and having the trial proceed as scheduled, The Amended Stéteme‘nt of Claifm brings
to the fore the fundamental question of whether Allen-Vanguard can assert a claim for
damages In excess of the Escrow Fund directlyagainst the Offeree Shareholders despite the fact
that there are no allegations that the Offeree Shareholders made any misrepresentations or

breached the Share Purchase Agreement:

51,  This motion cannot he schieduled prior to September 2013 as further documeritary
production is Hecessary, humerous affidavits will need to be served by both parties, and it s
anticipated that cross-examination will be necessary. Given that a potential claim for
$510,000,000 against the Offeree Shareholders is at issue, it is in the parties’ best interest as
well as the court’s interest to ensure that a realistic timetable for the motion is established and
that the parties all have the netessary time to ensure that a complete evidentiary record is
before the court. This is particular true given that the Offerée Shareholders anticipate thata

mation for production of further documents may be necessary.
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52. Giventhata findin-g favourable to the Offeree Shareholders would dramatically shorten
the trial and preclude the need for the issuance of third pa.rty claims, proceeding with a motion
for summary judgment in September.of 2013 is the best use of this Cou rt’s judicial resources.
53.  Additionally, if this Court extends the tirhe for a motion for joinder of necessary parties
of the 'issua.ﬂce' of third party claims by the Offeree Shareholders to 60 days foliowing the
release of reasons in respect of the motion for summary judgement, féwerjudir;ial resources
will be used and nearly 200 hundred former shareholders will not be required to consider

whether they may need to have thelr 6wn counsel involved.

54. Finhally, the Offeree Shareholders aré presently scheduled to argue a Rule 21 moftion on
May 10, 2013. As indicated in correspondeiice from Mr. Ledermari, Allen-Vanguard is taking the
position that the Offeree Shareholders cannot bring a Rule 21 motion. Allen-Vanguard’s counsel
has indicated that on May 10, 2013, it wiil argue that the Offeree Sharehﬁ!de rs are barred from
bringing such a motion in fight of Master MacLeod’s finding that he was unable to find Allen-
Vanguard's claim to be impessible of success. In light of this position, as well as the wealth of
docimentary evidence which démoristrates that Allen-Vanguard khowingly entered 1rito an
agreement which limited its right to indemnification to the Escrow Fund, the Offeree
Shareholders intend to bring a motion for summary judgmeant in lieu of the presently scheduled

Rule 21 motion.
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Other Relief Sought

Production of Documents

55.  As set out above, It Is readily evident that if Allen-Vanguard is going to advance a clalm
directly against the Offeree Shareholders for the alleged misrepresentations of Med-Eng, then
it must disclose all documents relating to the negotiation of the Share Purchase Agreement,
including those documents which would formerly have been subject to claims of solicitor-client
privilege or any other type of privilege. The Offeree Shareholders ask that Allen-Vanguard be

required to do so by May 15, 2013.

56. If this Court Is not prepared to order Allen-Vanguard to produce the afore-referenced
dacuments, the Offeree Shareholders request that a date be set aside fora motion for

production of these documents.

Expert Reports

57.  TheOfferee Shareholders’ expert reports are currently required to be served by May 31,
2013, Given the damages now sought by Allen-Vanguard, the Amended Statement of Claim will
have a dramatic impact on the scope of the expert reports required ta defend the Offeree

shareholders’ interests in this litigation.

58,  Asitstands, In order to prepare responding éxpert reports, the Offeree Shareholders
require further examinatlon for discovery as well as production of Important documentation. As
indicated above, one example of the sort of documents that wili need to be produced are the

documents relating to all facets of Ailen-Vanguard’s business from at least September of 2007

22



through 2008, and perhaps beyond. This would include afl the business and financial

information of Allen-Vanguard and its subsidiaries.

59. The Offeree Shareholders request an extension of the deadline for the delivery of their
expert reports to a date to be fixed by the court following the release of the reasons In respect

of the motlon for summary judgment.

Demand for Particulars

60.  The Offeree Sharehoiders intend to serve Allen-Vanguard with a Demand for Particulars
relating to the Amended Statement of Claim In the coming days. The Offeree Shareholders
request that Allen-Vanguard be tequlred to re_sp‘ond.within 14 days of service: The Offeree
Shareholders would then bé ina position to-serve and file an amended statement of defence

within 45 days of recelpt of Allen-Vanguard's particulars.
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COURT FILE NO.: 08-43544
08-43188
08-41899

SUPERIOR COURT OF JUSTICE - ONTARIC

RE: ALLEN-VANGUARD CORFORATION v, L'ABBE et al
L'ABBE ctal v. ALLEN-VANGUARD CORPORATION et al
TIVMMIS v. ALLEN-VANGUARD CORPORATION et al

COUNSEL: Ronald G. Slaght Q.C, & Bli Lederman, for Alleh-Vanguard

Thomas G, Conway & Chrisfophey Hutchison,
for the offeree shareholders

Aaron Rubinoff for Paul Timmis
BEFORE: MASTER MACEEOD

ORDER & DIRECTION

[1] As countel are aware, 1 rsleased a decision in February permitting Allgn-Vanguard fo
amend its pleadings. This was under gppeal at the tme of the appearance on May 16",
2013 but R8J Hacldand has now releaséd his niling, Consequently the amendmietit has
béen gridnted and the offeree shateholders are siow facing a claim of $650 million,

[2] As a term of my ordet I granted the opposing parties the right 6 iake submissions
regarding tétms that should be imposed beoause of the amendments, “That was the
purpose of the hearing .on May 16™ and several ferms were requested. Principal amongst
those was the question of adjourning the trial.

[3] It is importent o provide jmmediate ditcption. Though Mr. Slaght and My, Ledetman:
strongly cbjest to ‘any adjownment of the trial théy cuite propéily point out that the
desision miist bs ifade xiow 4s it will bié even miore danaging if the trial is adjourned later
in the year, Cofisequently I see no option but to adjourn the matter if it is the intention of
the partics fo try all of the lssues.

[411 atn cohscions of the letter received this morning advising me that notwithstanding the
firmly stated intention of counsel for the offeree shareholders to move to add parties if' the
amendment was granted, Mr, Conway row anticipatés his cliehts may hot give ltim thosé
instictions, It appeats-tlierefore that we need not be concerned with additional parties.
Neveitheless the offerce Shiargholders have. persuaded me that there will bo further
produgtion and discovery disputes necessitating motions and it will be impractical to hold
the parties to the September dates,

[5] It must be remembered that this friaf date was set in December of 2011 at the request of
both parties but in particular of thé offeree shareholders, This was done despite the fact
that none of these dctions were teady for trial for three principal reasons. Firstly this was
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expected to be a long trial although the estimate of six weeks was not extirordinarily long,
Theie havé been much lorigér trials and that in itself would not have justificd setting the
tital date two yéars in advéncs. A second conisideration was the extremely busy schedules
of bioth Mr. Slaght and Mr. Gonway and the difficulty of co-ordinating Jarge blocks of
time in their respective schedules, Finally the parties had written to the Regional Senior
Tusfice asking that the ttial judge be designated well in advance and be & judge with
expertise and interest in coniplex commercial matters. Those reasons remain sound and
iliey are remsons ‘why even if the adjournment s grauted a new -dat¢ should be set
inhediately. OF eourse Mr. Ruibinoff is also involved now since T have ordered the
Timinis wiatter tried together with the other proceedings.

[6] When the oider Was wiade setting the date, howevet, it was made contingent on:the action

beliig set dowwn - for trial and all necessary pre-trial requitements being met. While fixed
tridl dates ave inténded to be just that, they must yield to the imperative of ‘achicving a just
result. Even if parties are not added to the litigation, the amendment effects 4 fimdamental
chatige {6 the exposute of the offeres sliareholders and it also adds issues that were either
not before thie court previously or which now aftract enhanced significance.

[71 For exainplé itis now pleaded fhat the misrepresentations of Med-Eng and the completion

of the purchase based on those nilstepresentations caused Allen-Vanguard to spiral into
isolvency, This potentially puts in issue the management of AllensVanguard, the
financial sitbation of Allefi-Vanguard and ifs other subsidiarics, subsequent events and the
GCAA proceedings, Even though fiaud and damages were previously pleaded, the
offerée shareholders did ot have to concemn themselves with darmages at 1aige beyond the
$40 miillion in the eserow fund. Now they aré faced with a damage report including two
liypothsiical scenatios, Given the disagrcements that have already taken place over
pioduction and dis¢overy and indeed the issues that remain outstanding it 4s Inevitable
thiere will be further titié consuming motion Aetivity befove ihis casé s now ¢onsiituted

&aii be tried.

[8]:On the sther haind theié ias soine disctigsion at thie heating goncering the possibility of

bifurcating the irial anid M, Conway wishes to bring a summary judgment:motion. 1 have
suited fhat if is not possible based on the wording of the SPA alone to determine that theie
ave 1o Gitenmstarices that would perrtiit fecovery of iofe than $40 million from the
offéies sharchiolders, RSI Hackland has eoitie fo the same conclusion, In his decision he
#oted that it may be tiecessary to consider parol evidence. Of cowrse the admission of
parol evideiice requires fhat the coust fiist fiiid that the exceptions to the *parol evidence
Hule” apply and the natiié and extent of the evidence that will-fhen be adn is itself
opes 46 arpument, I am inclined to agree with ‘the submissfons 'of Mr. Slaght that it is
quite -unlikely that a judge will make that kind of decision oi 4 summiary judgioent
motion.

[9] On the otherhiand it might be possible to try that question. The question is whether or not

the SPA caps the liability of the offeres shareholders even if there was fraud providing it
is not frand on the pait of those shateholders. Counsel could agree to try that issue.

[10] Thers. are ofher threshold questions. Allen Vanguard must prave that there Wefe

_m'isi'gpreseiﬁaﬁbus. They nust prove that the misrepreséniatioiis ‘Were religd upon dnd
that {{ was reasonable to flo so in the face of Allen-Vanguard’s own due diligence, In



order to have any possibility of a ¢laim above the amount in the escrow fund they wust
prove (hat the misrepresentations were fraudulent, Losing on.any one of those issues is
githei fatal or wonld confing the femedy to the es¢row fund,

[11] 1 wishto provide the parties with the opporfunity to salvage the dates set aside in
September as well as the two day pre-trial fenitatively scheduled for July, Thus T am
direoting counsel to confer and to determing if it is feasible to agres to an-order underRule
6.1 and to try certain limited issues, For that purpose the court will continue to hold the
scheduled trial date until thie fiext ease cofiference on June 12", 2013,

{12] In-any event the offeree shareholders must now prepare their amended defence and it
will be nocessaiy 16 deal with the scope of additional productions. The remaining
privilege issues regarding the oufstanding productions must be resolyed and remaining
discoveries must be scheduled. The offeree sharcholders must detetmine how to respond
{o the expert report. :

{13] 'These issues will be discussed and further direction provided af the next scheduled
case conference,

[14] In summary the September trial will be adjourned. The court will howevet continne to

hold the dates available and also to hold the pre-trial dates in July available pending
further direci{on at the upconiing case conférence. Counsel are to Gorifer and to deteimine
if trial of an issug in September would be feasible and in particular whether trial of an
issue might be an altemative to spending time and resources on a summary judgment
motioh,

o

‘. | """ "Mastér Caltim MacLeod
Date: May 30th, 2013
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COURT FILT NQ.: 08-43188
08-43544
08-41899

DATE; July 9, 2013

'SUPERIOR COURT OF JUSTICE - ONTARIO

R

L/ABBE et al v, ALLEN-VANGUARD CORPORATION et al
ALLEN-VANGUARD CORPORATION v, 'ABBE et al
TIMMIS v. ALLEN

BEFORE:  Mastéri MacLeod

COUNSEL: Thomas G. Conway & Chris Hytchison for the “offeree sharsholders”

Phoné: (613) 780-2011 Fax: (613) 5698668 Email: tconwayi@eavanach.ca

Bli 8, Lederman & Jan MacLeod for Allen-Vabguatd o
Phone::{416) 865-3555 Fax: (416) 8652872 Email: eledermdri@litigate.cor

Aaron Ruibinoff for Paul Timmis

Phione: {613) 566-2837 Fax: (813)238:8775 Emall: atubinoffi@peilaw,ca

ENDORSEMENT

The offeree sharcholders and Allen-Vanguard have each proposed timetables.
Unfortunately they are :g]ifferent, This is princi_pa_lly becanse of the planped notions ~ for
stifiviary judgnient.on thé oiie hand anid to stay sinimaiy judgiment on the. othet,

Theye is also the question of the privilege motion which was adjourried from today. Quite

sensibly- the parties have agreed to postpone that until the leadings are onge again
¥ p . !

closed. There nigy glso be privilege issues in cohncction with the suiriiviary jidgment
miotion singe the offeree shareholders will be seeking to introdvce evidénce about the
intetition of the patties it negotiating the share purchase agreement and 1i has yet to be
determined howAllen-Vanguard will regpoiid to that. -

Counsel for Allen<Vanguard nrges the court o fix 2 new tiial date for Octdbex of2014. I
ain not picpated to fix a new date and niake it peremptory untll one of the pdities is
prepared tosetthe mattet down for tiis! or at least the path to rial is-cléar and Unclutiesed

by substantial controversies that are likely to dlerail the schedalé, That said, eveil if the
trial is tiow 10 wiseks, it conld readily be accommodated in October of 2014 arid provided

the date js confirnied by March ot Apitl of 2014 it will sermairt 4 viable date. The offeiee
shareholders agiee to work towards that target,
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3.

The patties have each decided to bring motions that are guatanteéd to build delay nto the
schedule, Statistically the 111aj'cil'ity of stich motions ate unsuceessful. On the othér hand
the benefit to the successful party if the motions achleve their objéctive is obvious. Thus
it -appears thiere Will be a summary judgnient motion and then a motion to stay the
summaty judgment motion prior to delivery of the 1espondmnF materials, This is the plan

but I hiave invited counsel to consider whether ot riot this is the optimum way to procéed.

Tn addition, though the miotion to stay is within my Juusdlctlon, there may be inesit in
having it heard by the judge who would be hearing the sumnaty judgment motion.
Thought will also be 1equued about the materials needed for-the stay motion beécause vie
of the -critetia oh such a motioi is the question of the apparént merits of the urideilying
stummary Jjudpinent motion, See for exaniple Stever v. Rainbow International Ceir pet,
2013 ONSG 1574; (2013) 115 O.R, (3d) 138 (8,C.J,) It iherefore dppears likely to nie
that once the materials have actually been sefved new issues ate likely to emeige and
sotne tay disappear. Given ihe track record to date I'would also be athazed if there were
not controversics ansmg from cross examination on affidavits that will have to bé

reviewed.

Given the uncertainties that the motions will introchice, thongh this dees nat mean that
other steps in the proceeding should be put on hold, there is a certpin futility to trying to
schedvile too fat into the future at this point i time. There will be a case conference n
Septembm and addmonal vonferences have beef scheduled th ough the fall.

1 hiavie acdvised the partigsthete are curreritly no dates left for long motions before judges
biefore the end of this ¥ear. Counsel also have certain trial commitments, 1 w1l]
recommend to RSJ Hackland that a single Jjudge should be dppointed to hear all Judges
imotions and to designate that Judge Once I know the answer to that 1 will be able o
provide thie parties With potential dates for motions in Ottober or Decembei, The
timgtable may have to be adjusted as a result.

The guestion of appointing a neutral e- discovery expert as a diseovery monitor remziis
open, ‘While that might be relief requested oh the privilege motion T am told, there is also
the poss1b111ty thaf this step should be taken in advance of that motion so that the paities
and the eciitt would have the benefit of neutral review and a report to the coust. I invite
pounsel to consider this further:

THE COURT THEREFORE ORDERS AS FOLLOWS:

1. The pmtles ate to woik towards a taigeted nial date in October of 2014, The
viability of this date will be-reviewed at the beginning of next year and the ‘date
confirmed no later than the beginning of April depending on the stats of the
action at that tine.

2. The following dates are added to the timetable (or ainended as the case may be):

1. Allen-Vanguard’s reply to the amended defence will be due on July 30",
2013, '



DATE:
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2. Revised affidavits of docnments are to be served by August 23", 2013,

3. Allen-Vanguard’s response to the written submissions of the offerce
shareholders regarding costs thrown away and the motion to set aside the
costs of the amendinent mofich will be due o1 August ", 2013,

4, The offeree shm‘ehplders are to serve their motion material for the
privilege tnotion by September 6™, 2013,

3. Subject to further order or agreement, Allen-Vanguard is to serve
responding material for the privilege motion by September 30", 2013,

6.  The offeres sharcholders are to serve the material for the summaty
judgment motion no later than October 16"‘,_ 2013,

7. Allen-Vangtiard is o sefve -jts motion material to stay the summary:
judgment motion by Oetober 31, 2013,

Although the next case conference is not scheduled until Septerber, the parties

ipay request an ciilier date and I will make myself available,

[
A e

/ astor Calorn MacLsod

July 9, 2013
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LITIGATION CAUNSEL | BEUTHVE DE LMGe -

Calina N, Ritchie
Direct Line; 613.780.2014
E-mall; critchle@cavanagh.ca

Assistant: Michelle Groundwater
Direct Line; 613,780.2016
E-mall; mgroundwater@cavanagh.ca

August 6, 2013
VIA EMAIL

Mr. Eli Lederman

Lenczner Slaght Royce Smith Griffin LLP
130 Adelaide Street West, Suite 2600
Toronte ON M5H 3P5

Dear Mr, Lederman:
RE:  RICHARD L’ABBE, ET AL: V. ALLEN-VANGUARD CORPORATION, ET AL CFN. 08-CV-43188

ALLEN-VANGUARD CORPORATION V. RICHARD L’ABBE, ET AL.; CFN, 08-CV-43544
Qur MATTER ID: 1267-001

As you are aware, the parties have been ordered to prepare and serve revised affidavits of
documents by August 23, 2013, While Allen-Vanguard Corporation (“AVC”) has repeatedly
indicated that it does not @inticipate slgnificant additional dotumeéntary disclosure and
production as a result of the recent amendments to'the pleadings, this letter seeks to highlight
some of the types of documents that the Offeree Shareholders view as relevant to the matters
in issuie and which should be disclosed:

e Al budgets, forecasts and projections of AVC for the fiscal years ending September 30,
2007, 2008 and 2008, including those prepared prior to the acquisition of Med-Eng
Systems (“MES/AVTL"), followlng the acquisition of MES as wiell as those including
detalls by contract and customer, where applicable;

e All documents showing actual revenue of AYC by customer as well as by
project/conitract, where applicable, for each customer representing 5% or more of total
reveriue for the years ending 2003 through 2007;

o  All documents showing actual revenue of AVC and MES/AVTI by customer as well as by
project/contract, where applicable, for each customer representing 5% or more of total
revenue for the years ending 2007 through-present;

e Financial documents showing the detalls of AVC’s “stand-alone” quarterly revenues for
the Qctober 1, 2007 through January 2011;

401~ 1111 Prince of Wales Drive, Ottawa ON K2C 3T2
Tel: 613.569.8558 Fax: 613.569.8668 -
www,cavanagh.ca
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Financial documents showing the details of MES/AVTI's “stand-alone” quarterly
revenues for the October 1, 2007 through January 2011;

Einancial documents showing the details 6f AVC’s quarterly revenues from January 2011
to present;

Copies of all AVC's and MES/AVTI’s key contracts with customers during fiscal years
2007 through 2009;

Consolidated annual financial statements of AVC for the period from December 2009
through to present;

All mianagement reports or other-documents comparing actual results of AVC and/or
MES/AVTI to budgeted/forecasted results of AVC and/or MES/AVTI and any documents
with discussion or information relating the variances from June 2007 through December
2009;

All budgets/forecasts/projections of AVC for the fiscal years 2013 and beyond;

All valuation reports and any other documentation prepared for the purposes of AVC's
asset impairment testing for the years ended September 30, 2007 through 2009;

Any and all “fairness decks”, competitor analysis, precedent transaction analysis,
comparable conipahy analysis, premium analysis, and synergy analysis prepared by
Genuity Capital Markets (“Genuity”) as well as any supporting documentation;

Any and all documentation relating to AVC's actual and prepared financing relating to
the acquisition of MES/AVTY; ' '

Any and all preseritations or other documentation provided by AVC to potential lenders
far the purpose of securing debt financing;

All documents relating fo the financing analyses prepared by AVC in rejation the
MES/AVTI purchase, including sensitivity analyses, pro-forma debt covenant testing, etc;
Any documents with caleulations and/or discussion/commentary regarding the testing
of AVC's debt covenarits, including ary docurnents submitted to financial institutions
from September 2007 to December 2009;

Any presentations to AVC's Board of Directors relating to the MES/AVTI purchase and
the financing of the MES/AVTI purchase;

Any documents relating to the Accommodation Agreements, including all relevant
supporting doduments and corfespondence;

All reports from Deloitte & Tduche Inc. (“the Menitoi”} to the Court;

All correspondence between AVC, the Monitor; and Versa Capital;

All documentafion supporting the Monitor’s analysls of AVC's equity value in December
of 2009, including the Monitor’s considerations regarding any associated contingent
litigation exposuire {including as it relates 1o the class actions); '

All documerits referred to in the CCAA materials filed with the Couit;

Any correspondence, documents and presentations regarding a potential trahsaction
with Tailwind or discussions with Tailwind;

All analysis performed by RBC Capital Markets while engaged as AVC's financial advisor
as well as any correspondence or supporting documentation;

Allanalysis performied by Genuity while engaged by AVC as well as any correspondencé
or supporting documentation;

All documents and correspondence relating to process referred o in paragraph 100 of
David Luxton’s December 8, 2009 affidavits (i.e. the discussions/correspondence with
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the 99 investors approached, the 39 Non-Disclosure Agreement signed, the details of
the due diligence processes undertaking by the 16 parties, and the
discussions/correspondence with the 5 potential strateglc buyers}

» Ali dogumentation regarding the restructuring of AVC in 2009, including, but not limited
to, materials subniitted to the court, ¢orrespondence with the stakeholders, internal
documents prepared, etc;

o All documentation regarding the restructuring of AVC in 2006, including, but hot limited
to correspondence with the stakeholders, internal documents prepared, etc;

e All Board of Director minutes referencing the financial periods from June 2007 through
December 2009, including all management presentations, reports, exhibits, appendices
or other decuments presented, circulated or referenced therein;

e Allcorrespondence and other documents regarding AVC's dealings with key customers
subsequent to the acquisition of MES/AVTI, including any documents rélating to

o Orders for MES/AVTI prodiict secuired, delayed and/or cancelled;

o Orders for AVC product secured, delayed and/or cancelled; .

o Contracts for MES/AVT! products or services secured, renewed and/or
terminated;

o Contracts for AVC products or services secured, renewed and/or terminated;

o Unsuccessful proposals/bids related to MES/AVT( products/services that were
outstanding as at the acquisition date or issued thereafter;

o Unsuccessful proposals/bids related to AVC products/semces that wére
outstanding as at the acquisition date or issued thereafter;

¢ Al documentations related fo the amalgamation of MES/AVTI and AVC, including but
not limited to tax, legat and /or other professional advice regarding amalgamation;

o All documents relating to the negotiations of the Share Purchase Agreement;

While we ackhowledge that some of the documents produced to date may correspond to some
of the categories of documents set out above, we are of the view that much of the relevant.
documientation has fiot been disclosed and would invite AVC to take this opportunity to ensure
that there has been fulsome disclosure and production in respect of the matters in issue. It is
the Offerea Shareholder’s view that fulsome production at this stage of the litigation will
reduce the need for motions for production and document-heavy undertakings during the
examinations for discavery of David Luxton.

Yours very truly,

e fltiic

Calina N. Ritchie

fec
C: lan MacLeod (by email)
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Ellie Cote

From: Elie Cote

Sent: August-06-13 4:07 PM

To: Eli Lederman {elederman@litigate.com) (elederman@litigate.com)

Cc: Tan Macteod (imacleod@litigate.com); Thomas G. Conway (TConway@cavanagh.ca);
Calina Ritchie; Chris Hutchison

Subject: ~ Allen-Vanguard Corporation v. L'Abbe et al

Attachments: 2013.08.06 Letter to Lederman re docs.pdf

Good afternoon Mr. Lederman,

Attached please find our correspondence of today’s date.

Kind regards,
Ellie Coté
Legal Assistant to Thomias Conway and Christopher Hutchison

' i;..l'l’.P-.

401-1111 Prince of Wales Drive, Ottawa ON K2C 3T2
Tel.: 613.780.2015 (dlrect) | Fax:613.569.8668
,ecote@cavan.ag.h ca | www. qqyanagh'ca_

NOTE: This email essage is intended only for the named recipient(s) above and may contain information that is prlvlleged conﬁdential ar;d/or exempt from
disclosure under applicable law. 1f you have recelved this iessaga In efror, or are nt the nanied reciplént(s), please immiedlately notlfy the sender and delete this¢-
mall message.

NOTE: Ce courriel st destind exclusivement aulx) destinataire(s) mentionnd(s) ¢cl-déssus ét peut contenlr de l'information priviidgiés, confidentisllé etfou dispeitsds
de divulgation aux térmes des [ols applicablés, SI vius avez regu ce méssage par erreur, 0u $'l né vous est pas deésting, véulllez le méntlonner ifimédiatément &
I'expéditeur et affacer ce courrlel.
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130 Adelaide StW T 416-865-9500

Lenczner Suite 2600 F 416-865-9010
Slaght Toronto, ON www.litigate.com

Canada M5H 3PS

232013 Tan MacLcod
August 23, Direct line: (416) 865-2895

Direct fax: (416) 865-3701
Email: imacleod@litigate.com

RECEIVED

AUG 26 2013

VIA GOURIER AND E-MAIL

Mr, Thomas G. Conway

Cavanagh LLP ;.@Qavanagh

1111 Prince of Wales Drive
Suite 401
Ottawa, Ontario K2C 3T2

LIT:GATION COUNSEL | BOUTIQUE DE LINIGE

Dear Mr. Conway:

RE: Richard L'Abhé, et al. v. Allen-Vanguard Corporation, etal.;
Court File No. 08-CV-43188

Allen-Vanguard Corporation v. Richard L'Abbé, et al.;
Court File No. 08-CV-43544

Our File No.: 39177

In accordance with Master MacLeod’s Endorsement dated July 9, 2013, Lam enclosing a
disc containing:

1. a Summation briefcase with 167 additional Schedule “A” documents; and

2. an electronic copy of Allen-Vanguard Corporation’s corresponding
Supplementary Schedule “A” dated August 23, 2013.

Our office has recently adopted a new policy, for security purposes, of encrypting any
CDs/USBs/harddrives that leave our office. For this reason, I am also enclosing
instructions with respect 1o accessing the information on the enclosed disc with the
version of this letter sent to you by coutler. A password is required — please contact our
law clerk, Grace Tsakas, at 416-865-3714 or gtsakas@litigate.com, to obtain the
password assigned to this disc.

BARRISTERS . LENCZNER SLAGHT ROVCE SMITH GRIFFIN (L




Mt. Thomas G. Conway
August 23,2013
Page 2

In addition, we are still reviewing the list of documents described in Ms. Ritchie’s letter
dated August 6, 2013 and will respond in due course as to whether we believe that the
documents listed are relevant, whether they have already been produced, and whether the
request is proportionate.

Yours very truly,

ian MacLeod

IM/hs
Encls.

cc:  Eli S, Lederman
Christopher J. Hutchison (Cavanagh LLF)
Calina N. Ritchie (Cavanagh LLP)
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1

SafeEnd DECRYPT CD/DVD (External)

Insert CD/DVD disc into CD-ROM/DVD drive.

2) Once Inserted, the CD/DVD should "Auto-Play”. Click Qpen folder to view files

' Opery folder. th viewfiles *

e bising b{ﬁd(tﬂﬁ Explaras

b
i LY

IF disc does not auto-play on your system, please perform the following:

3) Double-click the file AccessSecureData.exe

» Click START > COMPUTER »> click your CD/DVD Drive
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4) The SafeEnd Data Protection Agent will begin to load, The following message will appear on your screen:

4, Data Protection Agent - Offline Access Utility [)(I

SAFENDPROTECTOR"

Iy

-+ Lisadiriy please W

5) Once the Agent has loaded, you will receive the following prompt. Enter the Security Password given to you by
Lenczner Slaght into the Device Password: box.

Once password has been entered, click the Access the Device button, to begin the decryption process.

Page 2 of 3
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8) Within Windows Explorer (START > COMPUTERY), a new drive should appear and be labefed Removable Disk.

2917550

_- LFlm i, dlt u'm > Tw{s ' Help

Click on this drive to view the contents of the CD/DVD,

The fils(s) should now be available for you to access and open.
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m Lenczner
Slaght

130 Adelalde StW T 416-865-9500

Sulte 2600 F 416-865-9010

Toronto, ON Ji
canada ’MSH 3p5 www.litigate.com

ALLEN-VANGUARD CORPORATION
. SUPPLEMENTARY PRODUCTIONS
" 2013.08.23
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CITATION: L’ABBY, v. ALLEN-VANGUARD, 2011 ONSC 7575
COURT FILE NOS.: 08-CY-43188 & 08-CV-43544
DATE: 2011/12/23
SUPERIOR COURT OF JUSTICE - ONTARIO

RE: Richard L’Abbé et. al, v. Allan-Vanguard Corporation
Allen-Vanguard Corporation v. Richard L'Abbé et al
BEFORE: Master Macl.eod ‘

COUNSEL: Thomas. G. Conway, Christopher Huichison & Calina N, Ritchie for the
“offeree shareholders”

Eli 5. Lederman for the “Allen-Vanguard parties”

REASONS

[1] Allen-Vanguard Corporation purchased the shares of Med-Eng Systems Inc. in
September of 2007. In simplest terms this litigation is becanse Allen-Vanguard
allages it overpaid for those shares and seeks to recoup part of the purchase price
out of a $40 million escrow fund. The central {ssue is whether or not Allen-
Vanguard was negligently or fraudulently misled concerning the fundamentals of
the business,

[2] These actions are case managed but it has also been necessary o hear certain
formal motions. 1 have released two previous sets of reasons dealing with
production and discovery.! The issue before the court on this eceasion is privilege
asserted by Allen-Vanguard over a massive list of documents, There are
approximately 6,000 documents listed in a more than 1,000 page Schedule B to the
affidavit of dociments,

3] I have approached this firstly by discussing certain general principles and how
broad claims of privilege play out in the context of this particular litigation, Ihave
taken the time to carefully consider first principles for two reasons. Firstly I am
hoping that general declarations of principle will guide the parties in resolving or
avoiding further procedural disputes, Secondly as we gain experience with new
requirements of discovery planning and e-discovery, it is important to leave clear
signposts for others to follow. The issues raised by this motion have broader
fmplications.

[4]  The reasons negt deal with a specific set of documents that were inadvertently
disclosed and included in Schedule A and then with the Schedule B documents,
Court inspection of 6,000 documents s not a viable option and I have placed the

' See. L'4bbé v. Ailen Vanguard Corporation 2011 ONSC 4000 (Master) & 2011 ONSC 7331 (Master)
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obligation of narrowing the parawmeters of the dispute in relation to those
documents on the parties. I have given direction regarding procedural
collaboration, creative solutions and time frames,

[5] The motion highlights the need for new ways of dealing with documentary
production in big document cases and in particular in cases dealing with large
amounts of electronically stored information.

[6] I have concluded that Allen-Vanguard has inappropriately asserted privilege over
broad categories of documents including due diligence documents and virtually all
communication with a host of 1egal advisors including in house counsel. Counse] for
Allen-Vanguard recognizes there is work to be done. He has suggested that the
motion was premature and there were better tools available to refine the privilege
clatms than such a blunt instrument. 1 would agree with this but for the fact that it
was Allen-Vanguard which certified fts affidavit of documents as complete and
makes the sweeping claims of privilege. Given the inordinate delay that has already
stalled documentary production, I am not inclined to be too critical of the response.

Background

[7]  Allen-Vanguard paid more than $640 million for Med-Bng. At issue in the litigation
is a $40 million escrow fund held back from the purchase price. Allen-Vanguard
advances claims against the fund for breach of specific warrantigs in the agreement
of purchase and sale. It also claims to have been misled about the value of Med-Eng
and accuses former Med-Eng management of misrepresentation and fraud.

[8]  As I have pointed out in the previous decisions there are some features of the
manner in which the agreement of purchase and sale and the subsequent litigation
are structured which complicate questions of production and privilege. These are as
follows;

a. The offeree shareholders are not accused of any wrongdoing but are the
defendants to Allen-Vanguard's claim, This is because under the agreement
the escrow Fand (part of the purchase price) is the property of the oiferee
shareholders unless Allan-Vanguard proves its claims,

b, The former Med-Eng senlor managers are accused of frandulent and
negligent misrepresentation with the purpose of inducing Allen-Vangoard to
pay an inflated price and to proceed with the transaction but they are nok
partiss. No relief is claimed against them by Allen-Vanguard. No third party
claim has been asserted by the offeree shareholders.

¢. Med-Eng (AVTI} is not named as a party by Allen-Vanguard because jt Is
fully owned and managed by Allen-Vanguard and in fact is now
amalgamated with Allen-Vanguard. Yet the warranties which are said to
have been breached are expressed to be warranttes given by Med-Eng itself.
Moreover Med-Eng would have been vicariously llable for the acts of its
officers and directors. But the only remedy for breach of the warranties isa
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[10]

[11]

claim against the escrow fund and the only remedy Allen-Vanguard sesks for
misrepresentation is also a claim against the fund2 .

Consequently the wrongdoing is asserted against non parties and the remedy is
sought against parties who are not accused of wrongdoing though they are the
beneficiaries by virtue of receiving the allegedly inflated purchase price. Had the
remedy not been limited to the fund and had Allen-Vanguard and Med-Eng
remained separate entities, one would have expected the former managers, the
corporation and the offeree shareholders to be co-defendants. It should be noted
that there is no claim by the former Med-Eng that the former senior managers were
not acting in the best Interests of the corporation.?

Central to the Ktigation are the questions of what representations were actually
made, whether they were false and the extent to which Allen-Vanguard relied upon
those representations. The critical issue is the valuation of Med-Eng shares and
therefore of the value it was reasonable to attribute to the business of Med-Eng at
the time of the purchase. Thus it is not so much the accuracy of Med-Eng financial
gtatements that is in question but what was known and what should have been
known concerning financial and cash flow projections, future opportunities and
risks ; in particular the risks associated with key military contracts.

There are a number of specific misrepresentations alleged in the statement of claim.
These can be found under the headings, "misrepresentation of MES revenue profile”,
“misrepresentations with respect to contingent and other liabflities”,
“misrapresentations with respect to status of MES confracts and commitmerits” in
the latter half of the statement of claim. Importantly for purposes of this motion,
however, the claim contains the following general assertions:

“MES made a number of misrepresentations as to its expected bookings, yevenue
and earnings and as to the status of MES's customer relationships ...”

“Thege representations were made knowing that Allen-Vanguard would rely on
such representations and were made ta induce Allen-Vanguard to enter info the
transaction and to pay an inflated purchase price”

“MES represented .. that there had been no Materlal Adverse Effect which could
reagonably be expected to be materially adverse to the business, assets, itabilitles,
financial condition o raslte af operations of the corporation since June 30, 2007.°

“MES further represented ... that there were no suits or proceedings pending or
threatened which could materlally adversely affect the corporation”

2 The agrecment contains the followlng provision:

(3) The Indemnification Ezerow Amount shall he the Parchoser's sole recourse In the event of a suceessful Claim made by the
Purchnser against the Corperation or the Sharchalders except in respeet of liability of vy Sharcholder for a Clain baged on the
ahsence ol or deficiency in, the title of that Shareholder to ls shaves, or liabiliy under any Claim atirlbulsble to fraud of that
Sharcholder. '

3 There is separate litigation against former vice President Pyl Timmis who remained in place at AVTL after the
takeover, That lifigation does assert breach of duty 1o the corporation althouph it alza ralses many of the same ssnes
as alleged in this litigation. The Timmis matter 15 not before me at the moment.

330
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_ the former management of MES knew or ought to have known that these orders
were unlikely to generate the revenue which had been projected or were unlikely to
even materialize at all.”

“.. The projections with respect to MES's expected ravenue, eaming and bookings,
were made by the management of MES, knowing that they would impact on Allen-
Vanguard's desive to enter into the transaction and the price it would be willing to
pay for MES.”

{121 In the statement of defence there are specific contractual defences, The offeree
shareholders deny that any wrongdoing by the non party former managers can
trigger a claim against the escrow fund which they say is limited to satisfying any
breaches of the specific warranties, More penerally however, the offeree
shareholders plead that there were no misrepresentations and in any event deny
that Allen-Vanguard relied on any representations not contained in the contract.
They deny any damages flowing from the alleged breaches and they put failure to
mitigate in issue.

[13] Because Allen-Vanguard is asserting claims of negligent and fraudulent
misrepresentation in the formation of the contract and setting of the price,
knowledge and reliance are critical issues. This puts in play the state of knowledge
of both parties, what communication took place, what independent inquiries were
made or should have been made. The extent of due diligence by both parties will be
inissue. A preat deal of the communication hetween the parties and with proposed
lenders leading np to the closing of the transaction is potentially relevant, Since the
accuracy of projections and risk is in issue, as is failure to mitigate, what
subsequently occurred and why will also be relevant. This list is not exhaustive.

[14] Given the issues raised by the pleadings, and the Fact that Allen Vanguard gained
control of all Med-Eng documents, computers and the remaining employees
following the closing, it is perhaps not surprising that Allen Vanguard has identified
many thousand potentially relevant documents.

[15] Inmy earlier reasons?, I outlined some of the difficulty and delay involved in the
documentary production to that point, Allen Vangnard had originally identified
600,000 potentially relevant documents and had then narrowed those to closer to
400,000 for review. Almost 10,000 documents were ultimately identified as relevant
and not subject to privilege. Those documents are now listed in Schedule A to the
affidavit of documents,

[16] There are two main {ssues raised by this motion. The first has to do with documents
over which privilege is claimed but were inadvertently released to the offeree
shareholders, The court must determine whether these documents are privileged
and if so whether the privilege has heen lost or waived, The second issue is the
6,000 documents that are listed in Schedule B. These by definition are documents

4 Supra @ nore |
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that, Allen Vanguard has identified as relevant but over which privilege is claimed,
That claim of privilege is challenged. The orus is on Allen-Vanguard to prove that

the Schedule B docurnents ave properly privileged. :

[17] In addition to the evidence set out in the affidavit of documents itself, Allen-
Vanguard has filed additional affidavit evidence in support of the claims of privilege.
Only twe of the disputed documents were provided for court inspection as part of
the motion material,

General Principles

[18] Before dealing with the specific documents, it seems fmportant to discuss general

principles.

The need for collaborative discovery planning

[131

[20]

p21]

First and foremost, when dealing with vast numbers of documents, particularly
electronically stored information, the parties ought to be devising methods for cost
effectively isolating the key relevant documents and determining claims of privilege
To the extent that there is disagreement about the scope of relevance or privilege, it
may be necessary to obtain rulings from the court but the onus is on counsel to
jointly develop a workable discovery plan and to engage In ongoing dialogue.s

Allen-Vanguard complains that this motion is premature, Rather than launch a
motion challenging the 6,000 claims for privilege, Allen-Vanguard argues that the
offeree shareholders should have asked specific questions about the documents and
the circumstances giving rise to privilege. While that might well have been a useful
discusston in the context of discovery planning, Allen-Vanguard has declared that
every one of these documents are privileged. As such, the onus is on Allen-Vanguard
to justify the clalms of privilege. The offeree shareholders are of course entitled to
cross examine on the affidavit of documents during discovery and indeed certain
guestions were addressed 1o Mr, Luxton. There is however no requirement for the
offeree shareholders to ask questions about every individual document befove
calling on Allen-Vanguard to justify its privilege claims.

I accept that faced with this volume of documents, new approaches must be adopted
but this cannot be a unilateral exercise, It requires ongoing procedural collaboration
with court direction if necessary, Collaboration will not always result in agreement
but where agreetnent is not posstble, transparency should be the order of the day.
Faced with this number of documents, the parties and the court must re-evaluate
traditional approaches. Caselaw developed for manageable numbers of paper based
documents must also be re-svaluated. Painstaking scrutiny of each individual
document is dispraportionate to the objective and unjustified even for a claim of this

$ Ansel] Canada Inc. v, Tons World Corp. (1998) 28 C.B.C, (4") 60 (Ont. Gen. Div)
8 rules 29.1 in particular subrules 29,1.03 (3) (a} and {4), 25.1.04 and 8edona Canada Principles 2,4, 7& 9

352
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magnitude. Technology must be harnessed, Creative solutions need to be
embraced. Counsel owe it to their clients and to the administrafion of justice to find
efficiencies without, abviously, sacrificing the objective of a just outcome.

[22] 'The notion that the court or even the parties themselves should manually review
6,000 Schedule B documents is unworkable, jmpractical and unduly resource
intensive. In this case the parties are using outside e-discovery experts and they
have agreed on a number of important protocols such as format, coding, data fields
and electronic exchange of documents but when it comes to the substantive
questions of relevance and privilege they appear to be working in isolation. Rather
than unilateral decision making, collaboration between counsel and their respective
experts might yleld some promising efficlencies. '

[23] Various e-discovery solutions are available including software solutions such as
predictive coding and auditing procedures such as sampling. It is naive to expect
complete procedural agreement in an adversarial system but there should be a
mutual interest in identifying critical documentary evidence while preserving
legitimate claims for privilege.? Suffice to say traditional appreaches to production
motions cannat be used for production on this scale. -

[24] Even with $40 million at stake, efficiency and cost effectiveness in production and
discovery should be a mutual goal, Questions of relevance and privilege must be
answered of course but it is necessary to apply those filters in a practical manner.
Central to that exercise is to ensure that both relevance and privilege claims are
properly focused and calibrated. Adjudication may be an important part of that
exercise. Equally or more important is the need for collaborative and creative goal
oriented problem solving by the parties and their respective counsel,

The scope of relevance and privilege

[25] Generally speaking when huge numbers of documents are identified as potentially
relevant, one suspects the ambit of relevance is being drawn too widely. Perhaps a
raore useful goal than mere relevance would be to consider utility. The massive
number of documents identified as relevant suggests a failure to think clearly about
probative value, and the matters which ultimately may have to be proven at trial.

[26] 1recognize that the ambit of relevance is broadly sketched by these pleadings but no
one can possibly believe 10,000 Schedule A documents will actually be introduced
into evidence at trial or that there are 6,000 critical Schedule B documents that can
legitimately be withheld. The objective should be to isolate the documents that
actually have probative value — that prove or disprove the disputed allegations. In
Fhe remote event that all those documents are actually important, then what is
really necessary is a form of audit and review. In that case the documents will

7 In my previous reasons, [ referred the pasties to the Sedona Co-operation Proclamation.
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ultimately be distilled through the Jens of expert testimony. Indeed, access to the
source documents by experts may well be a necessary solution in a case such as this.

[27] Turning to the specific clatms of privilege, it is obvious those claims have also been
drawn too broadly. Allen-Vanguard has asserted privilege over all of the due
diligence documents and aver almost all documents sent to or from its legal counsel,
As [ will discuss in 2 moment, that may have been an appropriate starting point for
internal review but it is not an appropriate position at this stage tn the Jitigation.

Solicitor-Client Privilege

[28] More accurately referred to as client & lawyer privilege, there is no question that the
privilege which exists between a client and his or her lawyer is now regarded as a
fundamental civil and legal right8 Moreover it is a right that is critically important
to the administration of justice and as such it is one of the rare clags of privileges
which cloaks the communication with presumptive inadmissibility Selicitor client
privilege must therefore be taken very seriously. It is so important that o matter
how important or probative the information might be, the truth seeking function of
the justice system must generally yield to the importance of maintaining the
privilege. Conversely of course it is important to confine claims of privilege to their
proper ambit. Inappropriate claims of privilege cannot be permitied to shield
admissible evidence from disclosure. Misuse of privilege is to debase t,

[29] ‘There is no dispute about the essential requirements for privilege to attach to a
document. The privilege attaches to written or oral communication which was
confidental in nature and is between a client and a lawyer in relation to seeking,
formulating or giving of legal advice. The privilege may extend to information
conveyed hetween the client and lawyer through an agent or other intermediary.
The objectlve of the privilege is to ensure that effectual legal assistance may be
obtained by fully and frankly disclosing all material facts to the lawyer in
confidence.® It is however the communication between the client and the lawyer
that is privileged and not objects or documents that otherwise exist1l Simply
providing a document that is otherwise not privileged to a lawyey in order te obiain
legal advice does not render the document itself a privileged document.
Consequently attachments to privileged e-mails may or may not be privileged
themselves.

Litigation Privilege

[30] 1 need not say much about litigation privilege at this point as it is generally
understood to be a type of privilege which may overlap with solicitor client privilege
but ig not identical to it. Litigation privilege exists for the proper functioning of the

2 Canada v. Sofosky [1980] 1 8.C.R. 821 (8.C.C)

% B V. Gruenke [199113 S.C.R. 263 (8.C.C); Blank v. Canada [2006) 2 S.CR. 319 (3.C.C)
10 gopinka, Lederman, Bryant, The Law of Evidence in Canada, 3rd edition, 2009, @ p. 923
1 Sopinka, Ledsrman, Bryant, supra @ para 14.60, p. 932
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adversary system and it is essentially designed to protect litigation strategy. Itisa
form of privilege that is not permanent and may end when the litigation ends.
Providing documents have heen created for the dominant purpose of use by counsel
in the litigation process, they will be privileged. 12

Settlement Privilege

[31] I do need to say something about claims for privilege over settlement discussions.
This is an area of law which has been evolving. It has long been understood that
offers to settle litigation are privileged within the context of that litigation.
Specifically the trier of fact should net be aware of the offer before rendering a
decigion. This is to avoid the decision being tainted by the idea that an offer is an
admission of Yability or to avoid the assessment of damages being coloured by the
quantum of an offer, Formal offers to settle are specifically protected by the Rules of
Cleil Procedure.? All communications made in mediation are also deemed to be
without prejudice settlement discussions, 1

[32] Settlement discussion privilege hag gradually been more broadly recognized. It goes
beyond offers and it is not confined to mediation. All discussions intended to
resolve litigation, including discussions that take place in contemplation of the
litigation should now be considered inadmissible in the litigation at least until after
the trial% This is not a privilege that attaches to contractual negotiation generally.
The privilege will apply if litigation is in existence or in contemplation; if the
communication is made with the express or implied intention that it will not be
disclosed to the court in the event the negotiations fail; and, if the purpose of the
communication is to effect a settlement or buy peace.

[33) Like litigation privilege, and unlike solicitor client privilege, this privilege is not a
substantive rule of law nor is it a fundamental civil right, It will yield more readily
in the balance between truth seeking and preservation of confidence. That is to say
that it is not as important as solicitor client privilege, Also like litigation privilege, it
is not a durable privilege, It exists only for a transitory purpose and that is to
encourage settlement by ensuring that settlement discussions do not prejudice the
parties if litigatlott must continue,

Waiver of Privilege

[34] [ will come back to the question of waiver more than once. Privilege may be waived
by the party entitled to rely upon it. But waiver may be inferred. The two most
common methods of attracting an inference of waiver are either releasing the
Information so that it is no longer confidential or by putting the privileged advice in

2 General decident Assurance Co, v, Chiusz (1999) 45 O.R. (3d) 321 (C.A)

¥ Rulg 49,06

¥ Rule 24.1.15

U gee TDL Group Lid, v. Zabeo Holdings inc. 2008 MBQB 86; 227 Man.R. (2d) 66 (Man.Q.B.} @ paras 20 - 32
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entire subject matter of the communication because a party may not “cherry pick”.16

As [ will discuss shortly, 1 am of the view that the pleadings in this action constitute
a waiver over any privilege attaching to due diligence. This is an example of the
second method. Disclosure of privileged Information to thivd parties or to the other
side in the litigation may be an example of either explicit or implicit waiver because
it demonstrates that the client no longer considers the privileged information to be
confidentiial.

It follows however that inadvertent disclosure - if it s truly inadvertent ~ should
viot be treated as a waiver of privilege unless the party making the disclosare is truly
reckless or delays in reasserting the privilege or certain other conditions are met.

Inadvertent Disclosure

[37]

I need not say 2 great deal more than that aboutinadvertent disclosure, Privilege is

ot walved by disclosure unless the party making the disclosure intended to waive

privilege and was authorized to do $0.27 On the other hand privilege may be lost
through inadvertent disclosure based on considerations such as the manner of
disclosure, the timing of disclosure, the tlming of reassertion of privilege, who has
geen the documents, prejudice to either party and the requirements of fairness,
justice and search for truth.*® Both parties referred to the same anthorities and the

- law in this area is not serfously in dispute,

[38]

[39]

Tn cases involving large numbers of documents, it must be expected ‘that some
privileged documents might inadvertently be disclosed. This is frequently addressed
in discovery plans by way of clawback agreements 2 Inadvertence will not by its elf
amount to waiver but this does not mean the court will protect a party from reckless
release of privileged documents.2? In any event notwithstanding the attempt to
reassert: privilege, the court may determine that privilege has been lost and may
decline to permit the documents to be removed from Schedule A of the affidavit of

documents,

Of course the court may inspect the documents that have been released in addition

to the evidence when determining the matter. There are at least three possibla -

findings: the documents are not privileged docoments; the documents would
ordinarily be privileged but privilege has been waived (explicitly or implicitly); or
the docnments would ordinarily be privileged but it would be unjust to requlre
thers to be returned. In my view the latter would be exiraordinary. Ordinarily
inadvertent disclosure will not constitute waiver and if privilege is reasserted in a

18 Guelph (City) v. Super Box Recyeling Corp. {2004)2 CR.C. {6")276 (5.C.7.) @ para 78 - 80
T Guelph (Clty) v. Super Box Regyeling Corp. supta @ para. 80
1 Py biin v. Montessord Jewish Day School &f Toronto (2007) 85 O.R. (3d) 511 (8.C.1)

19 gee Sedona Canada Principls ©
2 Ay Conada v. Westjet (2006) 81 O.R, (3d) 48 (8.C.J)
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reasonable and timely manner, the documents should be ordered returned and
removed from Schedule A

Due Diligence & Privilege

[40] One of the categories of documents over which privilege {s claimed is due diligence
conducted by Allen-Vanguard as part of the decision to purchase the Med-Eng
shares or as part of the progess of raising financing. In effect these are the same
thing because Allen-Vangnard’s decision whether or not to proceed with the
trangaction was contingent on satisfying its lenders and raising the necessary
capital.

[41] Due diligence needs to be properly understood. It is a phrase susceptible to
different meanings. [t has been described as a “malleable concept that is nsed in
both corporate and regulatory law, with origins in the tort law concept of the
reagonable person.”2! In other words due diligence ordinarily means demonstrably
meeting a standard of reasonable care. In corporate and securities practice, “due
diligence” describes a prospective buyer’s ox broker's investigation and analysis of a
target company, property or secirity.22

[42] Of course the régulatory and corporate worlds are related. As a publicly traded
company seeking additional investment and subject to prospectus requirements,
“due diligence” in making a major acquisition may be a necessary component of
defence to subsequent civil or criminal prosecution under securities and other
legislation, The agreement contemplated a public offering by Allen-Vanguard but
the due diligence conducted with an eye to regulatory compliance in this case
cannot be readily separated from due diligence conducted to decide whether or not
to close the transaction. In the context of my reasons, “due diligence” refers to the
steps taken by Allen-Vanguard bo assess the merits and risks of proceeding with the
purchase of Med-Eng at the apgreed upon price.

[43] In mergers and acquisitions generally there is a time period during which the
proposed purchaser has the right and ohbligation to satisfy itself of the quality of the
investment. This Is often a multi step process in which there must first be tokens of
good faith and commitment, In exchange, the propased purchaser {s given complete
access to the target company in order to drill down deeply into the books, records
and operations of the company and to satisfy itself that it should proceed with the
transaction. Often subsumed under the rubric of “due diligence”, the searches and
investigations conducted on behalf of the prospective purchaser or investor are
frequently co-ordinated by transactional counsel. Due diligence reports and audits
will usually be reviewed or even commissioned by counsel. While frequently
extremely complex, In essence these pre-closing investigations are similar to

2 Archibald, Hon. Todd L. et, al,, Regulatory and Carparate Liability: From Due Diligence to Risk Managemen,
Canada Law Book, 2009 -2011, p. 4-1
2 Black's lavw Diotionary, 9" edition, p. 523
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searches, inspections, surveys and environmental audits regularly conducted in
vestdential or commercial real estate transactions, Typically the purchaser has an
option to terminate the agreement if not satisfied with the results.

Inn agreements to acquire or invest in a business due diligence is often broken down
into a series of audits or tests such as financial andits, marketing audits, production
and inventory audits, management audits, risk analysis, and of course legal opinions.
Clearly there is a legal component to much due diligence.

In particular, lawyers may be asked te opine concerning regulatory compliance,
contractual- interpretation, or prospects of litigation. Legal analysis is frequently
part of risk analysis. It would be odd if it were otherwise. Contracts will have to be
interpreted. The risk of litigation will have to be analyzed, Regulatory risks in
different jurisdictions must be assessed. Clauses will have to be drafted or
interpreted during the negotiation process, Lawyers are frequently in the thick of
merger and acquisition work. But not all of that work and certainly not all of the
accounting or other work done in support of that work can atiract solicitor client
privilege :

It is important to remember that the ultimate objective of these inquiries is a

~ business decision - whether or not to proceed with the purchase or whether or not
* to lend money to fund the acquisition. In that sense the ultimate outcoms is not a
-~ legal opinion but business advice. Most of the inquiries made in support of the due

diligence pracesses are not legal inquiries and they are not gathered for the purpose
of giving legal advice.

Additionally, the legal opinions forming part of due diligence are for the most part
opintons based not on confidentfal information of the client as would ordinarily be
the case but based on confidential information disclosed by the target corporation.
It may be concluded that not all aspects of due diligence are subject to solicitor
client privilege and those which might yleld to different policy considerations when
assessing whether or not privilege has been waived.

it is here that Allen-Vanguard has it backwards. In their factum they seek to bring
all of the due diligence inquiries conducted by accountants or others under the
umbrella of solicitor client privilege. This is because these inquiries inform the
giving of legal advice, In my view however the legal advice is ancillary to the
fundamental inquiry whether or not to make the investment. The legal opinions
inform the investment decision. '

Finally there is the question of waiver. Due diligehce or lack thereof is at the very

heart of this proceeding. Allen-Vanguard cannot claim to have been misled if it
already knew the risks associated with the purchase. Moreover the analyses
conducted at the time ave pertinent to determining if the information conveyed to
Allen-Vanguard can be said to be materially misleading or false, It cannot be apen
to Allen-Vanguard to take the pesitlon that it was misled by representations which it
now says were false and then refuse to disclose what due diligence was carried out

358
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and what Information was avallable to it through the due ditigence process. In fact it
will also be relevant to know what if any searches or inquiries Allen-Vanguard
shonld have undertaken but falled to do. Implicit in the very notion of due diligence
is a standard of reasonable care.

[50] There is authority to the effect that putting state of mind in issue when legal advice
formed part of the basis for that state of mind should be regarded as waiving
privilege.2 Similarly in my view by implicitiy putting due diligence in issue there is
waiver of privilege over legal advice integral to the pre-closing inquiries and
searches, To avoid the limitations of lability In the contract Allen-Vanguard may
have to show that the riske that materialized were not within the contemplation of
the parties when the agreement was signed.

[51] Insummary,!donotrule out the possibility that there are legal opinions over which
privilege may legitimately be maintained. For example it may be that legal advice
concerning regulatory compliance by Allen-Vanguard itself or in relation to its
lenders following the sale can be distinguished from work done to assess the merits
of the investment, to accept the price, to waive conditions and to praceed with the
purchase. In general however | would hold that any privilege existing over Allen-
Vanguard’s due diligence has been waived and exceptions would have to be justified
on a case by case basis. But even if that is incorrect, in my view financial analysis
and similar audits forming part of Allen-Vanguard’s pre-closing investigation of
Med-Eng’s business never attracted solicitor client privilege even if those
investigations were co-ordinated by counsel.

[52] This is because the ultimate objective was business advice and not legal advice. 1tis
certainly possible to have privileged legal advice gbtained for business purposes
and it is not always possible to draw a bright line between Jegal and other advice. It
is clear however that purely business advice, even if given by a lawyer, is not subject
to solicitor client privilege.?® Itis even less likely that purely business advice sent to
a lawyer or assembled in the office of a lawyer attracts such privilege.

[53] For all of these reasons, 1 contclude that the due diligence documents are not
inherently privileged. Any claims of privilege over specific components of the due
diligence will have to be shown to he exceptions. That would require that they be
either legal advice or documents created for the principal purpose of obtaining such
advice and that also survive any deemed walver of privilege created by these
pleadings.

Whose privilege is {7

[54] Another consideration In assessing privilege claims is the question of who is inside
the privilege tent, In the course of conducting due diligence a great deal of

A Toranto-Dontinion Bankv. Leigh Instruments Ltd. (Dvustee of) (1997} 32 OR. 3d) 575 (Ont. Gen.Div.)
M p v, Campbell b Shirose [1999] LS.CR. 565 @pua. 50
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information including financial information, business practices, trade secrets and
even legal opinions that would normally be held confidential by the target
corporation is shared not only with the purchaser but also with prospective lenders,
.outside review agencies and with counsel for the vendor offerce shareholders,
Contractnal provisions are ordinarily in place to ensure that misuse is not made of
this information, that it vetains its chavacter as proprietary confidential information
and that all copies of the information are returned if the transaction does not
proceed. Of course when the transaction closes, the bundle of ownexship rights
including privilege that belong to the target corporation passes o the new owners.
In this case Med-Eng became AVTI and ultimately was amalgamated with Allen-
Vanguard itself. Allen-Vanguard thus inherits Med-Eng’s claims to privilege but in
this case any pre-closing privileges enjoyed by Med-Eng cannot be exclusive.

[55] It is particularly questionable whether any Med-Eng priviteges can be asserted
against the offeree sharcholders in the context of this litigatlon. There Is a
differenge hetween confidentiality and privilege., It is one thing to preserve the
confidential character of information when it is shared with other parties, it is quite
another to argue that that information s privileged against the party that was made
privy to that information in subsequent litigation. All of the documents and
information provided hy Med-Eng to Allen-Vanguard or to third parties at the
request of Allen-Vangnard was information to which Med-Eng management and the
offeree shareholders would have had access in the course of the negotiations.2s
Indeed the right of the offerec sharcholders to have access to confidential
documents supplied to Allen-Vanguard continues to exist after dosing, That right is
preserved in the agreement of purchase and sale26

[56] 1 therefore agree with the submission that the offeree shareholders, Med-Eng and
Med-Eng management would have had common interest privilege prior to the
closing. Med-Eng privileges up to the date of closing cannet be asserted against the
offeree shareholders in the context of this litigation.?” I am not suggesting that Allep-
Vanguard does not have its own claims for privilege apart from privilege inherited
from Med-Eng. The point however is that the guestion of whose privilege is
involved in different pieces of communication is potentially complicated. This also

militates against overly broad privilege claims.
Communications fnvolving Elisabeth Preston

[57] Quite apart from the due diligence, Aller-Vanguard cannot assert blanket claims of
privilege over all communication to or from Elisabeth Preston or other legal
advisors. Ms. Preston was a partner at Lang Michener and was transactional

25 Bagides having nominees on the Board, in the contexf of the fransaction, the offeres shareholders through their
connsel had aceess to the same information as the corporation and Med-Eng manageraent.
2 for exarnple paragraph 6.02 (1) which preserves a right of access to certain documents by the offeree shareholders

after closing.
27 Spe Sopinks, Lederman & Bryant, supra @ para 14.50, p. 928 and cases referred to
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counsel for Allen-Vanguard but she also played the role of in-house counsel. She
formally assumed the role of Chief Legal Officer after closing and was then part of
the senior management of Med-Eng and later Allen-Vanguard.2?

[58] As either general counsel or as part of the senior management team, Ms. Preston
would have received requests for legal advice and would have dispensed legal
advice which would be subject to privilege. She would also have received
snformation that was nat privileged and may have given advice that was not legal
advice, Certainly she would have been in receipt of fnformation that was not
information for the purpose of giving specific legal advice. It is not enough that her
role in management was because of her legal expertise or that she would only be
snvolved if there was a legal dimension to the decision. it has been held for example
that general legal information callected in the office of counsel or made available by
counsel for the general legal education of an organization {s not privileged.?® It will
not do to simply isolate any decuments bearing Ms. Preston’s name and to assert
that they are privileged,

[59] The same may be true of other legal advisors who played multiple roles. Allen-
Vanguard has identified numerous law firms and lawyers who they say provided
relevant and important advice relating to the transaction generally or due diligence
{n particular. These claims will have to be explored with greater particularity
having regard to my ruling on due diligence. A balance will have to be struck
between the nature and purpose of the claim for privilege on the one hand and on
the other, the need to elucidate whether or not anything communicated by the
Former managers could have misted Allen-Vanguard.

[60] With those general ohservations, [ can turn to the specific items {n dispute.
The inadvertently disclosed documents

(61] Cextain disputed documents are already in the hands of the offeree shareholders.
All of these are currently In Schedule A of the Allen-Vanguard affidavit of documents
but they are documents over which Allen-Vanguard now seeks to assert privilege.
The court must first determine if the documents are privileged, then determine if
the privilege has been waived. If they are and remain privileged then it would be
necessary to formulate appropriate relief. The relief requested is the return of the
privileged documents and amendment of Schedule A to the affidavit of documents.

[62] Iwill deal with each of the listed documents in turn.

The KPMG Report — AVC00023109

28 | helieve Ms, Preston continves in this role while also being a parter st MeMillan LLP,
 gas Toronto-Dominion Benkv. Letgh Instruments Ltd. (1997) 33-OR. (3d) 575 {Gen.Div.)
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The first and most significant of the documents is the “draft” KPMG report. This
document was produced for inspection, It is entitled "Project Superman Due
Diligence Assistance, Draft, September 7, 2007” and was prepared for the CRO of
Allen-Vanguard Corporation to “assist Allen-Vanguard .. in performing due
diligence” in connection with the proposed invesiment. The document appears in
Schedule A of both parties so it was in the hands of the offeree shareholders before
the Htigation commenced. It turns out that its provenance is problematic. Allen-

Vanguard takes the view that it is in reality a privileged document and now wishes it
returned. '

Apparently during the negotlations leading up to the share purchase, there was a
meeting at the offices of McCarthy Tetrault in Ottawa, The KPMG report was
seemingly left behind by soreone on the Allen-Vanguard negotiating team and was
collected along with other papers by McCarthy Tetrault staff. It then remained in
the possession of Mr. Chapman who was counsel for the offerce shareholders until
his file was obtained for the purpose of preparing for this litigation. There 18 1o
evidence that Mr. Chapman was even aware he had it or that his dlients ever had
access to it during the negotiation.

I need not deal with whether or not the report was a privileged document in the
comtext of the negotiations that weve ongoing at that time. 1am satisfied that at the
very least it was confidential and that it was left behind inadvertently. Xaccept that
if it is a document to which privilege then attached, leaving it behind after a meeting
wonld not in and of itself be a waiver of privilege though there are circumstances in
which inadvertent disclosure can lead to loss of privilege3®. I need not determine if
those factors lead to loss of privilege in this case because in my view the document,
is not a privileged docurment at this time in the context of this litigation.

The report sets out the procedures KPMG was retained to perform and the results of
those procedures. It Is a document that was avallable to Allen-Vanguard and was
one of the documents used by Allen-Vanguard in deciding whether or not to
purchase Med-Eng and in assessing a fair price. Though it is marked as a “draft” it
was quite clearly part of Allen-Vanguard’s due diligence process. 1 have already
expressed my general view that due diligence is not coverad by solicitor client
privilege. Inspection of the KPMG report reinforces my opinion that this is not a
privileged document, There is a covering letter divected to Rob Ryan, Chief
Financial Officer of Allen-Vanguard which clearly sets out that the sole purpose of
the report is “to assist [Allen-Vanguard) in its evaluation of the Target”. On its face
the document was intended to assist Allen-Vanguard in determining whether or not
to proceed with the fransaction and whether or not the price was fair. That is
husiness and investment advice and it is not privileged. -

30 Ga0 Dubiin v. Montessott Jewish Day School of Tovonto (2007) 85 OR. (3d) 511 (8.C.J.) @ paras. 66 - 68. See
also Spiral Aviarlon Training Co. v. Canada (2009) '
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[67] Accordingly the offeree shaveholders need not return the report. Itis not privileged
and it properly remains part of the Schedule A documents.

Document AVC00026667

[68] This is the only other document that was produced for inspection. It is an e-mail
from Elisabeth Preston to Chris Waitman copied to Andrew Munro & john Milne and
dated July 29, 2008. It deals with “clearing milestones”. It has already been
partially redacted. Since the e-mail seems to deal not with legal advice but whether
or not certaln steps had been complated to fulfil an agreement, I see nothing in the
copy that was produced that reveals privileged information.

[69] Inspecting this document reveals the futllity of examining individual documents out
of context, Itis impossible to determine from looking at the document itself why it
is relevant ox what aspect of it would be privileged, 1presume itis relevant because
it is part of the narrative of the eventual breakdown of a relationship with General
Dynamics Armaments and Technical Products (GDATP), It is dated many months
after closing.

[70] In any event I am not gatisfied that privileged information is disclosed in the
docuirient and it will remain in the productions in the form that has been produced.

Drapt Statement of Claim — Document OS0000345

(71 A drafc pleading was sent hy e-mafl from Mr. Luxton to Paul Echenberg of
Shroeders3! for the specific purpose of settlement discussions. The e-mail expresses
that the pleading is a draft of a claim, that it is for settlement purposes and that it is
delivered on condition it will be returned if there is no settlement. Nothing could be
clearer. The draft pleading was prepared for the purpose of discussing settlement
and the communication is protected by settlement discussion privilege. It is In my
view improper to use it in the litigation. The settlement proposal was with a view to
avoiding exactly the litigation the parties are now involved in.

[72] To be honest I do not understand why this document is an issue at all. No one has
explained why it is relevant or what probative value it could possibly have. One
might speculate that a draft pleading containing a different version of events or a
different calculation of damages ¢ould raise suspicions about the accuracy of what
was ultimately pleaded in the real statement of claim but it is nota sworn document
and would be of limited utllity,

[73] Inmy view, based on the description of the document AVC00026319 is also subject
to settlement privilege.

Document AVC00014475 and attachments

31 Ysarions Schroeder entlties ad buyout funds were offeree shareholders
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According to the affidavit of Stephanie Cousins, this is an e-mail exchange between
Elisabeth Preston and U.8. counsel in the cotitext of seeking legal advice in relation
to an “ssaist audit” which was then taking place. The assist audit is relevant in the
litigation because it commenced prior to closing and one of the specific pleadings
has to do with alleged failure to disclose “what this request signified or how this
requast amounted to a significant contingent liability of MES".

It {3 also pleaded that the former managers had retained U.5, legal counsel and a U.5.
consulting firm to advise them on how to avoid possible liability under the Federal
Acquisition Regulations, The managers ave accused of concealing this information
and failing to disclose how serious the potential exposure would be. This allegation
is disputed. The offeree shareholders state that Med-Eng advised of the audit and
responded as required under the U.S, legislation. I would imagine that to prove that

" allegation there will have to be evidence about the effect of U.S. legistation pravided

by an American legal expert.

The communication for the purpose of obtaining legal advice in 2008 is prima fucle
subject to client lawyer privilege. While the seriousness of the assist audit and
whether or not the Med-Eng response to the audit in 2007 is in issue, the legal
advice obtained in 2008 has not been specifically brought into play. But it may
happei.

Accordingly I do not rule out the possibility that the advice of US. counsel will

subsequently be brought into issue. Failure to mitigate is an issue and presumably
there will have to be evidence about the ultimate outcome of the audit, whether itin
fact resulted in liability to AVTI and whether anything Med-Eng did prior to closing
or Allen-Vanguard or AVTI did after closing could have chanped the outcome. Twas
not however directed to anything in the evidence that indicates waiver of this
privilege at this point in time. -

The issue may be revisited in future, For the moment luphold the privilege though 1
suggest that Allen-Vanguard consider carefully whether It is wise to assert it. By
doing so they will have to undertake not to call American counsel as an expert at
trial and hy asserting privilege cannot ¢all him ox her as a fact witness either.

Y am not able to determine from the evidence before me whether the attachments
are also subject to privilege. This will depend on whether or not they are
documents prepared for the purpose of obtaining legal advice or are relevant
documents that exist independently which were sent to counsel to obtain that
advice. In that case the original of the attachments would not itself be privileged
and must be produced, '

I will inspect the attachments and provide further direction unless of couvse that
general direction is sufficient. Mr. Lederman is t0 provide me with a copy of the
document and the attachments for further review,

Documents AVC0O0047336 & AVC00027074
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[81] These documents are partially redacted e-mail chaing. Apparently there are
inadvertently unredacted portions which contain legal advice given by Ms, Preston,
Yf that is the case then those portions containing legal advice are protected by
solicitor client privilege.

[62] At this point in tme it does not appear there is a waiver of privilege over advice
given to Mr. Timamis or advice given to Allen-Vanguard concerning the dispute with
GDATP. OF course that dispute itself may be relevant because it is one of the things
that went wrong and it is pleaded as one of the misrepresentations. Again careful
thought will be required as to whether any of this information will be required at
frial,

[83] As with the documents above, this advice may subsequently become relevant and
subject to a deemed waiver of privilege. For the moment however 1 uphold-the
privilege.

Document AVC00039574 & AVDO0039575

[84] This is said to be a document sent by Roh Ryan, the former CFO of Allen-Vanguard to
assemble information for the purpose of this claim. If that is accurate then it is a
document collecting Information with the predominant purpose of litigation. It may
be protected by litigation privilege.

[85] Attached to this document is document AVC00039575. This is described as a
financial analysis. It is not clear whether or not the financial analysis was itself
prepared for the use of counsel or to instruct counsel In the litigation. If the
financial analysis was itself prepared for any other purpose then it would not he
privileged. Ms. Cousins affidavit states that the analysis is specifically “directed at
the litigadon”. She also deposes that Rob Ryan was specifically engaged by AVC to
assist it with this litigation. Providing this means thathe was engaged to assist with
gathering the information to be used by counsel or to instruct counsel, this type of
communication would be covered by litigation privilege. It is not enough for
employees to have discussions {n contemplation of litigation unless they are part of
the chain of gathering information for the purpose of counsel conducting the
litigation.

[86] It is fmportant to remember that the purpose of litigation privilege is to permit
counsel a zone of privacy in sirategizing and preparing for the litigation,
Accordingly it is not the evidence gathered that is privileged. It is the process of
gathering the evidence, communication about the case, work product of the lawyer
and information that would reveal what avenues the lawyer and client have been
exploring that is within the zone of privacy. I require additional information to
confirm that the financial analysis was itself prepared for the dortinant purpose of
the litigatlon as that phrase is understood.

[87] The following table summarizes my findings.
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Document Number | Description Digposition
AVE00023109 * KPMG Project Superman Due | This  document is not
Diligence  Assistance  Draft, privileged and will remain
September 7, 2007 in Schedule A
AVC00026667 * Portion of e-raeil chain said to | This document is not
contaln  commundcation  from | privileged and will remain
Canadian connsel for purpose of | in Schedule A :
providing legal advice
080000345 Draft Statement of Clann provided | This document is covered.
: by AVC for discussion of potentiel | by  settlement discngsion
settlement privilege :
AVC00026319 Oct,, 2008 e-mail exchange between | This document i covered
David Luxton, AVC and Genvity | by seitlement discugsion
Capital Matkets in respect of privilege
potetial seftlement between the ’
parties o be facilitated by Genuity
TAVC00014475 Sept 19,2008 e-mail between This document ig privileged
' individuals at AVC and Canadian '
and U.S. counsel concerning an
“Agsist Audit” in the U.S.
T AVCI0014517 Aftachment  to  AvVC0014475 | This document is priviteged
«Assist Audit Response & Actions”
AVC00014476, Additional attachments o |1 will inspect these
AVCOND14477, AVC00014475  documents to determine if
AVC00014479 they are privileged,
AVC00014507
AVCO00047336 Sept 18, 2007, e-mail chain The legal advice s
including e-mail from Pavl Timmis, privileged,
.P, Med-Eng to Canadian counsel .
requesting legal advice. AVC
wishes to redact that postion of the
¢-mail chain .
AVCO0027074 AVC wishes 1o redact additional | The legal advice s
portions of an alweady redacted privileged,
document. Said to be in furtherance
of legal advice concerning a dispute
with GDATP .
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AVC00039574 August 8, 2008 e-mail from Rob | The document is privileged.
Ryan, CFO, AVC secking| The financial analysis may
AVC00039578 information for this claim and | be privileged.

attaching a financial analysis
Further evidence is to be

provided ahout  the
provenance and purpose of
this docnment,

¥ Thess two documents were produced (sealed) as part of the motion materials

[88] With respect to the documents over which privilege has been upheld, there arises
the question of remedy. 1am prepared to erder those documents returned to Allen-
Vanguard and to deem them struck from Schedule A or in the case of the semi
redacted documents, to permit them to be substituted with more fully redacted
ones. This s a discretionary remedy. 1 will order it on terms and the term is that
there be no further suggestion that counsel has behaved improperly in not returning
the documents nor that having seen the documents there arises a conflict of interest
that would require counse] be removed, Otherwise [ would be inclined to the view
that ordering the documents retarned at this stage in the litigation would be unfair
with the consequence that the privilege should be deemed to have been lost3?

[@9] Y am satisfied that in the context of the farge volume of documents the release of
these few documents that ave in fact privileged was inadvertent. It was however a
considerable time later that the claim of privilege was reasserted, 1am satisfied on
the evidence that when this was raised, counsel for the offeree shareholders then
appropriately segregated the documents to await the outcome of the motion. Ido
not accept that the claims of privilege were so self evident that it was improper for
counsel for the offeree shareholders not to have realized it immediately.

[90] There should be no suggestion of & sanction against the offeree shareholders for
receiving the privileged documents and notwithstanding the importance to be
ascribed to privilege generally I am also of the view that any prejudice to Allen-
Vanguard is de minimus. This is precisely the opposite of the finding in Nova Growth
Corp. v. Kepinski®®

The remaining documents.

[1] This brings me to the halance of the Schedule B documents, Counsel for the offeree
shareholders has attempted to group the documents into categories and has done a
great deal of work to do so. Itis nevertheless a fruitless task for me to try to rule on

2 Sivaf Aviettion Training Co. v. Canada, supra @ para, 9
3 120011 0., NO. 5993 (8.C.J. Commercial List)
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the documents by simply reviewing the descriptions or the categories. As an
example all of the due diligence documents are shown as subject to solicitor client
privilege. | have determined that is not proper but there may still be docurments
over which privilege is proper and which should be legitimately protected.

Were I to take a traditional approach to this problem it would be open to me to
order all of the documents produced if | was not satisfied that Allen-Vanguard had
met the onus of proving privilege.® This however would impose on the offeree
shareholders the burden of reviewing 6,000 documents and though they are willing
to do 50 I do not consider that an appropriate response,

I could inspect all of the documents. 1 have already indicated my view of that idea,
The court should not be called upon to review thousands of documents. T could
adopt an audit approach however and inspect only selected documents from each
category. Perhaps I could permit each party to select a certain number of
documents for Inspection. The problem with that ldea is that the party apposing the
privilege does. not usually get to see the documents and then must make
submissions guessing what is in them. While this approach has merit it lacks a

‘certain transparency that | think is bnportant to ensure that hoth parties see that
‘justice is dispensed fairly. linvite the parties to consider how sampling and auditing
“might be fairly conducted and I reserve the right to impose such a solution if
‘necessary. |

The parties or the court could appoint an expert to inspect and review the
documents and to report. Apparenily this is a solution used in some jurisdictions

" where discovery referess or special masters are a feature of civil litigation. This

may be worth considering.

‘What I think is necessary is for the parties to do some further work to prepare this
issue for more efficient adjudication. Firstly the parties should try to reach a
meeting of the minds with respect to probative value and relevance.

Just how {s Allen-Vanguard proposing to prove fraud, misrepresentation and

damages? BExactly what information will the offeree shareholders require to meet

that case? Clear thinking about this should render it possible to determine how
rmuch of this dispute about production is legitimately necessary and useful.

The parties should then have regard to the principles discussed in these reasons and
the rulings made o date. Can they agree on categories of documents that really
ought to be available at trial? It is important fo remember that if privilege is claimed
and upheld, the evidence cannot be used by either party.

Finally, once the number of documents has been reduced, the parties must consider
what process can be used to filter the documents for relevance and privilege.

H Whanman v. Seley [2000] 0.3, No. 3155 (Master)
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Technological solutions should be considered as well as manual ones, Cost
effectiveness, practicality and efficiency should be the touchstones. The gxercise
should be governed by the “3(Cs" of co-operation, communication and common
senseds These principles of advocacy are at the very heart of effective litigation,
They summarize neatly the expectations for effective discovery and praduction

planning,

[99] 1require counsel to confer regarding these matters and to reattend in person or by
telephone at a case conference on a date to be set by the registrar in February aof
2012. Counsel are reminded that at their request the trial date has been set for the
fall of 2013 and they will be expected to develop a schedule to meet that date.

{100] 1may be spoken to regarding the form of an order and as to costs should either be
TECessary,

ﬁ%;

Master €. MacLeod

Date: December 23, 2011

3 Re Bell Canada [2003] 0.J, No, 4738 (8.C.J, Commercial List) and See paragraph 5, Commexoia] List Pragtics
Direction, Toronto Region,
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affidavit of Paul Echenberg
sworn before me, this 24™ day

of November 2013.
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COURT FILE NO.: 08-43188
08-43544

08-41899

DATE: February 22, 2013

SUPERIOR COURT OF JUSTICE - ONTARIO

RE: L'ABBE et al v. ALLEN-VANGUARD CORPORATION et al
ALLEN-VANGUARD CORPORATION v. L'ABBE et al
TIMMIS v. ALLEN-VANGUARD CORPORATION et al
BEFORE: MASTER MACLEQOD

ENDORSEMENT (at Case Conference)

[1] This case conference was to address a number of issues.

[2] Dealing firstly with the suggestion that there is an etror in the order recently settled in
relation to the privilege motion, it is suggested there is an error in that order in relation to
the return of the draft statement of claim, This point was mentioned in the recent motion
regarding pleading amendments only to advise me that this point would be raised at the
case conference. It was not as such an issue on the pleadings amendment motion though I
am and was aware that there was a draft statement of claim as part of an offer to seftle and
the draft may be materially different from the statement of claim as ultimately issued.

[3] There is no agreement that the return of the drafi statement of claim was an error and
indeed that point was argued whether or not it was specifically referred to in the notice of
motion. There is no consent to variation of the order.

[4] It does appear that the document number is in error and of course that should be corrected.
The parties should confer to determine the correct “Bates Number” and the order may be
amended if necessary. The offeree shareholders indicate they may bring a motion to vary
the order which they are of course entitled to do. Alternatively they may appeal.

[5] The second issue is the question of further documentary production and discovery. It is
entirely possible that the recent pleading amendments will render drafling of the SPA or
other transactional documents relevant and it is certainly likely there will be a sharper
focus on the documents dealing with damages in excess of $40 million.

[6] Tt would be helpful for the parties to have a mutual understanding about what discovery is
necessaty to complete the primary discovery of Mr, Luxton, what discovery is necessary
to follow up on undertakings and what additional discovery is necessary because of the
pleading amendments. '

[7]11t is clear from the discussion today that there remains considerable potential for
"documentary disputes. Given the impact this may have on judicial resources and the costs
and time that may be involved in numerous motions, I do not rule out the possibility of
appointing a neutra! third party discovery monitor.

[8] Allen Vanpuard has consented to Mr. Timmis participating in the mediation.




[9] I am advised by counsel for Mr, Timmis that it may not be possible to complete the
discovery of Mr, Luxton by the end of April and an extension of time may be necessaty.

[10] The Court therefore ordexs as follows:

a.

Allen Vanguard is to complete its review of the scope of production in response to
the pleading amendments by the same Apail 30™ deadline.

The offeree shareholders are to consider how they intend to respond to the
pleading amendment order and what if any additional steps they may be required
to take and to address this at the next case conference.

The parties are to consolidate all of the supplementary affidavits of documents into
revised -affidavits of documents (with modifications as agreed between the parties
to accommodate the electronic spreadsheets) by April 30™,

Allen Vanguard is to answer the remaining outstanding undertakings by April 15™,
2013 and if any undertaking cannot be answered to advise the other party of the
status of the undertaking and what the impediment is and when it will be
answered,

Th:ﬁ deadline for producing the Allen Vanguard expert report is extended to March
15", 2013.

Master Calum MacLeod

Date: February 22, 2013
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This is Exhibit “AA” referred to in the
affidavit of Paul Echenberg
sworn before me, this 24™ day

of November 2013.
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Calina Ritchie '

From: Chris Hutchison

Sent: March-11-13 10:14 AM
To: Calina Ritchie

Cc: Ellie Cote

Subject: FW: mediation

Chris Hutchison

Cavanagh LLP/s.t.l

Tel.: 613.780.2013 (direct) | Fax: 613.569.8668
www.cavanagh.ca

From: Ronald G. Slaght [mailto;rslaght@litigate.com]
Sent: March-11-13 10:13 AM

To: Thomas G. Conway; Chris Hutchison

Cc: Eli Lederman; fan Macleod

Subject: mediation

Guys As a practical matter ,this mediation Is now premature ,and we should adjourn to avoid cancellation issues . R

Ronald G. Slaght
T 416-865-2929
F 416-865-9010

rslapht@litigate.com

Lenczaer Slaght
130 Adelaide St'W
Suite 2600
Toronto, ON
Canada M5H 3P5

www litigate.com

“This e-mall may cenlain legally privileged ar canfidential Information. This message Is infended anly for the reciptent(s) named In the message. If you are not an
intendad reclpient and ihls e-mall was recaived in emar, please nolify us by reply e-mail and delete fhe original message immediately. Thank you. Lenczner Slaght

Royce Smith Griffin LLP,
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affidavit of Paul Echenberg
sworn before me, this 24" day

of November 2013.
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Doreen Navarro 3 7 6

From: Thomas G. Conway

Senf: March-25-13 7:.44 PM

To: Ronald G. Slaght

Cc: Eli Lederman; lan MacLeod; Chris Hutchison; Calina Ritchie; arubinoff@perlaw.ca; Joél M
Dubois (JDubois@periaw.ca); Ellie Cote

Subject: RE: mediation

Ron,

We have received instructions to consent to Allen-Vanguard's request that the mediation scheduled for April 8 be
cancelled.

Regards,

Tom

Thomas G. Conway

Cavanagh LLP/s.r.l

Tel.: 613.780.2011 (direct) | Fax: 613.569.8668
www.cavanagh.ca
http://twitter.com/ThomasGConway
http://www.lawsocietygazette.ca/treasurers-blog

Sent: Monday, March 11, 2013 10:13 AM
To: Thomas G. Conway; Chris Huichison
Cc: Eli Lederman; Ian Macleod
Subject: mediation

Guys As a practical matter ,this mediation is now premature ,and we should adjourn to avoid cancellation issues. R

Ronald G. Slaght
T 416-865-2929

F 416-865-9G10
rslaght@litigate. com

Lenczner Slaght
130 Adelaide St W
Suite 2600
Toronto, ON
Canada M5H 3P5
www.litigate.com

This e-mail may contain legally privileged or confidential Informalion. This message s intended only for the recipient(s) named In the message. If you are not an intended
recipiant and this e-mafl was received in arror, please nofify us by reply e-mail and delete the original message immediataly. Thank you. Lenczner Slaght Royce Smith

Griffin LLP,






Court File No. CV-13-10279-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED
AND IN THE MATTER OF A PROPOSED PLAN
OF COMPROMISE OR ARRANGEMENT WITH RESPECT TO

GROWTHWORKS CANADIAN FUND LTD.
(the “APPLICANT”)

AFFIDAVIT OF DOREEN NAVARRO
I, Doreen Navarro, of the City of Ottawa, MAKE OATH AND SAY:

1.  1am legal assistant/law clerk at the Iéw firm of Cavanagh LLP, counsel for the plaintiffs in
Richard L'Abbé et al. v. Allen-Vanguard Corporation et al., Ontario Superior Court File No.
08-CV-43188, commenced at Ottawa, and counsel for the defendants in Allen-Vanguard
Corpqration v. Richard L'Abbé et ul., Ontario Superior Court File No. 08-CV-43544 {the

"Allen-Vanguard Action"), also commenced at Ottawa.

9 Attached at Exhibit “A” is a copy of the Notice of Application filed by Allen-Vanguard

Corporation in Court File No. Cv-09-00008502-00CL.

3.  Attached at Exhibit “B” is a copy of the affidavit of David E. Luxton, sworn December 8,

2009 {without exhibits).
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10.

11.

Attached at Exhibit “C” is an excerpt from the June 30, 2009 financial statements attached

as Exhibit “B” to the Affidavit of David E. Luxton sworn December 8, 2009.

Attached at Exhibit “D" is a copy of the affidavit of Barry Goldberg, sworn December 8,

2009.

Attached at Exhibit “E” is a copy of the affidavit of Glenn Sauntry, sworn December 8,

2009 (without exhibits).

Attached at Exhibit “F” is the First Report of the Proposed Monitor, dated December 8,

2009.

Attached as Exhibit “G” is the Plan of Arrangement and Reorganization concerning,

affecting and involving Allen-Vanguard Corporation dated December 9, 2009,

Attached as Exhibit “H” is the Initial Order dated December 9, 2009.

Attached as Exhibit “I” is the Second Report of the Monitor dated December 10, 2009.

Attached as Exhibit “)” is the Sanction Order dated December 16, 2008.

SWORN before me at the City of Ottawa,

)

in the Province of Ontario, this 26 day )

of November, 2013, ) Doreen Navarro
)

. v/

A Commysioner for takinhg/ baths
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This is Exhibit “A” referred to in the
affidavit of Doreen Navarro
sworn before me, this 26™ day

of November 2013.

v g —

A Cogwéissioner for Taking Affidavits
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Court File No..LV-09-0008 S
ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PLAN OF ARRANGEMENT
AND  REORGANIZATION OF ALLEN-VANGUARD
CORPORATION UNDER THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, RS.C. 1985, c. C-36, AS AMENDED
AND SECTION 186 OF THE ONTARIO BUSINESS
CORPORATIONS ACT, R.S.C. 1990, c. B.16, AS AMENDED

NOTICE OF APPLICATION

TO THE RESPONDENTS:

A LEGAL PROCEEDING HAS BEEN COMMENCED by the Applicant,
Allen-Vanguard Corporation (the “Applicant”). The claim made by the Applicant appears on
the following pages.

THIS APPLICATION will come on for a hearing on December 9, 2009, at
10:00 a.m. or as soon after that time as the matter may be heard at 330 University Avenue,
Toronto, Ontario.

IF YOU WISH TO OPPOSE THIS APPLICATION, to receive notice of any
step in the application or to be served with the documents in the application, you or an Ontario
lawyer acting for you must prepare a notice of appearance in Form 38A prescribed by the Rules
of Civil Procedure, serve it on the Applicant’s lawyers or, where the Applicant does not have
lawyers, serve it on the Applicant, and file it, with proof of service, in this court office, and you
or your lawyer must appear at the hearing.

IF YOU WISH TO PRESENT AFFIDAVIT OR OTHER DOCUMENTARY
EVIDENCE TO THE COURT OR TO EXAMINE OR CROSS-EXAMINE WITNESSES
ON THE APPLICATION, you and your lawyer must, in addition to serving your notice of
appearance, serve a copy of the evidence on the Applicant’s lawyers or, where the Applicant
does not have lawyers, serve it on the Applicant, and file it, with proof of service, in the court
office where the application is to be heard as soon as possible, but not later than two (2) days
before the hearing.



-2-

IF YOU FAIL TO APPEAR AT THE HEARING, JUDGMENT MAY BE

GIVEN IN YOUR ABSENCE AND WITHOUT FURTHER NOTICE TO YOU. IF YOU
WISH TO DEFEND THIS PROCEEDING BUT ARE UNABLE TO PAY LEGAL FEES,
LEGAL AID MAY BE AVAILABLE TO YOU BY CONTACTING A LEGAL AlID

OFFICE.

Date: December 9, 2009

TO:

AND TO:

GOODMANS LLP
2400-250 Yonge Street
Toronto, Ontario

M5B 2Mé6

Fredrick L. Myers
Telephone: (416) 597-5923

Robert Chadwick
Telephone: (416) 597-4285

Brendan O’ Neill
Telephone: (416) 849-6017

Telefax: (416) 979-1234
Lawyers for the Plan Sponsor

Issued by ( [;2 {1« i zz (Y

Address of Court Office:

330 University Avenue, 10th Floor
Toronto, Ontario

M5G 1E6

THORNTON GROUT FINNIGAN LLP

Suite 3200

Cnd. Pacific Tower

100 Wellington Street West
P.0O. Box 329
Toronto-Dominion Centre
Toronto, Ontario

M5K 1K7

Leanne M. Williams
Telephone: (416) 304-0060
Telefax: (416) 304-1313

Lawyers for the Secured Lenders
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AND TO: OGILVY RENAULT LLP
Suite 3800
- Royal Bank Plaza
South Tower
200 Bay Street
P.O. Box 84
Toronto, Ontario
MSJ 274

Mario Forte
Telephone: {416) 216-4000
Telefax: (416) 216-3930

Lawyers for the Monitor, Deloitte & Touche Inc.

AND TO: FASKEN MARTINEAU DuMOQULIN LLP
4200 TD Bank Tower
Toronto-Dominion Centre
P.O. Box 20
Stn. Toronto Dom
Toronto, Ontario

MS5K 1N6

Aubrey Kauffman

Telephone: (416) 868-3538
Telefax: (416) 364-7819

Lawyers for the Directors



383

4.
APPLICATION

The Applicant, Allen-Vanguard Corporation, makes an application for:

(a) an Order, if necessary, abridging the time for, validating the manner of, and/or

dispensing with service of this notice of application and the application record;

(b)  an Initial Order pursuant to the Companies’ Creditors Arrangement Act, R.S.C.
1985, c. C-36, as amended (the “CCAA™), on substantially the terms set out in the
form of Order attached at Tab 5 of the within application record; and

(c)  such further and other relief as this Honourable Court may deem just.
The grounds for the application are:

(a)  the Applicant fs insolvent and has debts exceeding $5 miliion;

(b)  the Applicant Has assets in Ontario and carries on business in Ontario;

(c) the Applicant is a “debtor company” amalgamated under the Ontario Business
Corporations Act, R.S.0. 1990, ¢. B.16, as amended (the “OBCA™) to which the
CCAA applies;

(@  the Applicant intends to attempt a restructuring of its business and effect a plan of

arrangement and reorganization as outlined in the affidavit of David E. Luxton;

(¢)  the contemplated restructuring of the Applicant’s business will allow the
Applicant to continue to carry on business, without adversely affecting unsecured

creditors, employees and certain other economic stakeholders;

(6] the protection sought by the Applicant will provide the Applicant with an orderly
and effective forum within which to present and pursue its contemplated

restructuring;

(g)  the Applicant seeks to appoint Deloitte & Touche Inc. as monitor (the “Monitor”
pursuant to the CCAA and Deloitte & Touche Inc. has agreed to act as Monitor;

(h) the circumstances that exist make the Order sought by the Applicant appropriate;
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)

k)

)

(m)

-5-

such other grounds as set out in the affidavit of David E. Luxton;

Rules 2.03, 3.02 and 14.05(2) of the Rules of Civil Procedure, RR.O. 1990, Reg.

194, as amended;

the provisions of the CCAA and this Honourable Court’s equitable and statutory

jurisdiction thereunder;
section 186 of the OBCA; and

such further and other grounds as counsel may advise and this Honourable Court

may permtit.

The following documentary evidence will be used at the hearing of the application:

The affidavit of David E. Luxton;

The affidavit of Barry Goldberg, Genuity Capital Markets;
The affidavit of Glenn Sauntry, BMO Nesbitt Burns Inc.;
The First Report of the Proposed Monitor;

The consent of Deloitte & Touche Inc. to act as Monitor; and

Such further and other materials as counsel may advise and this Honourable Court

may permit.
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Date: December 9, 2009 LANG MICHENER LLP
Barristers & Solicitors
P.O. Box 747, Suite 2500
Toronto, Ontario
MS5I2T7

Alex Ilchenko
LSUC# 33944Q
Tel: (416) 307-4116

Fax: (416) 304-3769
Lawyers for the Applicant
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This is Exhibit “B” referred to in the
affidavit of Doreen Navarro
sworn before me, this 26" day

of November 2013.
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ONTARIO o
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES® CREDITORS
ARRANGEMENT ACT,R.8.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF ARRANGEMENT
AND REORGANIZATION OF  ALLEN-VANGUARD
CORPORATION UNDER THE COMPANIES® CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED
AND SECTION 186 OF THE ONTARIO BUSINESS
CORPORATIONS ACT, R.S.0. 1990, c¢. B.16, AS AMENDED

AFFIDAVIT OF DAVID E. LUXTON

1, David E. Luxton, of the City of Ottawa, in the Province of Ontario, MAKYE OATH

AND BAY:

I'

INTRODUCTION

I am the President, Chief Executive Ofﬁcér end a director of the Applicant, Allen-
Vanguard Corporation (the “Applicant”, “AIlen—V‘z‘mguard” or tﬁe.“Cempany”). [ have
been the President of Allen-Vanguard ‘since December 22, 2005, the Chief Executive
Officer since Apxil 27, 2006, and I have also served in both of such capacities between

September 2003 and January 2005, and have also been a director since November 18,

2003. As such I have personal knowledge of the matters to which I hereinafter depose,

except where my knowledge is based on information and belief, in which case I believe

such mformation to be true.
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To the extent necessary, I have reviewed Allen-Vanguard’s cdrﬁorate records and have -

spoken with other representatives of Allen-Vangnard, representatives of . Allen-
Vanguard’s financial advisor Gepuity Capital Markets (“Genuity”), representatives of
Alien-Vanguard’s senior secured lenders (the “Secured Lenders”) and. representatives of
Contego AV Investments, LLC (the “Flan Spensor”) to fiilly inform myself as to the
contents of this affidavit. I verily believe that the information I have received in that

regard is true. |

.All amounts in this affidavit, unless otherwise indicated, are expressed ‘in Canadian

dollars.

This affidavit is filed in support of the Company’s application for relief pursuant to the
Companies’ Creditors Arrangement det, R.S.C. 1985, c¢. C43, as amended (the
“CCAA™) in order to allow the Company to file a Plan of Arrangement and

Reorganization (the “Plan”) that will (i) compromise the Secured Lenders® significant

claims against the Company, (ii) provide for much needed financing and investment from

the Plan Sponsor to the Company, and (iif) allow the Company to continue as a going
concern. The Plan is the culmination of an approximately 18-month long process and
effort by the Company and its advisors fo secure & refinancing solution for the Company,

its business and its economic stakeholders.

The Plan that has emerged from this process was negotiated by the Company, the
-Secured Lenders, the Plan Sponsor, and their respective financial and legal advisors, over

a period of many months of intense negotiations, in the face of the Company’s various

391
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defaults under its senior secured lending facilities, including its failure | to pay any
principal since June 30, 2008. During these negotiations, the Company, the Secured
Lenders and the Plan Sponsor emtered into a binding transaction agreement dated
September 12, 2009 (the “I'ransaction Agreement”) setting out the principal terms of
the proposed restructuring of the Company, which are now reflected in the Plan and its
accompanying restructuring &ocuments {(the “Transaction”). A copy of the Tfansaction
Agreement, was publicly filed on the public System for Electronic Document Analysis
and Retrieval (SEDAR) on September 22, 2009 (as redacted in accordance with
applicable securities laws) and is attached as Exhibit “A”, A copy of the Plan is attached
to the Applicant’s Motion Record for the relief outlined in the proposed “Plan Filing and

Meeting Order” at Tab 2.

Pursuant o the Plan, Allen-Vanguard will emerge as a recapitalized company able to
continue its business as a going concern in a manner that best preserves value for the
Company’s economiic stakeholders. The Plan contempiates (i) a significant deley.eraging
of Allen-Vanguard’s balance sheet through a comprehensive compromise and
restructuring of the Company’s first-ranking, senior secured indebtedness owed to the
Secured Lenders, in part through funding to be made available by the Plan Sponslor; (ii)
enhanced liquidity for Allen-Vanguard, through further funding to be made available by
the Plan Sponsor and the Secured Lenders; (iii) no impact on the Company’s general
unsecured creditors, inchuding trade creditors and employees, so as to best preserve the
business as a going concern for its economic stakeholders and employees; and (iv) a

cancellation or transfer of the existing securities of Allen-Vanguard such that the Plan
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Sponsor. (or its nominee) will become the new owner of the Company in exchange for its-

significant investment into the Company under the terms of the recapitalization and the -~

Plan,

As will be described further below, the Company believes if is necessary, appropriate and

in the best interests of its economic stakeholders to apply to this Honourable Court for
relief pursuant to the CCAA and to seek, among other things, this Court’s sanctioﬁ and
approval of the Plan and the resi;ructuring contemplated thereby. The Company is
insolvent and will not be able to ca;ntinue as a going concern without the recapitalization

embodied in the proposed Plan,

BACKGROUND TO THE ALLEN-VANGUARD COMPANIES
Business Operations’

(i) Generally

Allen-Vanguard is a public company which, until October 21, 2009, was listed on the
Toronto Stock Exchange (TSX: VRS). Iis registered office is located in Ottawa, Ontario
and it conducts business and has assets thrbughout Ontario and, through its subsidiaries,

abroad.

Overview

Allen-Vanguard develops and markets technologies, tools and training for defeating and
minimizing the effects of improvised explosive devices (“IEDs”) and other hazardous
chemical, biological, radiological, nuclear or explosive (“CBRNE”) devices and

materials. Allen-Vanguard's equipment is used by security and military forces in
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approximately 120 countries around the world, including Afghanistaﬁ and Iraq. As a
result of operating in the natiomal security, defence and military industries, Allen-
Vanguard is subject to a myriad of regulatory and national security controls, and refaining -
the confidence of its customers (both in terms of quality and certainty of supply) is a

critical factor to the viability of Allen-Vanguard’s business.
10.  Allen-Vanguard operates in three principal business segments:

(i)  electronic systems (“ES”) consisting primarily of electronic counter-
measures (“ECM™) or “jammers” which prevent the detonation of

remotely controited IEDs;

(iiy  personal protection systems (“PPS™), which includes bomb disposal and
chem-bio suit ensembles, body armour, remote interventioﬁ robots and
other search and disposal specialty equipment for Explosive Ordnance
Disposal (“EOD™), and blast mitigation and decontamination equipment;

and

(i)  various services, including counter-1ED intelligence, training and advisory

services.
A fourth business segment includes other ancillary items.
11.  The primary markets for Allen-Vanguard’s equipment and services are:

()  the military market, where Allen-Vanguard’s products are used in areas of

conflict around the world; and
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(if)  the emergency preparedness and response arket.

In both markets, Allen-Vanguard’s equipment and services are used by personnel who
must prepare for and respond to the contingency -of an incident involving IEDs, or

devices that may contain chemical, biological or radiological agents.

Of particular importance to Allen-Vanguard’s recent revenue base are its BS supply
agreements with Lockheed Martin Corporation (“Lockheed Martin™) and General
Dynamics Armament and Technical Products (“General Dynamics™). These contracts

represent approximately 35% of Allen-Vanguard’s 2009 annual revenue. The

maintenance of Allen-Vanguard’s relationships with these types of clients, particularly

with Lockheed Martin, are of critical impoytance to the long-term prospects and growth

of Allen-Vanguard’s business.

Approximately 69% of Allen-Vanguard’s sales revenues are generafed by its operations
in Ontario, 23.6% by its operations in the UK and 7.4% by its operations in the United

States.
(ii)  Employees

As detailed below in Section “C”- “Corporate Structure”, and as depicted on the
corporate structure chart attached as Exhibit “C”, Allen-Vanguard is the parent company
of & number of subsidiaries (collectively, the “AV Companies”) currently having a total
of approximately 543 employees worldwide and 306 employees in Canada (including

employees on leaves of absence), Allen-Vanguard engages ADP and certain of its
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affiliates in Canada, the United States and the UK to process its payroll paymenis and

. associated deduciions,

Allen-Vanguard, AVTI (as defined below in Section “C” -“Corporate Structure™) and
AVI (as defined below in Section “C-“Corporate Structure”™) pay their respective
employees on a bi-weekly basis. The bi-weekly payroll obligations of Allen-Vanguard
are approximately $510,000, inclusive of all employee and employer-related remittances.
The bi—Week]y payroll obligations of AVTI are approximately $470,000, inclusive of all
employee and employer-related remittances, The bi-weekly payroll obligations of AVI
are approximately US$70,000, plus AUDS$5,000, inclusive of all employee and employer-

related remitiances,

AVL (as defined below in Section “C”- “Corporate Structure”) and HMSL (as defined
below in Section “C”-“Corporate Structure™) pay their respective employess on a
monthly basis. The payroll obligations of AVL each month are approximately £320,000
UK Pounds Sterling, inclusive of all employee and employer-related remittances. The
payroll obligations of HMSL each month are approximately £240,000 UK Pounds

Sterling, inclusive of all employee and employer-related remittances.

HMSI (as defined below in Section “C”-“Corporate Structure™) pays certain of its
employees on a bi-weekly basis and certain of its employees on a monthly basié. | The bi-
weekly payment amount fluctuates relative to direct labour costs associated with
individual contracts. The average bi-weekly payroll obligations of HMSI in respect of

those employees paid on a bi-weekly basis are approximately US$240,000, inclusive of



18.

19.

20.

21

=10 -

. all employee and employer-velated remittances.. In addition, the monthly payroll

obligations of HMSI in respect of those employees paid on a monthly basis are

approximately US$100,000, inclusive of all employes and employer-related remittances.
(i)  Key Assets

Allen-Vanguard operates globally through its wholly-owned subsidiaries (described
below) and under the brands “Allen-Vanguard”, “Med-Eng”, “HMS” and “Hazard
Management Solutions”, Allen-Vanguard’s principal assets are its 100% ownership of

these subsidiaries.

Allen-Vanguard has developed and relies on long-standing and valuable business
relationships with supp-»liers, channel distribution partners and 6lienté, such as Lockheed
Mertin and General Dynamics, who, in turn, rely on Allen-Venguard's timely
imialementation of its obligations under these business relationships, particulatly in

relation to its partners in the defence marketplace.

Allen-Vanguard’s other key assets are inventory on hand that has been manufactured by

Allen-Vanguard and its subsidiaties, and forward contracts placed but not yet fulfilled.

Through acquisition, license and internal development, AIlén-Vanguard has also

assembled a body of relevant intellectual property, which is protected through trade

secrecy practices, patents, industrial designs, trademarks and other security measures,

It is essential to the preservation of Allen-Vanguard’s business relationships that any
restructaring be implemented and completed swiftly in order to avoid disruption of Allen-

Vanguard’s ability to fulfill its obligations to all of the abovementioned parties,

397
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particularly with respect to the. ES supply agreements with Lockheed Martin and General

Dynamics.
(iv)  Key Liabilities

As at June 30, 2009, and as detailed in Section D, “Capital Structure” and -p_aragraphs -
125, 126 and 127 below, Allen-Vangnard owed to the Secured Lenders the principal
amount of US$199,174,639 (excluding accrued fees, accrued interest and other charges)
and had approximately $91,357,000 in. unsecured liabilities, including $26,589,738 owing
to trade creditors. As set out in the unaudited fmaiicial statements as of June 30, 2009
(the “June 30 Financial Statements™), the Applicant’s liabilitics significantly exceed the
value of its assets. The June 30 Financial Statements are attached as Exhibit “B”, along
with copies of all of the financial statements of Allen-Vanguard prepared during the year

prior to the date of this application under the CCAA.

Corporate Structure

Allen-Vanguard is amalgamated under the Ontario Business Corporations Act, R.8.0.
1990, c. B.16, as amended, (the “OBCA”). The corporate structure of the AV

Companies is depicted in the corporate structure chart attached as Exhibit “C”.
(i) Conadian Operations

Allen-Vanguard is the ultimate parent company for all of the AV Companies. 1t is
located in the head office premises of the AV Comparies at 2400 St. Laurent Boulevard,

Ottawa, Ontario (the “Head Office™).
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In addition to the Head Office, Allen-Vanguard’s -subsidiary, Allen-Vanguard
Technologies Imc. (“AVTI®), operates corporate ofﬁces, research and development,

logistics and warehousing facilities in Ottawa and Pembfoke, Ontaric.

AVTI also manufactares CBRNE equipment and electronic counter measures equipment

at five locations in Ontario, including three manufacturing facilities located in Ottawa

and Pembroke, Ontario.
All of these locations operated by Allen-Vanguard and AVTI are leased.

Allen-Vanguard and AVTI embloy approximately 303 workers in Ontario, as well as 2
employees residing in Alberta and one employee residing in British Columbia. Allen-
Vanguard also employs 2 sales employees in Australia. ‘At present, except as noted
below, all of these employees are working, Approximately, 80% of the employees in
Ontario are salaried, and the remaining 20% are hourly employees. None of the

employees in Ontario are unionized,

Of the 306 Canadian employees referred to in the above paragraph, Allen-Vanguard and

AVTI employ 7 workers in Ontario who are currently on leaves of absence.
There are no pension plans for either Allen-Vanguard’s or AVIL's employees.

Allen-Vanguard’s books and records, including accounting books and records for its
subsidiaries, are located at the Head Office. From the Head Office, Allen-Vanguard
performs or controls most of the administrative functions for the AV Companies,

including sales, engineering, accounting, record-keeping, financial reporting, budgeting,
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banking, cash management, payroll, human yesources, information technology, '
engineering and research and development. Senior management of Allen-Vanguard
con&ol the purchase and sales decision-making, and all other significant business
activities for all of the subsidiaries, other than for Hazard Management Solutions, Inc.
(“BMSI”), one of the Cornpany’s US subsidiaries, and Allen-Vanguard’s UK
subsidiaries, to the extent that such UK subsidiaries determine their own purchasing
activities and manage their own accounts payable, with oversight from the Head Office,
All of the AV Companies’ management, other than that of HMSI, no matter where

located, report to Allen-Vanguard’s senior management in Oxntario.
(i} US Operations

Allen-Vanguard Inc. (“AVI”) operates a soft goods manufacturing facility in
Ogdensburg, New York. At present, 30 of AVI's employees are working at the
Ogdensburg plant. 28% of the employees at the Ogdensburg plant are salaried, and the
remaining 72% are hourly employees. None of the employees at the Ogdensburg plant

are unionized.

AV] also operates a sales office in Ashburn, Virginia and has approximately 10
employees to provide sales support o the US defence market in the Virginia/ Wéshington,
D.C., area, At present, all 10 employees working out of the Ashburn office are working.
All of the employess working out of the Ashburn office are salaried. None of the

employees working out of the Ashburn office are unionized.
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FIMSI operates a sales office in Arlington, Virginia, This office has 45 employees (many.

of whom are posted overseas in theatre) who service the US defence and security market .-

for HIMST’s products (which are specialized training and other related services, many of

which are classed in the US as “Top Secret”), All 45 of HMSI’s employees are presently .

working. All 45 of HMST's employees are salaried. None of HMSI’s employees are

unionized.

Thexe is no pension plan for either AVI’s or HMSI’s employees.
The AV Companies Jease aII' of their premises located in the US,
(if)  United Kingdom Operations

Alfen-Vanguard Limited (*AVL”) operates a head office and maﬁufaculring facility for
remotely operated bomb disposal vehicles and ECM and EOD equipment in Tewkesbury,

England. These premises are leased.

In total, Allen-Vanguard has approximately 150 employees in the UK, of which 105 are
employed by AVL at the Tewkesbury facility, and 45 are employed by Hazard

Management Solutions Limited (“HMSL”) at its offices in Shrivenham, England.

At present, all 105 of AVL’s employees are working. All of AVL’s employees are

salaried. None of AVL’s employees are unionized.

FIMSL operates corporate offices, provides research, analysis and business development

services, as well as Systems and Services operations at its offices in Shrivenham,

England.
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Forty-five employees are employed by HMSL at the Shrivenham offices,

At present, all 45 bf HMSL’s employees ard working, All of HMSL’s employees are

salaried. None of HMSL’s employees are unionized,
AVL and HMSL each maintain a pension plan in the UK for their employees.
{(iv)  Irish Operations

Allen-Vanguard (Treland) Limited (“AV Ireland”) formerly operated a manufacturing
facility in Cork, Ireland to manufacture remotely operated bomb disposal vehicles. This
location was also leased, AV Ireland no longer operates such a facility and the Company

intends to dissolve AV Ireland.

" Capital Structure

As of today, the principal amount of Allen-Vanguard’s funded debt obligations, including
revolving loans, term loans, secured and unsecured notes and capital leases, but
excluding other unsecured debt (collectively, the “Debt Obligations”) is
US$207,774,639.36, (Which amount does not include acerued fees currently owing to the
Secured Lenc.lerS in the amount of approximately $6,800,000 (the “Accrued Fees”) and
acerued interest currently owing to the Secured Lenders of approximately US§5,826,000
(the “Acecrued Interest”™)). The Company’s Debt Obligations are summarized on

Exhibit “D? hereto, and are further described in section “E” below.
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Allen-Vanguard had incurred a variety of Debt Obligations during the course of various. - ~

- acquisitions and equity financings since 2004. Qnly those Debt Obligations outlined on

Exhibit “D” remain outstanding.

Amongst the most significant of these prio acﬁuiéitions and equity financings occured
on September 17, 2007, when Allen-Vanguard acquired all of the issued and outstanding
common shares of Med-Eng Systems Inc, (“Med-Eng”), a privately held company
incorporated under the laws of Oﬁtario, for cach consideration of $622,630,000 plus

acquisition costs of $10,899,000.

Med-Eng was a sﬁpplier of force protection and EOD products for military, homeland
security and law enforcement organizations. Med—Eng was the leading global supplier of
bomb disposal suits and helmets, and was an important supplier of ECM equipmeﬁt to the
Us military ﬂlrough'General Dynamics Armamen:t and Technical Products, and to the

Canadian and Australian military forces.
Financing for the Med-Eng acquisition was obtained from the following sources:

(a)  Private Placement - private placement of an aggregate of 14,650,000
subscription receipts at a subscription plrioe of $6.85 per subscription

‘ receipt for total met proceeds from the offering of $94,206,000 which
ultimately resulted in the issuance of 14,650,000 common shares of

Allen-Vanguard;

(b  Senior Debt — 2 senior debt agreement (the “Med-Eing Senior Debt

Agreement”) pursuant to which Allen-Vanguard was provided with (1)

403
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(d)

-17-

18$341,500,000 of five year term debt financing, which was fully
drawn on the closing date of the Med-Eng acquisition (the “Med-Eng
Term Debt”) and (ii) a $20,000,000 revolving iine of credit, of which
$10,000,000 was drawn on the closing date of the Med-Eng acquisition
(the “Med-Eng Revolver”). The Med-Eng Senior Debt Agreement was
secured by a first charge on the asseis of Allen-Vanguard and its

gubsidiaries;

Subordinated Debt - the vendors of Med-Eng agreed to provide
subordinated debt in the amount of approximately $190,600,000 to fund
the balance of the purchase pﬂce (the “Med-Eng Subordinated Debt”).
Allen-Vangoard arranged for a consc;rtium of lenders (the
“Subordinated Debt Consorttum”) to commit tc purchase
$150,000,000 of the Med-Eng Subordinated Debt on October 1, 2007,

pending completion of an equity offering by Allen-Vanguard; and

Prospectus Offering - on September 21, 2007, Allen-Vanguard issued,
by way of short-form prospectus, 31,580,000 common shares at a price
of $9.50 per common share for gross proceeds of approximately
$300,010,000, and . qualified the distribution of 3,575,100 Med-Eng
Senior Debt Warrants, The net proceeds of the prospectus offering were
approximately $283,500,000, and were used to repay in full the
outstanding amounts of the Med-Eng Subordinated Debt and the Med-

Eng Revolver, and a portion of the Med-Eng Term Debt.
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On February 14, 2008, Allen-Vanguard’s lenders provided a waiver for certain ﬁnancia,l
covenants at Decernber 31, 2007 and favourably amended the financial covenants under
the Med-Eng Senior Debt Agreement facility for its remaining term. In consideration for
the waiver and the amendments to the covenants, Allen-Vanguard paid the lenders a fee
in the amount of 4% of the committed outstanding seniot debt facility, consisting of a
cash payment equal to $5.040,000 and 1,167,143 common shares of Allen-Vanguard,

with a fair value of $5,544,000.
()  Equity-based Securities

Allen-Vanguard is a reporting issuer in all provinces and territories of Canada and, as

noted, its shares were listed for trading on the TSX until October 21, 2009,

On September 12, 2009, Allen-Vanguard entered into the Transaction Agreement with

the Secured Lenders and the Plan Sponsor.

On September 14, 2009, the TSX notified Allen-Vanguard by letter that it was
suspending trading of Allen-Vanguard’s common shares effective September 14, 2009,
On September 21, 2009, the TSX notified Allen-Vanguard by letter that the Continued
Listings Committee of TSX, at a hearing held on September 17, 2009, had determined to
delist Allen-Vanguard’s comimon shares at the close of market on October 21, 2009, on
the basis that Allen-Vanguard no longer met the TSX’s requirements for continued
listing. The letter further advised that irading in Allen-Vanguard’s common shares would

remain suspended indefinitely.
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At the close of market on Qctober 21, 2009, Allen-Vanguard’s cotnmon shares were

delisted from the TSX,

As at November 16, 2009, the only outstanding and issued shares of Allen-Vanguard are

109,270,639 common shares. Also outstanding as at November 16, 2009 are:

(a) options (“Options”) held under the terms of Allen-Vanguard’s stock
option plans to acquire an aggregate of 3,468,869 common shares of .
Allen-Vanguard, plus non-employee directors’ options to acquire an

aggregate of 196,000 common shares of Allen-Vanguard;

(b)  restricted share units (“RSUS™) redeemable for an aggregate of 862,085
common shares of Allen-Vanguard in accordance with the terms of

Allen-Vanguard’s restricted share unit plan; and

(¢)  warrants (“Warrants”) entitling the various holders thereof to acquire
an aggregate of 49,178,193 common shares of Allen-Vanguard in

accordance with their respective terms and conditions.

Secured Facilities

On May 6, 2008, Allen-Vanguard entered into a credit agreement (the “Initial Credit
Agreement”) with the Royal Bank of Canada as administrative agent for a syndicate of
lenders, which are the current Secured Lenders, which provided for the following

commitments (collectively, the “Initial Commitments™):
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(a)  aterm loan commitment in the principal amowit of $200,000,000 (the

“Initial Term Loan™);
(b)  arevolving credit commitment up to a maxinum of $50,000,000;

()  a documentary credit cornmitment up to a maximum of $10,000,000;

and
(@  aswing line commitment up to a maximum of $5,000,000.

The Initial Term Loan was utilized by the Company, in part, to repay Allen-Vanguard’s
then outstanding credit facilities of in excess of US$180,000,000 under the Med-Eng

Senior Debt Agreement.

Pursuant to the Initial Credit Agreement, the Initial Term Loan was repayable in quarterly
principal payments of US$9,’703.,928 (the “Imitial Term Loan Payment”) with the
remaining principal repayable on the maturity date of the Initial Commitments, being

May 6, 2011.

As more particularly described below, since the Initial Credit Agreement was entered
into, the Company’s financial position has deteriorated which has caused it to be in
default of its obligations thereunder. Among other defaults, the Company has failed to

make any Initial Term Loan Payments to the Secured Lenders since June 30, 2008.

In order to address the Company’s inability to meet its obligations pursuant to the Initial
Credit Agreement, the Secured Lenders granted Allen-Vanguard a serics of

accommodations during the period from September 30, 2008 to December 16, 2008 that
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(i). deferred the Initial Term Loan Payment due on September 30, 2008 to December 31,

2008, (i) deferred the requirement to comply with certain financial covenants as at

~ September 30, 2008 to December 31, 2008, and (ii) deferred payment of certain interest

and fees due on December 16, 2008 to December 31, 2008, while Allen-Vanguard sought

investment or refinancing alternatives (as described below).

As a result of the Company’s continued inability to me;st the deferred Initial Term Loan
Payments and financial covenants compliance, the Secured Lenders and Allen-Vanguard
entered into an amended and restated credit agreement (the “Amended Credit
Agreement”) on December 29, 2008 which, among other things, provided some further
relief 1o Allen-Vanguard by amending certain ﬁnaﬁcial covenants and further deferring
the Initial Term Loan Payments due on September 30 and December 31, 2008 and March
31, 2009 to May 6, 2011, Under the terms of the Amended Credit Agreement, payments
due on June 30, September 30 and December 31, 2009 under the Existing Term Loan (as

defined below) were also reduced to US$4,851,964.

Pursuant to the terms of the Amended Credit Agreement, the Secured Lenders made the

following credit facilities (the “Existing Credit Facilities’’) available to Allen-Vanguard:

(a) a revolving credit commitment up to US$7,600,000, with a stated

maturity date of May 6, 2011;

(b) a term loan commitment in the principal amount of approximately
US$185,000,000, with a stated maturity date of May 6, 2011 (the

“Fxisting Term Loan™);
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Allen-Vanguard’s obligations under the Amended Credit Agreement are guaranteed by
gach of the AV Companies, other than PW Allen (India) Private Ltd. (the “Loan
Parties”), and secured by a first ranking charge over all of the personal property (or
moveable property, as applicable) and assets (collectively, the “Collatexal”) of the Loan
Parties, including (i) stock pledges of Allen-Vanguard’s direct and indirect subsidiaries,
other than PW Allen (India) Private Ltd., and (ii) all confract rights, inventory, accounts,
general intangibles, equity securities, deposit accounts, trademarks, trade names, other

intellectual property, equipment and proceeds of the foregoing (subject to certain

«22 -

a documeéntary credit commitment up to $4,000,000, ‘with a stated

maturity date of May 6, 2011;

an additional revolving credit commitment of up to $16,000,000, with a
stated maturity date of December 31, 2009 (the “New Facility

Revolver”™);

an additional documentary credit commitrnent of up to $4,500,000, with

a. stated maturity date of December 31, 2010; and

most recently, and solely for purposes of bridging the Company to a
closing of the recapitalization contemplated by the Transaction
Agreement and the Plan, an interim funding revolving credit
commitment of up to $16,000,000, as more particularly described below

in paragraph 91.

exceptions specified in the Amended Credit Agreement).
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64. . As of today, the aggregate principal amount owing pursuant to the Amended Credit -
Agreement, and the Existing Credit Facilities, is 1US$207,774,639, not including the

Accrued Fees and the Accrned Interest.

65. In connection with the Amended Credit Agreement and the Existing Credit Facilities,

Allen-Vanguard:

(@  issued warrants 1o the Secured Lenders providing the New Facility
Revolver (the “New Facility Lenders”) to acquire in the aggregate

27,092,367 commen shares of Allen-Vanguard (the “New Warrants™);

(b)  agreed that if Allen-Vanguard did not complete one or more debt or
equity financings (sach such financing a “Capital Raise”) and use some
or all of the proceeds thereof to permanently reduce, on or prior to April
30, 2009, the aggregate indebtedness outstanding to the Secured Lenders
by at least US$50,000,000 (the “Minimum Payment”), the New
Facility Lenders would have the right to receive an additional cash
payment or, at Allen-Vanguard’s option prior to April 30, 2009,
additional warrants (the “SAR Replacement Warrants”) to acquire up
to an additional 10% of the fully diluted common shares of Allen-

Vanguard as of December 29, 2008; and

(¢)  agreed that if Allen-Vanguard did not complete a Capital Raise and
“make the US$50,000,000 Minimum Payment on -or before September

30, 2009, the Lenders would have the right to convert all or part of the
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aniount ouistanding under the Existing Term Loan into common shares
of Allen-Vanguard at a price and on other terms acceptable to each of
the Secured Lenders, If terms acceptable to the Secured Lenders werel
not agreed upon, the Existing Term Loan of US$185,000,000 would

become due and payable on demand on January 31, 2010.

In light of the foregoing, Allen-Vanguard continued its efforts to pursue alternatives to
restructure or recapitalize its business, cure the defaults and make the US$50,000,000

Minimum Payment to the Secured Lenders required by the Amended Credit Agreement.

Trade Creditors

As of June 30, 2009, Allen-Vanguard had vnsecured irade debt of approximately
$26,589,738 (which excludes amongst other things inter-company payables and payroli).
Most of the unsecured trade creditors are vendors who provide critical inventory and
services 10 Ajlen-V.anguard, and are generally essential to Allen-Vanguard’s ability to

continue operations. Because of the specialized nature of the industry that Allen-

- Vanguard is in, particularly in the military mérket, there are limited suppliers that can be

substituted should key suppliers cease to provide the raw materials and finished goods
and equipment necessary for Allen-Vanguard to manufacture its products, Accordingly,

Allen-Vanguard must maintein its relationships with its current trade suppliers.

On December 23, 2005, Allen-Vanguard entered info a teclmology license and supply
agreement with Lockheed Martin (the “LM Agreement”). Under that agreement, Allen-

Vanguerd granted Lockheed Martin a license to use its ECM techziology and agreed to
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supply certa;in components and provide engineeting services in connection with ECM
units to be sold by Lockheed Martin. The tetm of the LM Agreement is seven (7) years,
and grants Lockheed Martin the exclusive right to sell ECM units incorporaﬁng Allen-
Vanguard’s components to customers located in the US, and a non-exclusive license fo
sell to customers located outside the US. The LM Agreement may be terminated by
Lockheed Martin if certain specified events or conditions oceur. Lockheed Marlin’s
consent to the change of control contemplated by the Tremsaction Agreement and the
Plan, and the commencement of these CCAA proceedings to give effect to those

transactions, has been obtained by Allen-Vanguard.

Shareholder Lawsuit

On October 13, 2009, Siskinds LLP, on behalf of a single putative plaintiff, announced
that they had commenced an $80,000,000 proppsed class action lawsuit against Allen-
Vanguard and certain of its present and former directors and officers by way of a Notice
of Action (the “Notice of Action™). A Statefnent of Claim was served on the Company
on November 27, 2009 (the “Statement of Claim™). In the Notice of Action and in the
Statement of Claim the putative plzﬁntiff alleges that, among other things, the Company
and the directors and officers had made misrepresentations as to the financial health of
the Company and were negligent in entering into the Med-Eng transaction (the
“Sharehelder Claim”). Copies of the Notice of Action and Statement of Claim arer

attached as Exhibit “E” hereto.

Although the Company and the directors and officers deny the allegations contained m

fhe Notice of Action and the Statement of Claim, and believe that there is no merit to the
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claim, this claim has caused further uncertainty and speculation among the Company’s .. =

employees, customers and suppliers.

EVENTS LEADING TO THE CCAA FILING

A series of events have plﬁced significant strain on Allen-Vanguard’s abil‘ity to continue
servicing its indebtedness, and ultimately led fo thgi-, filing of the present Application.
These events includé:: () the unprecedented downturn in the global debt markets, (b) the
significant loss of a pc;rtion of its business from some of Allen-Vanguard’s core
customers; (¢) the concurrent deterioration of Allen-Vanguard’s financial performance,

leading to Allen-Vanguard’s default under the Amended Credit Agreement; and (d) as

detailed below, Allen-Vanguard’s several unsuccessful atfempts to reach a binding

agreement for a refinancing of the Company with any other party, other than the Plan

Sponsot.

The Company’s net loss before income taxes in the third quarter ended June 30, 2009 was
$125,657,000, and for the first nine months ended June 30, 2009 was $175,937,000, as
compared to losses of $49,860,000 and $98,019,000 for the third quarter of 2008 and the

first nine months of 2008, respectively.

Downturn in the Global Markets

Various macroeconomic factors, including general economic conditions, political and
geo-political issues have influenced the demand for Allen-Vangnard’s products,

including timing of orders.
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Global macro-economic conditions and the collapse ‘of global financial markets in 2008
and 2009 have greatly complicated the ability of Allen—Vanguard to carry on and
restructure its business, particularly with regard to the search by Allen-VénguaId for
alternative sources of capital investment and alternative sotrces of lending, The failure of
the Tailwind Transaction (as described below) may have been caused by this collapse of
the global financial market and the desire of market players such as hedge funds to
maintain liquidity by voting to reject the Tailwind Transaction and thus to have their

original investment in Tailwind returned to them in cash.

In addition, this global financial crisis affected the quantum and timing of the military
spending of the United States and other countries, which has resulted in the reduction,

deferral or delays of orders to Allen-Vanguard.

Demand for Allen-Vanguard’s products was aiso negatively affected by political changes
in the United States after the 2008 elections. The US military had been deferring or
delaying orders prior to and following the election of the Obama Administration, in
anticipation of a compréhensive review of defence priori;cies and spending, particularly
with respect to operations in Iraq and Afghanistan, where the products produced by

Allen-Vanguard are required.

Lioss of business from core customers

In addition, the Company has encountered a number of other challenges that have had an

adverse impact on its financial performance.
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In particular, the Company has had to deal with a precipitous decline in the prospects of
the Chameleon ECM program with the United States Marine Corps. (the “USMC?),

which has negatively affected Allen-Vanguard’s financial performance.

Chameleon is a family of BCM Systems that is deployed to defeat radio-conirolled IEDs.
This system consists of Mounted or Mobile Connter Measure (“MCM”) primary units,
The single largest customer for the MCM is the USMC, which purchased about 9,000
units through General Dynamics in 2006 to 2008. Although effectively deployed in force,
the USMC determined that it would reduce the Chameleon fleet and replace it with a
competitor’s product, and a planned mid-life upgrade program for the Chamelson

program did not materialize.

In addition, orders expected from Lockheed Martin under a second ECM program,
Symphony, with the US Department of Defence for the supply of equipment to coalition
and indigenous forces (L.e., Iraq and Afghanistan armies and police forces, and smaller
coalition countries) have been significantly delayed. This delay has also negatively

affected Alluen—Vanguard’s financial performance,

Symphony is Lockheed Martin’s programmable jamming system used to defeat radio-
controlled IEDs. Allen-Vanguard provides certain major components that go into the
manufacture of Symphony systems. Initially fielded in 2006, there are hundreds of
Symphony systems currently deployed in Iraq and Afghanistan. Due to the eéonomic
downturn described above, many coalition pertners have also deferred defence

expenditures, including orders for Symphony.
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Furthermore, as information regarding Allen-Vanguard’s financial difficulties became .
Imown, orders from customers defteriorated as a result of some customers’ concerns about

Allen-Vanguard’s financial situation.

Defaults in Respect of Credit Facilifies

As outlined herein, the Company was unable to make the required US$50,000,000
Minimum Payment by April 30, 2009 pursuant to the texms of the Amended Credit
Agreement. As a result, the SAR Replacement Warrants were issued by the Company to

the New Facility Lenders.

As a result of the Company’s deteriorating financial position, it kas defaulted under the

terms of the Initial Credit Agreement and the Amended Credit Agreement. Since the

loosening of the covenants and reduction/deferral of the Company’s principal payments

to the Secured Lenders under the Amended Credit Agreement, the Company has

committed the fol-lowing defaults:

(a)  the Company was not able to make the principal payment due to the

Lenders on June 30, 2009 in the amount of US$4,851,964; and

(b)  the Company was unable to meet its monthly Minimum Adusted

EBITDA covenants as at May 31, 2009 or thereafter.

As a result of the foregoing defaults, the Company was not permitted to borrow under the
New Facility Revolver without an accommodation from the New Facility Lenders. By

letter agreement dated June 29, 2009, a copy of which is attached at Exhibit “F?, the
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Sevured Lenders agreed to either defer or waive the foregoing defaults on the terms and
conditions outlined therein (the “June 2009 Accommodation Agreement”), The
Secured Lenders agreed to further amend the financial Govenants and loosen the fanding

requirements of the Amended Credit Agreement,

The Company has also not, until secun’ng the proposed transaction with the Plan Sponsor,
been able to locate a source for the requisite US$50,000,000 Minimum Payment to the

Secured Lendets.

Following the June 2009 Accommodation Agreement,' the Secured Lenders and the
Company entered into numerous accommodation agreements whereby the Secured
Lenders waived or deferred covenant defaults and' permitted the Company to borrow
u.ﬁder its revolving credit facilities notwithstanding the defaunits of its obligations to the
Secured Lenders under the terms of the Amended Credit Agreement. These
accommodations were granted by the Secured Lenders to the Company allow time for
the Company to negotiate an acceptable recapitalization transaction with Versa Capital
Management Ine., (“Versa™), an affiliate of the Plan Sponsor, and the sole entity to
emerge from the Company’s extensive efforts to secure a refinancing solution for the

Company, as discussed in greater detail below.

Pursuant to the terms of the June, 2009 Accommodation Agreement, by letter agreement
dated June 19, 2009, the Secured Lenders, with the consent of the Company, also
appointed BMO Nesbitt Burns Inc. (“Nesbitt”) as their financial advisor to consult and

work with the Company and its financial advisors on a value maximization protocol in
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respect-of a sale or other refinancing protocol of the.Company in the event that the
exclusivity arrangement with Versa to negotiate a recapitalization of the Company (as

detailed herein) was not successful, all as discussed in greater detail below.

If the Transaction Agreement was not entered into, the Company would not have been
able to achieve a Capital Raise and make the US$50,000,000 Minimum Payment
pursuant to the terms of the Amended Credit Agreement by September 30, 2009, If no
agreernent was reached with the Secured Lenders to convert a portion of the Existing
Term Loan to equity, the Existing Texm Loan outstanding to the Secured Lenders by the
Compeny would have become payable on demand as at January 31, 2010, Under the
terms of the Transaction Agregment with the Secured Lenders and the Plan Sponsor,
unless and until the Transaction Agreement is terminated, the failure of the Company to
rmake the required Minimum Payment does not permit the Secured Lenders to require the
conversion of the term loan or the acceleration of the maturity of the term loan, The
Company‘r does not have the ability to repay the Existing Term Loan fo the Secured

Lenders,

Moreover, due to poor sales in the third quarter ended June 30, 2009 and into the fourth
quarter of 2009, cash collections in the fourth quarter of 2009 were very weak. In the
period starting July 1, 2009 and ending on the signing of the Transaction Agreement with
the Plan Sponsor, the Company had extremely limited availability under its revolving
eredit fac.ilities and limited cash reserves. Many suppliers had placed the Company on
“payment in advance of shipment” terms. Immediately prior to the signing of the

Transaction Agreement, the Company had fully drawn its remaining availability under its
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revolving credit facilities and would have been unable to meet ifs trade obligations en a: ...

current basis or pay either the principal payment amount of US$9,703,928 or the interest

of approximately $3,300,000 due to the Secured Lenders on September 30, 2009.

As detafled herein, the negotiations with Versa resulted in the execution. of the
Transaction Agreement with the Plan Sponsor and the Sscured Lenders. As a term of the
Transaction Agreement, the Secured Lenders have made available to Allen-Vanguard the
equivalent US$ amount of up to $16,000,000 based oﬁ the Company’s forecasted
financial needs until the closing of the Transaction (the “Interim Funding™). The
Secured Lenders have not provided any additional financing commitment in the event

that the Transaction Agreement is not consummated. -

Allen-Vanguard’s Efforts To Deal With the Indastry and General Economic Issues

(i)  Operational Restructuring Efforts

In an effort to control costs, in December 2008, Allen-Vanguard relocated its CBRNE
operations from its facility in Stoney Creek, Ontario, to its facility in Ottawa, Ontario,
and its remote intervention robot manufacturing operations from its facility in Cork,
Treland 1o its facility in Tewkesbury, England. The total estimated savings of the Stoney
Creek closure, on an annual basis, is estimated to be approximately $600,000, The totat
estimated one-time cost to close the facility is $600,000. This initiative will also result in
increased operating efficiencies, product quality, corporaie control and management. The
total estimated savings. from the closure of 'the AV Ireland facility was approximately

$1,900,000 per year which consisted of $1,500,600 in staff salaries with a further
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. '$400,000-for:site costs which costs are still ongoing. The total cost of the closwe is .

. estimated to be in the range of $1,000,000 to $1,300,000,

In August, 2009, Allen-Vanguard formalized a cost reductioﬁ plan with a target of
reducing or avoiding $12,600,000 of annual operating costs for the 2010 fiscal year. In
Angust, 2009, as part of this plan, a reduction in workforce was initiated totalling 56
employees, which reduced overall employee cost, resulting in annualized savings ¢
Allen-Vanguard estimated at $4,500,000. The foregoing cost reduction measures
occurred at a restructaring cost to Allen-Vanguard of $1,400,000. Additional cost
reductions and avoidances annualized at $1,800,000 have been achieved through
reductions in insurance costs and ﬁrofessional fees.-- The cost reduction plan ecalls for
additional cost reductions of $6,300,000 throughout fiscal year 2010 in the areas of

SG&A overhead costs, supply chain cost reductions and facility reductions.

While these operational restructuring efforts have been helpful, they have obviously not
been a sufficient means of curing Allen-Vanguard’s financial condition and associated

defaults under its lending arrangements with the Secured Lenders,
(vil)  Initial Investor Process

Tn June 2008, the Board of Directors of the Company (the “Board™) determined that
outside investment was necessary to preserve the Company and meet its obligations to
the Secured Lenders and others. On June 24, 2008, Allen-Vanguard engaged RBC
Capital Markets to act as financial advisor to Allen-Vanguard and assist it with the

identification and evaluation of proposals for private investment in the Company.
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RBC Capital Markets® efforts were primarily focused at looking. -at traditional or
structured private investment in public equity (“PIPE™) transactions, as ‘well as
exploration. of certain potential going private transactions. Although several Sroups
expressed an, initial interest in 2 going private transaction, each of these groups nltimately
decided that they would not be in a position to provide meaningful value to shareholders.
Advanced discussions were held with one party; however, these discussions were

terminated by that party on August 25, 2008.

During the months of July 2008 through September 2008, Allen-Vanguard and its
representatives contacted approximately 30 qualified potential investors regarding
financing alternatives, 21 parties executed non-disclosure agreements (“NDAs™), and 7
potential investors conducted some level of due diligence on the Company. Ultimately,
however, no interested party emerged from this process. In addition, some expressions of
interest were received from other potential investors during this process, although none of

the proposed expressions of interest resulted inany form of binding agreement.

On September 18, 2008, Allen-Vanguard retained Genuity as an additional financial
advisor to assist Allen-Vangnard ir.x the effort to identify a suitable financial or strategic
investment partuer for Allen-Vanguard and to assist in ongoing discussions with the
Secured Lenders. Genuity, together with RBC Capital Markets, continued to look at
possible PIPE transactions, but also focussed on deals with a rights offering backstop,
potentially in tandem with a mezzanine facility that would reduce the amount owed under

the Initial Credit Agreement.
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In addition, discussions were also held with a number of the Companj’s larger existing
shareholders regarding the shareholders’ inferest in another riphts offering. The
shareholders who were approached generally indicated that they would only be interested
in a rights offering if the Company was significantly de-leveraged and there was broad
participation from all existing shareholders, or there was some guarantes of a full take-up
of such rights offering. However, because there was no real interest by third parties to
backstop a rights offering, the Company could nof provide the sharcholders with any sech

assurances.

By the end of Novemﬁer 2008, 99 potential investors had been approached, 39 NIDAs had
been executed, and 16 parties had proceeded to conduct some level of due diligence on
the Company. In addition, approximately 5 potential strategic buyers (i.e. various
defence contractors) were also approached about a strategic acquisition. Ultimately, as
discussed further below, Taillwind Financial Inc. (“Tailwind™) was the only party to
emerge from this extensive process that had a serious interest in the Company and its

refinancing.
(viii)  Further Lender Accommodation and Refinancing Agreements Were Entered Into

As discussed herein, while Allen-Vangnard and its representatives were searching for
additional invesiors or a refinancing solution, the Secured Lenders granted further
accommodations and entered into a refinancing arrangement with the Company as a

result of its various continuing covenant and payment defaults.
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(%)  The Failed Taitwind Transaction

From Ogtob(_er ZOQS to January 2009, Allen-Vanguard and its financial and legal advisors
engaged in extensive discussions with Tailwind regarding the possibility of concluding a
transaction with Tailwind. On November 18, 2008, Tailwind and Allen-Vanguard

entered into a non-binding letter of intent.

Tailwind was a special purpose acquisition company with no operations that was- formed
ander the laws of Delaware on June 30, 2006, for the purpose of acquiring one or more

businesses through a merger, capital stock exchange, asset or stock acquisition,

exchangeable share transaction or other similar type of transaction. Ta11w1nd’s securities -

were traded on the NYSE's Alternext US (formerly, the American Stock Exchange).
Tailwind completed its initial public offering effective on April 11, 2007 (the “TPO”), in
which it raised gross proceeds of U8$100,000,000. Undet its constating documents,

Tailwind was required to dissolve if it did not acquire a business by April 17, 2009.

After extensive further discussions among Allen-Vanguard, Tailwind and Genuity, on
January 23, 2009, Allen-Vanguard entered into an agreement (the “Tailwind
Agreement™) with Tailwind, pursuaut to which Tailwind would acquire all of Allen-
Vanguard’s outstanding. common shares and Allen-Vanguard would become a wholly
owned, indirect subsidiary of Tailwind (the “Tailwind Avrangement”), Pursuant to the

terms of the Tailwind Arrangement:

(2)  each Allen-Vanguard common share (except those held by dissenting

shareholders of Allen-Vanguard) would be transferred by the holder to
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Tailwind in exchange for a fraction of a share of Tailwind common
stock, based on an exchange ratio set forth in the Tailwind Agreement

(the “Exchange Ratio”);

by el unexercised Options (as defined above in paragraph 55(a)) would be
cancelled and terminated on the effective date of the Tailwind

Arrangement;

(c)  all of the RSUs (as defined above in paragraph 55(b)) would become
redeemable, from and after the effective date of the Tailwind
Arrangement, for cash or for shares of Tailwind common stock based on

the fractional Exchange Ratio; and

(&)  all unexercised Warrants (as defined above in paragraph 55(c)) would
be exercisable, from and after the effective date of the Tailwind
Arrangement, for a number of shares of Tailwind common stock based

on the fractionat Exchange Ratio.

105, In effect, the Tailwind Agreement valued the Allen-Vanguard shares at $0.285 per share,

a premium on the then current market price.

106. Tt was a condition of the Tailwind Agreement that holders of less than 30% of the shares
of Taitwind common stock issued pursuant to the PO (“IPO Shares™) would have
demanded that Tailwind convert their IPO Shares into cash pursuant to the terms of

Tailwind’s charter documents,
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- Another condition of the Tailwind Arrangement was that Tailwind was to have at least

US$70,000,000 in frust at closing. If this conditio;x was met, Allen-Vanguard would
have been able to meet its obligation under the Amended Credit Agreement o maké the
U8$50,000,000 Minimum Payment to the Secured Lenders. If the Minimum. Payment
had been achieved through the Tailwind Arrangement, the Company would not have
been requirgd to issue the SAR Replacement Warrants and would have had the necessary

liquidity to continue operations.

The Company’s shareholders were ultimatgly given the opportunity to vote on the
proposed Tailwind Arrangement and to participate in a rights offering of subscription
receipts for up to $100,000,000 at a price of $0.285 per shate (a premivm of
approximately 58% to the closing price on the TSX of Allen;Vanguard’s common shares
on Rebruary 10, 2009, being the date of the ﬁﬁal rights offering prospectus). However,
only 14% of the rights were taken up, gnaranteeing only $14,100,000, most of which was

recetved from one shareholder.

The completion of the Tailwind Arrangement was also conditional on receiving the

approval of the Tailwind stockholders. On April 6, 2009, Tailwind tevminated the

Tailwind Agreement. Tailwind advised Allen-Vanguard that the reason for its -

termination of the Tailwind Agreement was that it did not believe that its stockbolders
would approve the Tailwind Arrangement. Pursuant to the terms of the Tailwind
Agreement, any funds received from the shareholders és a result of the rights offering had
to be returned to the shareholders in the event that the transaction contemplated by the

Tailwind Agreement was not completed.
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During the course of the negotiations over the Tailwind Agreement, Versa was the only 7
other entity who emerged as having any serious interest in the Company, although not on
the basis or terms of the Tailwind Agreement. After the Tailwind Agreeﬁlent was

terminated, the Company pursued discussions with Versa in the hopes of securing an

alternative transaction.

By April 6, 2009, when the Tailwind Agreement was terminated, over 125 potential
investors had been approached, approximately 40 NDAs had been executed, and 20
parties conducted some form of due diligence. In addition, the Company had several
discussions with at least 5 large potential strategic buyers in the defence industry. As
discussed, Tailwind had been the only party to emerge from that eXtensi";e process

willing to enter into any form of binding agreement with the Company.
() The Transaction

Following the failure of the potential Tailwind transaciion and the termination of the
Tailwind Apgreement, Allen-Vanguard announced that it had entered into an exclusivity
agreetent (the “Exclusivity Agreement”) with Versa concerning a potential transaction

to recapitalize the Company.

Over the many months that followed, Versa carried out extensive due diligence on the
properties, assets, business and financial condition of Allen-Vanguard and the Exclusivity

Agreement was extended on numerous occasions.

Given the level of Allen-Vanguard’s outstanding debt to the Secured Lenders and the

Company’s defaults under the terms of the Amended Credit Agreement, any iransaction



115,

-40 -

involving an investment by Versa in Allen-Vanguard ﬁould require an agreement
between Versa and the Seoured Lenders. The Company, Versa and the Secured Lenders
engaged in extensive discussions over a six month period which resulted in Allen-
Vanguard entering into the Transaction Agreement with the Plan Sponsor (an affiliate of
Versa) and the Secured Lenders on September 12, 2009. Pursuant to the terms of the
Transaction Agreement, Allen-Vangnard would become wholly-owned by the Plan
Sponsor (or its nominee) which would fund a tefinancing of the Company and its

indebtedness to the Secured Lenders (the “Transaction”).

The terms of the Transaction are reflective of Alle_n-Vanguard’s financial digtress. In
particular, the Secured Lenders, which have first-ranking security over all of the assets of
Allen-Vanguard and its subsidiaries, have agreed to aceept substantial compromises upon

the completion of the Transaction, including but not limited to:

(a)  permanently forego approximately US$7,150,000 of the Existing Term

Loan owed to the Secured Lenders;

(b)  permanently waiving approximately $6,800,000 of fees owed fo the

Secured Lenders;

(¢)  converting a significant portion of Allen-Vanguard’s indebtedness under
the Amended Credit Agreement into a 3.5 year restructured term loan on
more favourable terms to the Company (including reduced loan

amortization and interest rates and less restrictive covenants); -
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(@ providing a mew US$30,000,000 - revolving - facility and a rew

US$10,000,000 letter of credit facility to the Company to finance iis

business going forward;

()  agreeing to the cancellation, for no consideration or compensation of

any kind, of all of their Warrants; and

H allowing the general unsecured creditors-and employees of the Company
to be unaffected so as to preserve the going forward potential of the
Company, despite the compromises being incurred by the senior, first-

ranking Secured Lenders,

Inn addition, as outlined herein, the Secured Lenders have also agreed to make the Interim

Funding of $16,000,000 available to Allen-Vanguard until the closing of the Transaction.

Pursuant to the Plan, all equity securities of Allen-Vanguard, including common shares,
Options, Warrants and RS8Us will be cancelled or transferred for no consideration to the
holders thereof, such that, at closing, the Plan Sponsor (or its nominee) will become the
new owner of all of the outstanding shares of the Company in exchange for its significant
investment into the Company, which will sexve to fund the restruc’mring contemplated by

the Transaction Agreement and the Plan.

Pursuant to the Transaction Agreement, the Plan Sponsor, among other things, will

provide the following financial assistance to Allen-Vangunard:
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(a)  pay US$20,000,000 (subject to increase to up: o 1US8$25,000,000 -in
certain circurnstances in accordance with the teﬁns of the Trénsaotion
Agreement) to Allen-Vanguard by way of an equity contributioﬁ,
1JS$5,000,000 of which shall be paid by Allen-Vanguard to thé New
Pacility Lenders as a permanent reduction under the New Facility

Revolver; and

(b)) effect a US$54,300,000 permanent reduction of the Existing Term Loan
debt owed to the Secured Lenders by assuming from the Senior Lenders
an equivalent amount of their existing indebtedness and converting if to

subordinated debt.

(xi}  Feedback from Potential Investors

119. During the investor processes described above, the Company received some consistent
concerns from potential investors, including from The Carlyle Group and others, who

conducted substantial due diligence regarding any potential investment:

{a) the Company’s revenue stability and outlook was uncertain, particularly

since any recurring revenue was not secured;
(b)  there was little ability to predict the timing of Jarge program orders;

(&)  there had been significant “misses” on quarterly forecasts in almost

every quarter;
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(d)  there was uncertainty around the future of the United. States military
activities given the expected, and ultimately actual, change in the United

States presidential administration;

()  the competitive environment for ECM suggests that securing new

programs and orders would be challenging; and

(£) several parties indicated that they may be prepared to explore a
transaction to acquire the bank debt at a significant discount to par
value, with no value to shareholders, but ultimately none (other than the

Plan Sponsor) did.

The sales process and the feedback from shareholders and potential investors is set out in
the affidavit of Barry Goldberg, Principal and Head of Financial Restructuring of Genuity
(the “Genuity Affidavit?). Additional details and views are also set out in the affidavit
of Glenn Sauntry, Vice Chair of Investment and Corporate Banking of Nesbitt(the

“Nesbitt Affidavit™).

Approval of the Transaction by Allen-Vanguard’s Board of Directors

As noted above, the Transaction Agreement is the culmination of a long process
undertaken by the Company and its Board to complete a frangaction that will recapitalize
Allen-Vanguard and allow it to continue as a going concern s0 as to best preserve value

for the economic stakeholders of Allen-Vanguard.
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» Throughout the period that the Transaction was considered and negotiated, the Board met-
- regularly, soﬁght and obtained the advice of its experienced financial and legal advisors

and had a hands-on role in directing and supervising'the positions taken b}} Allen- -

Vanguard, In accordance with the obligations and duties of the Board, the Board was
required to consider the interests and stakeholders of Allen-Vanguard as a whole. In
determining to approve the Transaction, the Board (of which I am a member) also had

significant regard to:

(a)  the lengthy search for alternative iransactions that had been conducted
by Allen-Vanguard and the umavailability of any supetior (or even
comparable) alternative transaction that was reasomably capable of

completion;

(b)  the fact that the business of Allen-Vanguard, including its relationships
with customers and suppliers, was continning to decline and was being
materially negatively impacted by the uncertainty arising from Allen-

Vanguard’s known precarious financial state;

()  the risk that Allen-Vangvard would have insufficient liquidity to
continue to operate beyond the very short term in the absence of new
committed financing which Allen-Vanguard had been unable to secure

other than in the context of the Transaction; and
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- (d) the expectation that recoveries to economic stakeholders’ would be

materially lower should Allen-Vanguard be forced into an insolvency

process without the benefit of the Transaction.

Given Allen-Vanguard’s financial condition, including the value of the assets and
business of Allen-Vanguard and the amount of debt owing to the Secured Lenders, Allen-
Vanguard, based on advice from its financial advisors, concluded that (i) there was no
other superior {or even comparable) alternative or available transactioﬁ that was
reasonably capable of completion; (if) an extensive process had been condq.cted in search
of any such other transaction; and (iii) there was no reasonably achievable scenaric where
the shareholders of Allen-Vanguard \:;zouid receive any consideratiqn for their commeon

shares.

ALLEN-VANGUARD’S FINANCIAL CONDITION

Since the announcement of the termination of the Tailwind Arrangement on April 6,
2009, the common shares of Allen-Vanguard have traded no higher than $0.17, with the
volume weighted averége trading price during that period being approximately $0.1259
per Allen-Vanguard share. That volume weighted average trading price implies a market
capitalization for Allen-Vanguard’s ééuity of only approximately $12,500,000, compared
to the more than US$215,000,000 currently owing by Allen-Vanguard to the Secured

Lenders, including the Accrued Fees and the Acerued Interest.

The June 30 Financial Statements reflect that, as at June 30, 2009, Allen-Vanguard owed

to the Secured Lenders the principal amount of US$199,174,639 (excluding accrued fees,
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acorued interest and other charges) and had a working capital deficlency of ..

approximately $31,000,000.  Given the financial circumstances, Allen-Vanguard
inctuded the following “going concern” qualification in the June 30 Financial Statements,
which qualified Allen-Vanguard’s ability to continue in the absence of the completion of

the Transaction:

These conditions raise uncertainty about the Company’s ability to
continue as a going concern in the event an investment transaction
is not consummated and therefore the Company may be unable to
realize on its assets and discharge its liabilities in the normal
course of business.

Allen-Vangnard’s liabilities continue to exceed the realizable value of its assets, As
noted in the June 30 Financial Statements, Allen-Vanguard has liabilities, including
amounts owing the Secured Lenders and to the trade creditors, of $315,037,000, and it
only has assets (excluding goodwill, and intangibles) of $122,8§8,000 whose net
realizable value is likely less than their book value. The exchange rate used with respect

to the June 30 Financial Statements was US$1=8$1.163.

Accordingly, Allen-Vanguard is insolvent on 2 balance sheet basis. As at June 30, 2009
Allen-Vanguard owed to the Secured Lenders the principal amount oflUS$199,174,639
(excluding accrued fees, accrued interest and other charges). Any liquidation of the
assets of Allen-Vanguard would result in a shortfall to the Secured Lenders and nothing

to the unsecured creditors of Allen-Vanguard or its shareholders.

In the absence of the Interim Funding which is only available until the closing of the

Transaction, Allen-Vanguard would not be able to meet its obligations in the normal
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course, including its supplier and payroll obligations, and would also be insolvent on that =

basis as well.

As detailed aBove, Allen-Vanguard is in default under the Amended Qredit Agreement.
Pursuant to the terms of the Transaction Agreement, the Secured Lenders have agreed
that they will not take any action in respect of certain enumerated Events of Default (as
defined in the Amended Credit Agreement). In the absence of this provision, the Secured
Lenders are in a position to enforce their rights and remedies pursuant to the terms of the
Amended Credit Agreement, including applying for the appointment of a receiver to take
possession of the property, assets and undertaking of Allen-Vanguard in order to conduct

a Hquidation of those assets to recover the amounts owing to the Secured Lenders.

THE CCAA PROCEEDINGS
Alen-Vanguard Qualifies as a Debtor Company under the CCAA

As described above, (i) the Applicant is insolvent; (ii) the debts owed by Applicant'far
exceed $5,000,000; and (iii) the Applicant is an OBCA company resident in Ontario. [
understand that in these circumstances, the Applicant qualifies for protection under the

CCAA.

Plan of Arrangement and Reorganization

The only affected creditors in the Company’s restructuring under the Plan are the Secured
Lenders. The Secured Lenders support the completion of the Transaction which is to be
effected by the Plan and have all already committed to vote in favour of the Plan under

the terms of the Transaction Agreement. Because the Secwred Lenders are the only
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affected creditors, thete is no need to provide any further discloswre regarding the ... - -

Transaction Agreement or the Plan prior to the meeting to vote on the Plan.

The press release and the notices in respect of the sanction hearing have been designed to -

provide all relevant stakeholders, including shareholders, with ample notice of the
proposed sanction hearing and the relief to be sought at that hearing; relief which the
Company has also disclosed in the several press releases it has issued on and since the
execution of the Transaction Agreement on September 12, 2009. Copies of these press

releases are attached as Exhibit “G”,

Funding During Proceedings
As seen from the 13-week cash flows referred to below, as 2 result of the Interim Funding

provided by the Secured Lenders, the Company will be able to fund all of its operations —

and those of its subsidiaties — during the expected duration of the CCAA proceedings.

Erployee Benefits

Under the terms of the Transaction Agreement and the Plan, the Secured Lenders, the
Plan Sponsor and the Company have agreed that all employee benefits can and will be
honoured. In addition, it is expected that there will not be any material reductions in head

count during the anticipated duration of the CCAA proceedings.

Trade Creditors and Ordinary Course Payments
Similarly, under the terms of the Transaction Agresment and the Plan, the Secured
Lenders, the Plan Sponsor and the Company have agreed that all trade and ordinary

unsecured creditors will not be affected by the Plan.
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Existing Equity Claims and Interests

All existing equity interests and equity claims will be cancelled, transferred or
discharged, as the case may be, such that the Plan Sponsor will become the new owner of
the Company in consideration of its approximately U8370,000,000 investment into the

Company to fund the restructuring contemplated by the Plan.

Intercompany Transactions

As at September 30, 2009 the Company was paying approximately U8$750,000 per
month to its wholly-owned subsidiary HMSI for the performance of certain services
under a subcontract, and HMSI was paying approximately US$1,500,000 per month to its
parent HMSL for the performance of certain services under a separate contract (the
“fntercompany Transactions”). These payments are expected to continue during the

CCAA proceedings.

Central Cash Management System

Allen-Vanguard maintains a centralized cash menagement system (the “Cash
Management System™), pursuant to which the operations and financing of the AV
Companies, except for HMSI, (in this section, the “AV Cash-Managed Companies”)
are directed by the senior management of Allen-Vanguard who operate from the Head
Office. The cash flow needs of the AV Cash-Managed Companies are funded on a
corporate group basis, with senior management of Allen-Vanguard controlling significant
receipts and disbursements. Efficiencies in borrowing, monjtoring and administration of

cash are accomplished through centralized purchasing of raw materials and centralized
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accounts payable, most of -which is -directed, on behalf of the AV Cash-Managed

Companies, from the Head Office (except for Allen-Vanguard’s UK subsidiaries, which

determine their own purchasing activities and manage their own accounts receivable, and-

accounts payable with oversight from the Head Office). The majority of corporate sales
and marketing services, accounting, record~ke.eping, financigl reporting, budgeting,
banking, cash management, payroll, humén Tesources, information technology,
engineering, 3:'65681’0]1 and developraent and other overhead expenses are performed,
incurred or paid for by Allen-Vanguard and, as appropriate, allocated among the other
members of Allen-Vanguard, However, Allen-Vanguard’s UK subsidiaries perform
significant accounting, record-keeping, financial reporting, budgeting, banking, cash
management, payroll, human resources, information technology, engineering, research

and development and other overhead expenses locally at local cost.

Allen-Vanguard proposes to continue the Cash Management System during the
restructuring. It is contemplated that the Proposed Monitor (as defined below) will

monitor transfers of cash by Allen-Vanguard, io help ensure that inter-company

" transactions are tracked, properly accounted for and recorded.

THE MONITOR AND CASH-FLOWS

Deloitte & Touche Ine. has consented to act as the Monitor of the Applicant (the
“proposed Monitor”) in these CCAA Proceedings. The Proposed Monitor is well
qualified to act as Monitor and the Proposed Monitor is not, and for the two preceding
years, has not, acted as the auditer or accountant of the Applicant, and has gained an

understanding of the Company, having provided some consulting services fo the
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Applicant in regard to cash management, budgeting, taxation, and financial advisory
services over the past two years, in addition fo assisting in the preparation of corporate
tax returns and impairment analyses of goodwill and intangibles. A copy of the consent

by the Proposed Monitor to act is attached as Exhibit “H”.

During the period prior to the commencement of these proceedings, while Allen-
Vanguard was finalizing its negotiations with the Secured Lenders and the Plan Sponsor
in comneciion with the Transaction Agresment, Allen-Vanguard consulted with the
Proposed Monitor to ensure that the proposed restructuring met with the ?roposecl
Monitor’s approval. Allen-Vanguard’s external legal counsel met with the Proposed
Monitor to review the key components of thé Allen-Vangnard business. In particulaz, the
Proposed Monitor Las benefited from extensive discussions with Allen-Vanguard
regarding the Intercompany Transactions (as defined above) and the Cash Management

System (as defined above).

The Proposed Monitor has reviewed the cash flow forecasts prepared by management to
February 26, 2010 in respect of the Applicant (the “Cash Flow Forecast”). A copy of
the Cash Flow Forecast and a report containing the prescribed representations regarding
the preparation of the Cash Flow Forecast is aftached as Exhibit “I”, Based on my
knowledge of the Corapany’s business and subject to the assumptions used, I believe the

Cash Flow Forecast to be fair and reasonable.
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The Proposed Monitor has also had the opportunity ‘to discuss the various reporting

‘obligations set out herein and in the Initial Order and to confirm that Allen—Vanguard will

be capable of mpeting these obligations to the Proposed Monitor’s satisfaction. '

REQUESTED CHARGES
Adminisiration Charge

In connection with its appointment, it is contemplated that the Proposed Monitor and its
counse! will have the benefit of a Court-ordered charge (the “Administration Charge”)
over the property of the Applicants, in order to secure payment of the fees and
disbursements of the Monitor and those of its Jegal counsel incurred at the standard rates
and charges. It is contemplated that the Administration Chargé shall be'in an aggregate
amount of $150,000. The Administration Charge will also secure the payment of the fees

and disbursements of the Applicant’s legal counsel.

Directors’ and Officers’ Charge

Tn order to contimue to carry on business during the CCAA Proceedings and to complete
and implement the Transaction, the Applicant requires the active and committed

involvement of the members of its Board and its senior officers.

The Applicant therefore requests a Court-ordered charge in the amount of $750,000 (the
“D&O Charge” and together with the Administration Charge, the “Charges™) which
amount tepresents the anticipated payroll amounts and aqc:rued but unpaid amounts
owing to employees for vacation pay over the anticipated duration of this restructuring,

over the property of the Applicants in order to indemnify the directors and officers of the
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. Applicants in respect of any liabilities that-they may cur from. and after the

commencement of the CCAA Proceedings in respect of the maiters for which they will be

. indemnified under the terms of the proposed Initial Order.

Curtently Allen-Vanguard maintains directors and officers liability insurance which
provides $15,000,000 in coverag‘e plus $15,000,000 in excess coverage for a totallof
$30,000,000 in coverage. Allen-Vanguard’s current directors and officers liability
insurance policy will expire on March 9, 2010. These policies would apply to both pre -
and~ post-CCAA filing claims asserted agairst the officers and directors, including the
Shareholder Claim. Attached as Exhibit “J” is copy of Allen-Vanguard’s current

directors and officers liability insurance policies.

As of the date of the swearing of this affidavit, Allen-Vanguard has been unable to obtain
additional or replacement insurance coverage for its directors and officers to insure all of
the potential claims. In the current circumsténces it is unlikely that Allen-Vanguard will
be able to secure adequate additional director and officer Hability insurance coverage at a
reasonable cost to cover all potential post-CCAA filing liabilities. Accordingly, the D&O

Charge is necessary.

The direciors and officers of Allen-Vanguard have indicated that, due to the potential
significant personal liability, they cannot continue their service or involvement in this
restructuring unless the Initial Order grants the D&O Charge in priority to all other
charges, other than the Administration Charge, as security for the indemnification

obligations of the Company for the potential liabilities imposed upon the directors and
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officers of the Company. Allen-Vanguard believes that-the D&O Charge is fair and
reasonablé in the circumstances, As set out below, the secuted creditors who will likely
be affected by the Charges have received notice of and consented to the propoéed amnount

and priorities for the Charges.

The Transaction Agreement contemplated that the Transaction would be sﬁbject to court
approval and that, following execution of the Transaction Agreement, the parties would,
inter alia, (1) confer and agree on the means of implementing the Transaction; (i)
develop the definitive documentation for the debt restructuring conterplated by the
Transaction (such as the new Credit Agreement); and (iii) prepare court material

necessary for approval of the Transaction by the Coutt.

As part of the Transaction Agresment, it was agreed that a “Final Order™ would be sought
that, inter alia, releases directors from claims arising prior to the Effective Time in
commection with the business and affairs of the Compavy, other than any claims with
respect to adjudicated gross negligence, fraud or wilfl misconduct on the part of the
directors. The Transaction AQreement also contemplated that, following the Effective
Time, all rights to indemnification or exculpation in favour of current or former directors

of the Company would continue to be honoured by the Company.

Because of the financial condition of the Company and its insolvency, it was determined
by the parties that the Transaction must be implemented pursuant to a CCAA proceeding.
The directors are prepared fo continue to support this restructuring process, despite the

more restricted directors’ release contained in the proposed Plan and despite the fact that
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the directors’ indemnification rights against the Company will be extinguished on
implementation of the proposed Plan. The current by-laws of the Company provide for

such indemnification and exculpation.

Priorities of Charges

1t is contemplated that the charges described above will have the following pricrities

under the terms of the proposed Initial Order:
(a)  First~the Administration Charge, to a maximum of $150,000; and
(b)  Second —the D&O Charge, to a maxirum of $750,000.

The registered secured creditors of Allen-Vanguard B:S at Qctober 26, 2009 are the Royal
Bank of Canada as administrative agent for the Secured Lenders, Royal Bank of Canada
in its personal capacity (“RBC™), the Plan Sponsor, Tkon Office Solutions Inc.
(“IKON"), Toyota Credit Canada Inc. (“Toyota”™) and Surgenor National Leasing
Limited (“Surgenor™). The Applicants propose that the Administration Charge and the
D&O Charge shall not affect the security interests of IKON, Toyota and Surgenor and the
terms of the Initial Oxder reflect this. This Application for the Initial Order under the
CCAA will be brought on notice to the Secured Lenders, the Plan Sponsor and RBC.
Accordingly, to the best of my knowledge, information and belief, all of the secured
creditors that ave likely to be affected by the Administration Charge and the D&O Charge
will be given notice of this Application to obtain the Initial Order, and have consented to
the terms of the proposed Charges. Attached as Exhibit “K™ is a copy of the Personal

Property Registration search results for Allen-Vanguard as at October 26, 2009,
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obligations with the consent of affected creditors. The proposed restruciuring is in the

best interests of the Company and its economic stakeholders and employees.

The Applicant has entered into the Transaction Agreement with its Secured Lenders and
the Plan Sponsor which establishes the terms of a recapitalization of the Company 1o be
effected through a CCAA restructuring. The Interim Funding is only available as part of
the Transaction. The funding to be provided by the Plan Sponsor for the restructuring is
only available as part of the Transaction. It is Allen»Vaﬁguard’s intention to implement
its Plan and exit these proceedings as quickly as practicable which will avoid unnecessary
disruption and maintain customer confidence, both of which aré vital to preserve Allen-

Vanguard as a viable post-filing company.

If the CCAA restructuring is not effecied, the Company faces a cessation of its

operations, the liquidation of its assets and the termination of its employees.

The proposed Transaction represents the best (and only) viable option for the Company
and its economic stakeholders. I understand that the Proposed Monitor supports this
conclusion, as do all of the Secured Lenders who have agreed to support and vote for the

approval of the Plan,

As & result of the foregoing, the Company respecifully seeks the relief set out in the

within Application.
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ALLEN-VANGUARD ANNOUNCES RESTATEMENT OF JUNE 39, 2009 CONSOLIDATED
STATEMENT OF OPERATIONS AND COMPREHENSIVE LOSS ALONG WITH RE-FILING
OF ITS JUNE 30, 2009 MD&A

OTTAWA — Septerber 1, 2009 — Allen-Vanguard Corporation (the “Company” or “Allen-Vanguard”)
(TSX: VRS) of Ottawa, Canada announced today the restatement of its June 30, 2009 Consolidated
Statements of Operations and Comprehensive Loss and ihe re-fiting of its June 30, 2009 MD&A. All
figures are in Canadian dollars and reported in thousands.

The restatement of the June 30, 2009 Consolidated Statement of Operations and Comprehensive Loss
resulis in revenue decreasing by $4,329 to $46,980 with a corresponding decrease to cost of goods sold of
$4,329 totaling $31,842,

The restatement has no impact on previously reported gross profit, net loss and comprehensive loss and
basic and diluted net loss per common share. In addition, there is no impact on prior petiods, nor is there
any impact on the Company’s Consolidated Balance Sheets and Congolidated Statement of Cash Flows.

Forward looking statements

This press release may contain forward-looking statements, which reflect Allen-Vanguard's current
expectations regarding future events, its strategy, expected performance and condition. Forward-locking
statements include statements that are predictive in nature, that depend upon or refer to future events or
conditions, or that include words such as “expects,” “anticipates,” “plans,” “believes,” “estimates™ or
negative versions thereof and similar expressions, In addition, any statement that may be made
concerning future performance, strategies or prospects, and possible future investments, acquisitions or
dispositions, is also a forward-looking statement. Forward-ooking statements are based on current
expectations and projections about fiture events and are inherently subject to, among other things, visks,
sincertainties and assumptions about the Company and economic factors. Forward-looking stztements are
not promises or guarantees of future performance, and actual events and results could differ materially
from those expressed or implied in any forward-looking Statements made about the Company. Any
number of important factors could contribute to these digressions, including, but not fimited to, general
economic, political and market factors in North America and intemnationally, interest and foreign
exchange rates, global equity and capital markets, business competition, technological change, changes in
government regulations, unexpected judicial or regulatory proceedings, and catastrophic events. We stress
that the above-mentioned list of fmportant fastors is not exhaustive. We encourage you to consider these
and other factors carefully before making any investment deciston and we urge you to avoid placing
undue reliance on forward-looking statements. Further, you should be aware that the Company disclaims
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any obligation o publicly updmmmﬁmmﬂwkmmmheﬁm asaresult-of
new information, future events or otherwise, prior to the release of the next Management Discussion and
Analysis to be released by the Company or except as required by law .

About Allen-Vangnard

Allen-Vanguard Corporation supports the mission of military and homeland security forces around the
warld with leading proprictary solutions for protection and counter-measures against hazardous devices of
all kinds, whether chemical, biological, radiological or explosive (“CBRNE™), including improvised
explosive devices (IEDs) and remotely controlled 1EDs (“RCIED”s). Allen-Vanguard equipment is in
service in more than 120 countries. Products include Electronic Counter-Measures {"ECM") equipment
for jamming vemote detonation of terrorist devices, specialty security equipment for Explosive Ordnance
Disposal ("EOD"), remote intervention robots for hazardous applications, and personal protective wear
for use in dealing with explosive and bio-chemical agents. Allen-Vanguard is the developer andfor sole,
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worldwide licensee of proprietary technologies such as the Med-Eng bomb suit, the DefenderTM and
Vanguard TM Mk2 bomb disposal robots, and the Universal Containment Systerm and CASCAD Foam
system for blast mitigation and decontamination of bio-chemicat warfare agents. Professional services .
encompass counter-{ED intelligence, training and advisory services, including the TritonTM Report on
terrorist incidents around the world. The Company operates globaily through its wholly-owned
subsidiaries under the names “Allen-Vanguard”, “Med-Eng” and “Hazard Management Solutions”. Head
office operations are located in Ottawa, Ontario, Canada, with manufacturing operations in Pembroke,
Ontario; Ogdensburg, New York; and Tewkesbury, U.K.. The Company has professional services
operations in Shrivenham, UK, Canada and in the U.S. in Arlington, Virginia, plus sales offices in
Canada, the U.8., the U.K. and Asia. Allen-Vanguard's shares are listed on The Torento Stock Exchange
{(TSX) under the symbol “VRS”. To Jearn more about Allen-Vanguard Corporation {TSX: VRS), visit
www.allenvanguard. com.

For further information please contact:
Robin Sundstrom
(647) 822-8111

ir@allenvanguard.com




Consolidated Interim Financial Statements
(As restated on September 1, 2009, see note B

ALLEN-VANGUARD
CORPORATION

Three and nine months ended June 30, 2009 and 2008
{Unaudited)
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ALLEN-VANGUARD CORPORATION

Consolidated Balance Sheeis
(in thousands}

June 30, September 30,
2069 2008
(Unaudited)
Assets
Cuitent assets: .
Cash and cash ¢quivalents 3 1,971 3 8,522
Restricted cash 5452 4,065
Accounts receivable 35,943 29,547
Inventories 34,598 36,157
Prepaid expenses and other 3,597 2,618
fncome taxes recoverable 9,455 9,755
Future income taxes 4,957 13,506
95,973 104,170
Non-custent restricted cash 652 1,976
Property and equipment 14,337 16,693
Goodwill (note 4} 67,041 82,333
[atangible assets (note 5) 74,709 206,942
Future income taxes 10,209 12,699
Other long-term assels 1,697 2,521
§ 264,618 § 427,134
Liabiltics and Shareholders' Equity
Current liabilities: :
Bark indebtedness (note 6) 3 17,212 § 8,088
Accounts payable and accrued tiabilities 46,049 36,516
Income taxes payable 21,439 16,098
Deferred revenue 2,281 13,098
Current portion of long-term debt (note 7) 39,512 10,327
126,493 84,127
Future income taxes 22,220 62,02t
Long-term debt {note 7) 166,324 184,495
315,037 330,643
Shareholders' equity:
Capital stock (rote 8) 543,950 543,982
Stockoptions {note 8y 6,091 4,298
Warrams (note 8) 30,306 26,213
Contributed surplus 731 737
Accumulated and other comprehensive income 12 12
Deficit {631,555) {478,751)
(50,419) 96,491
i 264,618 $ 427,134

Subsequent events (note 16)

See accompanying notes 10 consolidated interim financial statements.

On behaif of the Board:

Dircctor

Dircctor
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ALLEN-VANGUARD CORPORATION

Consolidated Statements of Operations and Comprehensive Loss
(in thousands, except per share information)

Three months ended Nine months ended

451

June 3@ June 36
2009 2008 2009 2008
As restated Ags restated
(note [) {note I}
{Unaudited) {Unaudited)
Revenue ' $ 46980 $ 31,206 § 76245 $ 262,759
Cost of sales 31,842 22,983 110,759 157,120
Gross profit 15,138 8,223 65,486 105,639
Lxpenses:
Selling and administration 10,076 13,800 28,995 36,600
Research and development, net (note 10} 2,813 4,023 10,637 12,608
12,889 17,823 39,632 49,2608
[ncome {loss) before the understated 2,249 {9.600) 25,854 56,371
Restructuring (note 11) 287 - 2,492 -
[nterest on long-term debt 4721 4,189 14,309 18,990
Realized foreign exchange toss (gain) 2,565 (10,364) 3,172 (11,406)
Unrealized foreign exchange loss (gain) (18,857 8,519 {7,989 14,061
Stock-based compensation 350 2,519 1,793 3,755
Other income {expense) 217 60 33 (1,260)
Amonrtization of intangible assets and
depreciation of property and equipment 1,461 1,258 4,555 3,888
Acquisition and financing related charges
and amortization {note 12} 6,677 34,079 21,114 126,362
Impairment losses (note 4 and 5) 130,285 - 136,334 -
127,906 40,260 201,791 154,390
Loss frem operalions {125,657) (49,860} (175,937} (98,019)
Provision far {recovery of) income taxes (26,473} (13,228) (23,13%) (34,029)
Net loss and comprehensive loss $ (99,184) § (36,632} 8§ (152,804) B (63,990)
Basic and dilated net loss per common share (note 13) 3 091) § (0.34) $. (140} § (0.60}

See accompanying notes to consolidated interim financial statemients.
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ALLEN-VANGUARD CORPORATION

Notes to Consolidated Interim Financial Statements
(in thousands, except per share information)

Three months and nine months cnded June 30, 2009 and 2008
{Unaudited)

Allen-Vanguard (the “Company”} develops and markets technologies, toois and training for
defeating and minimizing the effects of improvised explosive devices (“IED’s") and other hazardous
devices and materials, whether chemical, biological, radiological, nuclear or explosive (“CBRNE").
The Company's equipment and services have been provided to leading securitly and military forces in
more than 120 countries.

The Company operates in three principal business segments: (1) Electronic Systems ("ES™),
consisting primarily of electronic counter-measures (“ECM” or “jammers™™) which prevent the
detonation of remotely controlled [ED’s (“RCIED's™), (2} Personal Protection Systems (“PPS™),
which includes bomb dispesal and chem-bio suit ensembles, body armour, remote intervention
robots and other search and disposal spectalty equipment for Explosive Ordnance Disposal ("EOD™),
blast mitigation and decontamination equipment, and (3) Services, including counter-IED
inteltigence, training and advisory services. A fourth business segment includes other ancillary
items, such as vehicle barriers.

1. SIGNIFICANT ACCOUNTING POLICIES
Basis of preseatation

The accompanying unaudited intcrim consolidated financial slatements have been prepared in
aecordance with Canadian generally accepted accounting principles (“GAAP™) for interim financial
statements and, accordingly, certain disclosures normally included in annual financial statements
prepared in accordance with GAAP are not provided and should be read in conjunction with the
Company’s 2008 audited consolidated financial statements and notes thercto. These unaudited
interim consolidated financial statements have been prepared following accouanting principles
consisient with thosc used in the annual audited consolidated financial statements, except as
described in Note 2, and should be read in conjunction with the annual audited financial statements
of the Company for the year ended September 302008

In the opinion of management, the unaudited intcrim consolidated financial statements reflect ali
adjustments, which consist only of normal and recurring adjustments, necessary to present fairly the
financial position at June 30, 2009 and the results of operations and cash flows for the three month
and nine month periods cnded June 30, 2009 and 2008. Due to the nature of the Company's sales
cycle and the size of individual orders, the results reported in these interiin consolidated tinancial
statements should not be regarded as necessarily indicative of the results that may be expected for
the entire year.
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ALLEN-VANGUARD CORPORATION

Notes to Consolidated Interim Financial Statements
(in thousands, except per share information)

Three months and nine months ended June 30, 2009 and 2008
{Unaudited)

1

SIGNIFICANT ACCOUNTING POLICIES {continued)

The Company’s long-term debt is furnished under an amended and restated credit facility (the *New
Credit Facility™) with a syndicate of lenders (the “Lenders™). The Lenders recently de ferved the Tune
30, 2009 principal payment to September 30, 2009 and the Company received waivers from the
Lenders relating to compliance with covenants in the New Credit Facility as at May 31, 2009, and
June 30, 2009 (see note 7). By September 30, 2009, the Company is required to complete the raising
of capital in a minimum amount of US $30,000, with a percentage of the proceeds to be agreed upon
by the Company and the Lenders to be used to permanently reduce the aggregete indebtedness
outstanding under the existing facilitics, IF such capital raise is not completed, the Company must
offer conversion of all or part of the cutstanding term loan amount to equity in the capital stock of
the Company on terms to be acceptahle to cach of the Lenders. If such a conversion is not
acceptable to cach of the Lenders, the term loan facility would be payable on demand on January 31,
2010. The Company and the Lenders are in active negotiations to amend the terms and covenants of
the New Credit Facility and no adverse action has been taken by the Lenders nor have the Lenders
indicated their intent to demand payment of the term loan principal balance outstanding under the
New Credit Facility prior to its maturity date in 2011. The Company signed an exclusivity
agreement on April 6, 2009 with an undisclosed U.S. investor and remains in discussions with the
investor regarding a going-private transaction. As currently contemplated, such a transaction, if
concluded, would result in a restructuring of the New Credit Facifity. No [inal agreement has been
reached with either the Lenders or the potentiaf investor; therefore, there can be no assurances that
the Company will be able to successfully complete such a restructuring of the New Credit Facility or
the capital raise.

These conditions raise wncerlainty about the Company’s ability to continue as a going concern in the
event an investment lransaction is not consummated and therefore the Company may be vnable to
realize on its assets and discharge its liabilities in the normal course of business. The financial
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recorded assel amounts nor to the amount and classification of liabilities that may be necessary
should the Company be unable to continue as a going concern.
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ATLEN-VANGUARD CORPORATION EAE

Notes to Consolidated Interim Financial Statements
(in thousands, except per share information)

Theee months and nine months ended June 30, 2009 and 2008
{Unaudited)

1. SIGNIFICANT ACCOUNTING POLICIES {continued)
Restatement of previously issued interim financial statements

The consolidated statements of operations and comprehensive loss have been restated on Septernber
1, 2009, to adjust revenues and costs of sales to eliminate certain interdivisional revenues and costs
related 1o transactions which cceurred during the three months ended June 30, 2009. The impact of
this restatement on the consclidated statements of operations and comprehensive loss is as fotlows:

Three months ended

Nine months ended

June 30, 2009 June 30, 2609
As Previocusly As Previously
Reported Restated Reported Restated
Revenue £51,309 £46,980 $180,574 $176,245
Cost of sales 36,171 31,842 115,068 110,759
Gross profit $15,138 515,138 $65,480 $65,480

The restatement bad no impact on amounts previously reported as gross profit, net foss and
comprehensive 1oss, and basic and diluted net loss per common share in the consolidated statements
of operations and comprehensive loss. The restatement also had no impact on the amouats
previously reported in the consolidated balance sheets, consolidated statements of shareholders’
equity, or consolidated statements of cash flows.

2. ADOPTION QF NEW ACCOUNTING STANDARDS
Effective October 1, 2008 the Company adopted the following new accounting standards.
Inventorics

In March 2007, the CICA issued Section 3031, lnventories, replacing Section 3030, Inventories.
This Section applics to interim and annual financial statements for fiscal years beginning on or after
Janmuary 1, 2008, The Section prescribes the accounting trealment for inventories such as
measurement of inventories at the lower of cost and net reatizable value. [t provides guidance on the
determination of cost and its subsequent recognition as an expense, including any write-downs to net
realizable value and reversal of previous write-downs of inventories arising from an increase in net
realizable value. It also provides guidance on the cost methodologies that are used to assign costs to
inventorics and it describes the required disclosures on the cawying amount of inventories, the
amount of inventories recognized as 4n expense and the amount of write-downs or reversal of write-
downs of inventories. The Company adopted the standard on October 1, 2008, and the adoption of
this section did not have an impact on the Compzany’s consolidated financial statements.

7




FUV NFVSNT T NT NS S £t § S WFH

457

ALLEN-VANG UARB CBRPGR TION -

Motes fa anschdated lmer;'
‘gln tlwusands uxcept fer shm'e mfbﬁnmm

us cangolidated 1 nanc:a[:s!:atcments



458

ALLEN-VANGUARD CORPORATION

Notes to Consolidated Interimy Financial Statements
(in thousands, except per.share information)

Three months ard nine months ended June 30, 2002 and 2008
(Unaudited)

3.

FUTURE ACCOUNTING STANDARDS
International Finaacial Reporting Standards (IFRS)

The CICA plans to converge Canadian GAAP with IFRS over a transition period expected to end in
2011. Although much of Canadian GAAF is similar to IFRS, there are some GAAP differences that
may significantly impact the Company’s processes and Ginancial results. The Company is currently
in the planning phase of the conversion to prepare for implementation by October |, 2010. This
includes identifying the differences between existing Canadian GAAP and IFRS, identifying
potential business impacts, developing the project plan, assessing resource requirements and training
staff. Currently, it is not possible to fully determine the impact to the financial statements and any
potential business impacts, as accounting standards and the interpretations of those standards are
changing.

Management has been assessing the impact of these new accounling standards on its consolidated
financial statements and inlends to implement them in time to meet associated effective dates.

The CICA issued the following new Handbook sections:

i) Section 1582, “Business Combinations”, which replaces Section 581, "Business
Combinations”. The Scction cstablishes standards for the accounting for a business
combination. It provides the Canadian equivalent to the IFRS standard, IFRS 3 (Revised),
“Business Combinations”. The Section applies prospectively to business combinations for
which the acquisition date is on or after October i, 2011. Earlier application is permitted. The
Company is cwrently evaluating the impact of the adoption of this new Section on the
consolidated financial stalements.
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ALLEN-¥ANGUARD CORPORATION

ES

Notes {0 Consolidated Interim Financial Statements
(in thousands, except per share information)

Three mouths and nine months ended June 30, 2009 and 2008
(Unaudited)

GOODWILL (continued)

(2) CICA section 3064 requires Goodwill to be tested on an anraual basis or more frequently if
events or changes in citcumstances indicale that the asset may be impaired. The Company
performed an impairment test at March 31, 2009 and at June 30, 2009, and ils annual impairment test
at September 30, 2008, whereby the carrying amount of goodwill was compared to the discounted
future cash flows expected from is use. Impairment tests involve a significant degree of judgement,
as expectations concerning future cash flows and the selection of an appropriate discount rate are
subject to considerable risks and uncertainties. At March 31, 2009, management concluded that
impairment had occurred, and consequently, the Company reduced the carrying value of goodwill
through a charge to operations in the amount of $3,949 for the three month petiod ended March 31,
2009. At June 30, 2009, management corcluded that further impairment had occurred, and
consequently, the Company reduced the cartying value of goodwill through a charge to operations in
the amount of $11,343 for the three month period ended Juae 30, 2009. For the year ended
September 30, 2008, the Company recorded an impairment loss of $253,723.

5, INTANGIBLE.ASSETS

Accumulated Net book

June 30, 2009 Cost amartization value
Electronic systems technology 5 18,005 § 1,691 16,314
Personal protection systems technology 33,335 8,391 24,964
Custemer grders 51,002 51,002 -
Customer lists and relationships 18,415 10,130 8,285
Technical drawings and patents 3,265 1,375 1,890
Brand value 21,940 896 21,044
Proprietary intelligence database 1,669 219 850
Proprictary-course earriculon {803 Eax’s 433
Assembled sales agent network 250 121 129
$ 149,104 3 74,195 74,909

Accumulated Net book

September 30, 2008 Cost amortization value
Electronic systems technelogy 3 22,541 % - 22,541
Personal protection systems technology 95,260 4,829 80,431
Customer orders 51,002 51,602 -
Customer lists and relationships 66,216 4,680 61,536
Technical drawings and patents 3,125 1,200 1,925
Brand value 28,707 343 27,862
Proprietary intelligence database 1,069 138 231
Proprictary course curriculum 1,803 235 1,568
Assembled sales agent network 250 102 148
3 269,973 $ 63,031 206,942

11



%4, ALLEN-VANGUARD CORPORATION

Notes to Consolidated [nterim Financial Statements
(in thousands, except per share information)

Three months and nine months ended June 30, 2009 and 2008
{Unaudited}

5.  INTANGIBLE ASSETS {continued}

CICA section 3064 requires long-lived assels to be tesled for recoverability whenever events or
changes in circumstances indicate that their carrying amount may not be recoverable. The Company
performed an impainnent test at March 31, 2009 and at June 30, 2009, and its annual impairment
test at September 30, 2008, whereby the carrying amount of intangible assets was compared to thé
discounted future cash flows expected from their use. Impairment tests involve a significant degree
of judgement, as expectations concerning future cash flows and the selection of an appropriale
discount rate are subject to considerable risks and uncertainties, At March 31, 2009, management
concluded that impairment had occurred, and consequently the Company reduced the carrying value
of intangible assets through a charge to operations in the amount of $2,100 in the three month period
ended March 31, 2009. The asset deemed to be impaired was Brand value (ES trademarks). At June
30, 2009, management coocluded that further impairment had occurred, and consequently the
Company reduced the carrying valuc of intangible assets through a charge fo operations in the
amount of $118,942 in the three month period ended June 30, 2009. The assets deemed to be
impaired were ES techmology ($4,537), ES customer relationships ($18,358), ES brand value
($4,700), PPS technology {361,904) 20d PPS customer relationships (529,443). For the year ended
September 30, 2008, the Company reduced the carrying value of intangible assets through a charge
to loss in the amount of $126,273. The assets deemed to be impaired were ES techmology (347,768},
ES customer relationships ($35,938), ES brand value ($20,314) and PPS trademarks (322,253).

6. BANK INDEBTEDNESS

June 30, September 30,
2099 2008
Bank indebtedness $ 17,212 3 38,088

The Company has a revolving credit facility of up to the aggregate of $7,600 US dollars and $16,000
as described in Note 7(a).

12
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ALLEN-VANGUARB CORPORATION

Noles 1o Consolidiated Intérim Finangial Statements
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{in thousands, exeept per share fnformation)

“Three months and nine months ended June 30, 2009 and 2008
(Unaudited)

d. FUTURE ACCOUNTING § TANDARDS (eontinued)

i)

i)

arising. Trom finandin

Sectian 1601, “Consclidated Finantial -Statements™ dind Sg&cﬁ_on 1602, “Non-Controlling
Interesis™ , which together replage Section 1600, “Consolidated Fiuancial Statements™. Scofich
1601 establishes standards for the prepasation of consolidated financial statements, Section 1602
establishios stzndards for npcnuntnng fiir 2 non-vontroiling interest in a subsidiary in conselidated
Timanchal stilements subsequent Lo & business. combination: It is equivalent to the corresponding
provisions, of IFRS standard, . 1AS 27 (Revised), “Consolidated and Separate Financint

;Stétc:nc;_ﬁt?‘. The Sections applyto-intecim and danval consolidated Gnuncial statements relating

Lo liscal yeurs beginning on Ociohei |, 201 1. Barlier adopifos: is pecmitted s ol the beginning
of a fiscal year. The Compuay is currenily evaluating the impact of the adeption of these new

‘Suetions on the consolidated fingtcial staterents.

,Scél'ibn 3867, Findncial Instrumeits — Lisélosurcs” snid Sectioh 3863, “Financial Instruments —

Preseatation”, which together céplace. Seetion 3861, “Financial lnstruments — Disclosure. and
Proseniation™.  Secfi 62 reqdiie incredsed disclosure on the nafire and extent of risk
:hslmmcnl:. afil how the colity manages those. risks.  Seétien 3863

celablishes standiirils. for prescotation of fnanmal instrisionts and sop-financial derivatives,
(e of the amcndnieils 'lpply to anniual financial statements relating 1o fistal
ycars emhng aﬂer ‘Septcmbcx 30; 2{)0‘) Ehe Company is cum,nt[y pvalisling the imprictaf the
adc;:;mn o (fits new Scetivw oii the consolidated financial stalomints,
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ALLEN-VANGUARD CORPORATION

Notes to Consalidated Interim Financial Statemenits
(in thousands, except per share information)

Three months and nine months ended fune 3¢, 2009 and 2008
{Unaudited})

7. LONG-TERM DEBT (continued)

{a) On December 29, 2008, the Company entered into an amended and restated syndicated credit
facility (the “New Credit Facility”) with the fenders ("New Facility Lenders™), amending and
restating the credit facilities agreement signed on May 6, 2008 (“oid agreement”)., The New
Credit Facility caps the term loan commitment on the old agresment which is fully advanced
and capped at $184,375 US dollars, caps the existing revolving facility commitment at $14,000,
comprising the existing revolving loan which is capped at $7,600 US, of which 37,600 us is
currently drawn, and the existing decumentary credit facility capped at $4,000. The New
Facility Lenders made available an additional facility in an amount up to the US dollar
equivalent of $16,000 (“New Revolving Facility™) and an additional documentary credit (“DC™)
commitment of up to $4,500 (“New DC Facility”). Currently, $7,200 UJS is drawn on the new
revolving facility. Additionally, the New Credit Facility provides deferral and reduction of
previously scheduled principat repaymeats in 2008 and 2009 which defers in aggregate a total
of US $43,668, as described below. The maturity date is May 6, 2011 for the term loan facility
and the existing revolver facility, December 31, 2009 for the New Revolving Facility, and
December 31, 2010 for the additional New DC Facility.

The availability of the New Revolving Facility is based on the Company’s Peak Forecast
amount in each respective weelk plus $5,000, but not to exceed the maximum of $16,000, as
calculated by the Company in its weekly cash flow forecast provided by the Company to the
New Facility Lenders prior to closing. The Peak Forecast amount is the highest amount
required by the Company in any given week in accordance with the cash flow forecast. The
Company will provide an updated cash flow forecast to {he New Facility Lenders on October 1,
2009 for the period starting October 15, 2009. Upon receipt of the updated forecasts, the
Company and the New Facility Lenders will set revised terms of availability and a minimum
cumulative net cash flow covenant satisfactory to the Mew Facility Lenders and the Company.

fa
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As-aresult-of the aE.W.uent—mfevisetEFmﬂnlth&euﬂean&ried,—ameams drawn-an-the-316,000
operating facility will be classified as a curent liability. Al advances under the New DC
Facility will be subject to Export Development Canada Performance Security Guarantees
(“PS$Gs™) and Financial Security Guarantces (“FSGs™) satisfactory to the New Facility Lenders,
or if such suppost is unavailable, must be fully cash collateralized.

The quarterly instatlments on the term loan facility originally due September 30, 2008,
December 31, 2008 and March 31, 2009 arc deferred uatil May 6, 2011, All other quarterly
payments due in 2009 are reduced to an amoutt equal to 2.5% (54,352 US dollars) of the
amount outstanding on the initial May 6, 2008 closing of the original ferm loan facility, being
$194.079 US dollars. Quarterly payments afler 2009 will be equal to 5% ($9,704 US dollars).
On June 29, 2009, the Company reached an agreement with the New Facility Lenders to defer
the quarterly payment due June 30, 2009 to September 30, 2009.

4.
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ALLEN-VANGUARD CORPORATION

Notes to Consolidated Interim Financial Statements
(in thousands, except per share information)

Thiee months and nine months ended June 30, 2009 and 2008
{Unaudited)

7.

LONG-TERM DEBT {continued)

Under the New Credit Facility, cortain financial covenants are required to be maintained,
including among others, minimum adjusted EBITDA, a cap oo restructuring costs of $2,000 per
month and not to exceed $3,300 over the current forecasted period and minimum cumulative net
cash flow. “Adjusted EBITDA” for any period is defined as Consolidated EBITDA for that
petiod less Capital Expenditures that have been incurred during the period less taxes incurred in
the period (excluding sales taxes) that have or will be paid in cash within the next 12 months
less all Restructuring Costs that have been incurred in the period and have o: will be paid in
cash within the next 12 months, excluding those costs already accrued at September 30, 2008,
but including any funds used to cash collateralize DCs. On or before September 15, 2009, the
Company and the lenders will set revised covenants satisfactory to both parties acting
reasonably.

On July 13, 2009, July 27, 2009, as well as August 27, 2009, the Company reached agreements
with the New Facility Lenders that waived compliance with eertain financial covenants uader
the New Credit Facility for the months ending May 31, 2009, June 30, 2009, and July 31, 2009.

The interest rate on the term loan facility is US base rate plus 4.5% and on the existing
revolving credit facility is US base rate plug 4.0%. The interest rate on the new operating
facility is US base rate plus 5.5%, and in no event shall the total interest rate be less than 10%.
The interest rate on the New DC Facility is 5.5%.

In relation to the accommodations agreements (note 7(b)), the Company is required to pay an
extension fee of $1,500 to the lendsrs upon the earlier of May 6, 2011 and a restructuring event,
which is defined as the closing date of a capital raise, a change of control, sale of substantiaily
all of the assets of the Company or in event of defauk. ln relation to the November 28, 2008

amended avr‘nmmndmionran_accommodalion_fee_oﬂ,milu)c_pqirl on the earlier of May 6,
2011 and a restructuring event. Upon the earlier of May 6, 2011 and a restructuring event, the
Company will also pay a new facility fee of $5,000 to the New Facility Lenders. The Company
will also pay a fze to any fender that is not a New Facility Lender in an amount nol to exceed
$500 payable on a restructuring event. Pursuant to the accommodation agreement entered into
on December 10, 2008, an enhanced return in an amount equal 1o additional interest earned at
the rate of 2% per anaum on the amount outstanding under the term loan facility, the revelving
credit Facility and the DC facility calculated daily from November 1, 2008 to December 30,
2008, the date of an initial advance, was paid to the old agreement lenders.

5
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Notes to Consolidated Inferim Financial Statements
(in thousands, except per share information)

Three months and nine months ended June 30, 2009 and 2008
{Unaudited)

7. LONG-TERM DEBT (continued)

The Company has authorized the issue of warrants to the New Facility Lenders under the New
Credit Facility entitling them to acquire up to 19.9% of the commor shares of the Company at
an exercise -price of $0.2114, being the volume-weighted average trading price of the
Company's common shares on the five days ended on the day prior to execution of the amended
agreement. All warrants are exercisable for five years and provide for anti-dilution proteciion.

Pursuant to the New Credit Facility, the Company agreed to provide share appreciation rights
("SARs™) to the New Facility Lenders, exercisable at any time during the five year period
following April 30, 2009, if the Company had not, on or prior to April 30, 2009, raised
additional capital and used some or all of the proceeds from that capital raise to permarently
reduce the aggregate indebtedness outstanding under the existing facilities and the New Credit
Facility by at least US$50,060 (a “Qualified Capital Raise™). The SARs entitled the New
Facility Lendets to be paid a cash amount equal to the increase (if any) in the trading price of
the Company's shares at the date of exercise of the SARs over $0.2114 per share multipiied by
the nuraber of shares that such lenders would have owned if they had purchased 20% of the
Fuily diluted common shares of the Compaiy as at the execution of the New Credit FacHity (i.¢.,
37,116,000 common shares).

Provided that the Company obtained ihe approval of sharcholders and the TSX, the SARs could
be completely replaced, on or prior to April 30, 2009, by additional five-year warrants which
entitled the New Facility Lenders to acquire up (o an additional 10% of the fully diluted
common shares of the Company exercisable at $0.2114 per share (the “SAR Replacement
Warrants”). The Company received both of the required approvals and on April 30, 2009, and
accordingly, announced Lhat it bad elected to issue 16,496,000 warrants exercisable at $0.21:14
per share in lieu of the SARs. The fair value of the warrants was $674.

The New Facility Lenders had also been provided with pre-emptive rights allowing them to
receive additional warrants ("Top-Up Warraats") on future issuances of equity by the Company
at any time the term loan facility is still outstanding, entitling them to purchase for a period of
five years from the date of future issuances of equity, at the same price and on the same lerms as
such equity issuance, sufficient shares of the Company to enable them to maintain their equity
interest at 19.9% {or up o 29.9% if they had received additional warrants in place of the SARs).

16
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Notes to Consolidated Interim Financial Statements
(in thousands, except per share information)

Three manths and nine months ended June 30, 2009 and 2008
(Unaudited)

7. LONG-TERM DEBT (continued)

As the Company did nol complete a Qualified Capital Raise by April 30, 2009, in addition to the
SARs, the Company is required o complete the raising of capital in a minimum amount of US
$50,000 on or before September 30, 2609, [f such capital raise is not completed, the Caompany
must offer conversion of all or part of the outstanding term loan amaount to equity in the capital
stock of the Company on terms to be acceptable to each of the Leeders of the term loan facility.
If such conversion is not acceptable to the Lenders, the term loan facility would be payable on
demand on January 31, 2010.

The Company has accounted for the New Credit Facility as an extinguishment of the old
agreement.  As such, the Company fully expensed the remaining deferred transaction costs of
$1,615 in the three month period ended December 31, 2008. The Company recorded
approximately $13,033 of deferred transaction costs and $624 in other long-term assets in
relation to the New Credit Facility and will expense these costs over the term of the amended
agreement using the effective interest rate method.

(b) The Company reached a series of accommodation agreements with its Lenders during the period
of September 30 to December L5, 2008 that deferred (i) the quarterly principal payment due
September 30, 2008, (i1) compliance with certain financial covenants under the May 6, 2008
credit facilities, and (iii} payment of certain interest and fees, all to December 31, 2008, All
other terms and conditions of the old apreement remained in effect. Additionally, the
accommodation agreements include an enhanced rteturn to the Lenders whereby @ all
accommodations outstanding bore additional interest at the rate of 2% per annuin calculated
daily from and including November [, 2008 through December 30, 2008. The Company is also
required to pay an cxtension fee of $1,500 to the Lenders upen a restructuring cvent. During
this period of accommodation the Company was renegotiating the credit facilities. The

Company-was-unable tocomply-with-Hs finaneial-covenants, as-a-result-of-lowerthan-expected
cash flows and a Jack of an invesimeni transaction, at September 340, 2008, and accordingly,
effective December 24, 2008, the Lenders provided a waiver for these covenants and amended
the covenants of the new secured credit facilitics.
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ALLEN-VANGUARD CGRPORATION

Notes to Conselidated Interim Financiat Statements
{in thousands, except per share information)

Three months and nine months ended June 30, 2009 and 2008
(Unaudited}

8. SHAREHOLDERS® EQUETY

(a) Capital stock:

The authorized capital stock of the Company consists of an unlimited number of common shares

without issued or par value.

(b} Warrants:

Each share purchase warrant entitles the holder to purchase onc comman share of the Company.
A summary of the share purchase warrants outstanding and the changes during the periods is

presented below:

Three months ended June 30,

L

2009 20068
Weighted Weighted
average average
Nazmber of exercise Numberof | exercise
warrants price warrants price
COutstanding, beginning of period 32,682 % 1.83 6,710 §  8.84
Exercised - . . -
Granted 16,496 0.21 - -
Quistanding, end of period 49,178 $ 1.28 6710 3 8.84
Exercisable, end of period 49,178 §  L.2B 6710 3 884
Nine morths ended June 30,
2009 2008
Weighted Weigittet
average average
Mumber of exercise Number of EXCrcise
warrants price Warrants price
Outstanding, beginniog of period 5500 3 9.66 6,245 & 8.79
[ixercised - - - -
Granted 43,588 0.21 465 9,50
Qutstanding, end of period 49,178 % .28 6,710 § 5.84
Exercisabte, end of period 49,178 § 1.28 6,710 3 8.84
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ALLEN-VANGUARD CORPORATION

Notes to Consolidated Interim Financial Statements
(in thousands, except per share information)

Three moaths and nine months ended June 30, 2069 and 2003
{Unaudited)

8.

SHAREHOLDERS’ EQUITY (continued)

The following table summarizes information for warrants outstanding:

June 30,  Juue 30,

2009 2008

Exercise Price Expiry Number of warrants
$0.21 April 30, 2054 16,496 -
$0.21 December 28, 2013 27,092 -
$4.75 August 12,2008 - 1,120
$9.50 September 17, 2014 3,575 3,575
$9.50 COctober 12, 2014 465 465
$10.06 September 17, 2010 1,550 1,550
49,178 6,710

The value of the share purchase warrants were estinated using the Black-Scholes model, with

the following assumptions:

June 30, September 30,

2009 2008

Dividend yield - -
Expected volatility 72% 40%
Risk-free interest rate [.67% 3.82%
Expected option life 5 years 7 years
Weighted average grant date £0.13 $4.84
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Notes to Consolidated Interim Financial Statements
{in thousands, except per share information)

Three months and nine months ended June 30, 2009 and 2008
{Unaudited)

8. SHAREHOLDERS’ EQUITY (contintued)

(c) Stock options:

Each stock option entitles the holder to purchase one common share of the Company. A total of
8,738 common shares have been reserved to meet outstanding options, or future options to be
granted, under the Employee Stock Option Plan. A summaty of the Company's employee stock

options outstanding and the changes during the period is presented below:

Three months ended June 30,

469

2009 2008
Weighted Weighted
average averape
. Numberof  exercise Mumber of  exercise
options  °  price options price
Qutstanding, beginning of period 4,788 §  4.21 5152 3 466
Exercised - - - -
Forfeited (227 @37 (69) 425
Granted - - 286 2.67-
Qutstanding, end of period 4,561 4.24 5,369 4.56
Exercisable, end of period 2,285 % 4.30 1,638 % in
Nine moenths ended June 30,
2009 2008
Weighted Weighted
average average
Numberof  exercise Number of  exercise
opticns price aptions price
Outstanding, beginning of period 5266 $ 456 1,245 % 3.06
Exercised . - - (136) 3.62
Forfeited (1,255) (3.95) (82} 4.22
Granted 550 © (.49 4,342 4.95
Oulstanding, end of period 4,561 424 5,369 4,56
Exercisable, end of period 2,285 § 430 1,638 3 3.71
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ALLEN-VANGUARD CORPORATION

Notes to Consclidated Iaterim Financial Statements
(in thousands, except per share information)

'Three months and nine months ended June 30, 2009 and 2008
(Unaudited)

8. SHAREHOLDERS® EQUITY {continued)

The following table summarizes information for stock options outstanding:

June 30, June 30,
2009 2008
Weighted Weighted
average average
Options  remaining Options  remaining

cutstanding life (years) outstanding life {years)

$0.60 - $i.05 475 4.32 60 0.39

$1.06-83.57 754 2.08 1,010 237

$3.58 - 35.00 2818 318 3,718 4.21

$5.01 -39.73 Sl4 3.38 581 4.39
4,561 5,369

“T'he stock-based compensation was estimated using the Black-Scholes option pricing model,

with the following assumptions:

June 30, September 30,

2009 2008

Dividend yield - -
Expected volatility 111% 6%
Risk-free intercst rate 1.32% 2.83%
Expected option life . 3.52 years 3.22 years
Weighted average grant date fair value 3021 $2.8¢

(d) Restricted Share Units:

Each restricted share unit (“RSU”) entitles the hoider to one common share of the Company. A
total of 1,630 common shares have been reserved to meet outstanding RSUs, or future RSUs o

be granted, under the RSU Plan. A summary of the Company's RSUs outstanding
changes during the period is presented below:

and the

Theee months ended

June 30, June 30,

2009 2008

Qutsianding, beginning of period 923 738
Granted - 20
Forfeited - -
Exercised (N -
Quitstanding, end of period 916 808
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{Unaudited)

8. SHAREHOLDERS' EQUITY (continued)

Nine months ended

June 30, June 38,

2009 2008

OQutstanding, beginning of period 703 -
Granted 525 808
Forfeited {142) -
Exercised {170) -
Outstanding, end of period 916 308

RSUs vest no later than the third anniversary of the last day of the czlendar year to which the
RSU compensation relates. The total compensation expense {recovery) under the RSU plan for
the three month period cnded June 30, 2009 is $(11) (2008 - $305) and for the nine month
period ended June 30, 2009 is $nif (2008 - 3688} and is recorded in stock based compensation
and a liability of $36 is included in accrued liabilities. The RSUs are payable in cash and or
shares.

The stock-based compensation for RSUs was estimated using the Black-Scholes option pricing
model, with the following assumplions:

June 30, September 30,

2009 2008

Dividend yicld - -
Expected volatlity 113% 9%
Risk-free interest rate 1.32% 3.05%
Weighted average life 3 years 3 years
Weighted average grant date fair value $0.30 $4.33
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ALLEN-VANGUARD'€ORPORATION

Notes to Consolidated Interim Financial Statements
(in thousands, except per share information)

Three months and nine months ended June 30, 2009 and 2008
{Unaudited)

SEGMENTED INFORMATION

The Company operates in three principal business segments: (1) Electronic Systems (“ES™),
consisting primarily of electronic counter-measures (“ECM” or “jammers™) whick prevent the
delonation of remotely controlied [ED’s (“RCIED’s”), (2) Personal Protection Systems (“PPS™),
which includes bomb disposal and chem-bio suit ensembles, body armour, remote intervention
robots and other search and disposat specialty equipment for Explosive Ordnance Disposat ("EOD™),
blast mitigation and decontamination equipment, and (3) Services, including counter-IED
intclligence, training and advisory services. A fourth business segment includes other ancillary
ttems, such as vehicle barriers.

The Company's reportable segments are strategic business units compriscd of different products and
services. The Company uses these segments as a primary basis of internal reporting, planning,
performance analysis and decision making, The products and services of each reportable unit
require different technology and marketing steategies. Revenue cost of sales and gross profit by
reportable segment is presented in the following table:

Three months ended June 30,
2009 2008

As restated (note |}

Revenuc Cost of sales  Gross profil Revenue Costofsales  Gross profit
ES 3 12044 % i2,028 % %16 $ 8,540 3 7,144 % 1,396
PPS 25,212 13,859 11,353 13,973 7,804 6,169
Scrvices 8,824 5,955 2,869 6,977 6,617 360
Other - - 1,716 [, 418 198
3 46,980 5 31,842 8 15138 & 31,206 % 22,983 % 8,223

Nine months ended June 30,
2009 2008
As restated (note 1)

Revenue Cost of sales  Gross profit Revenwe Costofsales  Gross profit
ES 3 86,799 % 55,259 3 31,540 5 188,230 % 109,545 % 78,685
PPS 62,623 38,752 23,871 52,741 29,493 23,248
Services 26,823 16,748 10,075 19,648 16,324 3,324
Qther 2,140 1,758 182

§ 176,245 $ 110,759 % 65486 § 262,759 § 157,120 § 105,619
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ALLEN-VANGUARD CORPORATION

Notes to Consolidated Inferim Financial Statements
(in thousands, except per share information)

Three months and nine months ended June 30, 2009 and 2008
(Unaudited}

9.

SEGMENTED INFORMATION (continued})

Goodwill and intangibles by reportable segment are presented in the following table;

June 30,
2009

September 30,
2008

Goodwill  Intangibles

Goodwill  Intangibles

ES

PPS
Services
Other

$ 19,107 & 17,050
37,921 51,350
10,013 6,309

$ 27426 § 50,720
44,394 149,179
10,013 7,043

$ 67041 5 74,709

$ 82,333 § 206,942

Revenue is analyzed geographically as follows:

Thiee months ended

Nine months ended

US.A.
Europe/Middle East
Canada
Asia/Pacific

Other

June 34,
2009 2008
As restated
(note 1)

$ 37,084 § 16,240

3,894 10,795
1,099 1,022
1,636 2,852
3,267 287

June 30,
2009 2008
Ag restated
{note 1}

$ 14L164 3 226,887

21,561 20,877
3,508 7,560
5,553 6112
4,459 1,323

§ 46980 % 31,206

$ 176245 3 262,759

Property, plant and equipment are analyzed geographically as follows:

T

473

June 30, September 30

2609 2008

US.A. % 1,018 3 892
Europe/Middie East 4374 5,461
Canada 8,945 10,340
§ 14,337 $ 16,693
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Three months and nine months ended June 30, 2009 and 2008
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9. SEGMENTED INFORMATION (continued)

Goodwill and intangibles are analyzed geographically as follows:

June 30, September 30,

2069 2008

Europe/Middie East $ 29352 $ 30,305
Canada 112,398 258,970
$ 141,750 § 289,275

10. RESEARCH AND DEVELOPMENT
Research and development consists of the following:

Three months ended Mine months ended

June 30, June 34,

2009 2008 2009 2008

Research and development, gross 3 3,710 3 5318 § 13,357 § 17,31
Lesy: investment tax eredits (750 (1,243) (2,137 (3,954)
Luss: grants {144) [6F3] (583) {109)
Research and development, net 3 2,813 % 4,022 § 10,637 § 12,668
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Notes to Consolidated Interim Finaticial Statements
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{Unaudited)

11. RESTRUCTURING

On September 25, 2008, the Company announced a restructuring plan to reduce annual operating
costs through consalidation of facilities and other efficiency measures. The majority of the costs are
for employee termination and related costs and building closures. The Company anticipates the total
amount to be recorded will be $4,634, of which $1,542 was recorded in the fourth quarter of 2008,
$1,391 was recorded in the first quarter of 2009, $814 was recorded in the second quarter of 2009,
and $287 was recorded in the third quarter of 2009. The following table provides a summary of the

estimated costs on a pre-tax basis:

Asset

impairment

Employee, Site closure and

legal and and transfer accelerated

related costs deprectiation Total

Total estirnate 2,114 3 1,633 & 887 3§ 4,634
Charges in the fourth quarier 2008 956 - 586 1,542
Charges in the first quarter 2009 761 630 - 1,391
Charges in the second quarter 2009 385 21t 218 814
Charges in the third quarier 2009 12 . 192 83 287
Estimated charges remaining - 8 600 § - % 600

12, ACQUISITION AND FINANCING RELATED CHARGES AND AMORTIZATION

Acquisition and financing related charges and amortization consist of the following:

475

Three months ended Nioe months ended

June 30, June 30,

2009 2008 2009 2008

Amortization of acquired intangible assets 378 % 9095 § 11,338 § 60,488

Acquisition-related compensation expense - 11,959 - 16,960

Cost of sales of Med-Eng inventory fair value

adjustnent - - - 5315

Amortization of senior debt financing fees 1,176 2,367 5,048 22,297

Amortization of rovolver deferred financing fees 234 607 585 667
Senior debt facility waiver,.amendment fec and

extinguishment costs - 10,051 - 20,635

Refinancing cosis 1,483 - 4,143 -

6677 5 34079 § 21114 % 126,362
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Notes to Consolidated Interim Financial Statements
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Three months and nine months ended JTune 30, 2009 and 2008
(Unaudited)

13.

14.

1.0SS PER COMMON SHARE

Loss per common share is computed using the following weighted average number of outstanding
common shares:

Three months ended Nine months ended

June 30, June 30,

2009 2008 2009 2008

Weighted average common shares outstanding 109,185 108,980 109,140 106,981

Effect of diluted potential common shares

109,185 108,980 109,140 106,981

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Net change in non-cash operating wosking capital items relating to operations:

Three months ended Nine months ended

June 30, June 30,

2009 2008 2009 2008

Accounts receivable . 5 (102) $ 12,686 $ (6396 3 54,169
Inventories . {1,835) (8,140} 1,559 (10,443)
Prepaid expenses and others (734} 2,563 9719 567
Income taxes recoverable 289 - 300 -
Accounts payable and accrued charges 3,040 (10,541) 2,533 (33,983)
Income taxes payable 446 (13,638} 5341 15,866

Deferred revenue (1,322) - (10,817

$ 18 § (7,070 3 (1,459) 3 26,176
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{Unaundited)
14. SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION (continued)
Supplemental disclosure of non-cash transactions:
Three months ended Nine months ended
June 30, June 3,
2009 2008 2009 2008
Non-cash aperating activities:
Issuance of warrants in connection with issuance of
SAR replacement warranis 3 614 % - 8 674 & -
Invesiment tax credits included in future income
taxes - : - 924 -
Issuznce of warrants in connection with issuance of
senior debt facility - - - 5,466
Issuance of common shares for payment of
senior debt facility waiver fee - - - 5,559
Issuance of comymon shares for payment of
compensation expenss - 3,794 - 3,794
Capitalized deferred financing fees included in
accounts payable and acerued liabilitics - 673 - 673
Increase in future tax Hability from
HMS acquisition - 961 - 961
Non-cash financing activities;
Issuance of warrants, included in deferred transaction
costs . - - 3420 -
RSU's converted to capital stock - - & -
Stock-options cxpense reversal relating to 2007
bonus accrual - - - {350y
Nan-cash investing activities:
Intangible asset increase due o finalization of
HMS purchase price allocation - 4,116 - 4,116
Goodwill decrease due to finalization of
HMS purchage price allocation - {3,153) - {3,155)
tssuance of common shares in coanection with )
HMS vendor note settlement included as an
increase to Goodwill - 1,885 - 1,885

15. COMPARATIVE FIGURES

Certain comparative amounts have been reclassified to conform to the current presentation.
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16. SUBSEQUENT EVENTS

On July 2, 2009, the Company announced it had reached an agreement with its New Facility Lenders
that defers to September 30, 2009, the $4,852 US dollars quarterly principal paymeat due June 30,
2009.

On July 13, 2009, July 27, 2009, as well as August 27, 2009, the Company reached agreements with

the New Facility Lenders that waived compliance with certain financial covenants under the New
Credit Facility for the months ending May 31, 2009, June 30, 2009, and July 31, 2009.
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affidavit of Doreen Navarro

sworn before me, this 26™ day
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s

A Comrhis«%ner for Taking Affidavits
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ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PLAN OF ARRANGEMENT
AND  REORGANIZATION  OF  ALLEN-VANGUARD
CORPORATION UNDER THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, R.8.C. 1985, ¢. C-36, AS AMENDED
AND SECTION 186 OF THE ONTARIO BUSINESS
CORPORATIONS ACT, R.S.0. 1990, ¢. B.16, AS AMENDED

AFFIDAVIT OF BARRY GOLDBERG

1, Barry Goldberg, of the City of Toronto, in the Province of Ontario, MAKE OATH

AND SAY:
1. INTRODUCTION

L. I am the Principal and Head of Financial Restructuring of Genuity Capital Markets
(“Genuity”). Genuity was engaged by Allen-Vanguard Corporation (the “Company” or
“Allen-Vanguard”) on September 18, 2008, for the purposes of assisting in its effort to
identify a suitable investment partner for Allen-Vanguard and to assist in ongoing
discussions with Allen-Vanguard’s senior secured lenders (the “Secured Lenders™). As
such, I have personal knowledge of the matters to which I hereinafter depose, except
where my knowledge is based on information and belief, in which case I believe such

information to be true.



1L

.

To the extent necessary, I have reviewed Genuity’s files regarding its engagement by
Allen-Vanguard and have spoken with other represen%atives of Genuity, representatives
of Allen-Vanguard, representatives of the Secured L.'enders and representatives of the
Plan Sponsor to fully inform myself as to the contents}of this affidavit. 1 believe that the

information I have received in that regard is true.

All capitalized terms not defined herein shall have the meanings ascribed to such terms in
the affidavit of David E. Luxton, Preéident and Chief Execuiive Officer of Allen-

Vanguard { “Luxton”), sworn December 2, 2009 (the “Luxton Affidavit™).

This affidavit is filed in support of Allen-Vanguard’s application for relief pursuant to the
Companies’ Creditors Arrangement Act, R.S.C. 1985,-c. C-43, as amended (“CCAA”)-in

order to allow Allen-Vanguard to file a Plan of Arréngement and Reorganization.

The process undertaken by Allen-Vangnard to obtain outside investment that eventually
led to the execution of the Transaction Agreement with the Secured Lenders and the Flan

Sponsor, an affiliate of Versa Capital Management, Inc. (“Versa™), is set out below.

ENGAGEMENT AND CREDENTIALS OF GENUITY CAPITAL MARKETS

S

Genuity is a Canadian investment banking firm with operations in a broad range of
investment banking activities, inc'ludingl corporate finance, mergers and acquisitions,
financial restructuring, equity sales and trading and equifry research., Genuity and its
principals have participated in a significant number of transactions involving public and

private companies and has extensive experience in providing stakeholders with strategic
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advice and access to capital in both formal (CCAA, Canada Business Corporations-Act

and Business Corporations Act (Ontario)) and infonnal_ restructuring situations.
INVESTOR SOLICITATION PROCESS

The investor solicitation process in which Allen-Vanguard has been involved in seeking a
recapitalization, as more particularly described in paragraphs 95 through 111 of the
Luxton Affidavit, can be described with reference to four phases. All information below
concerning the role and discussions held by RBC Capital Markets, discussions held by
the principals and advisors of Tailwind Financial Inc. (“Tailwind”}, and discussions held
by the CEO of Allen-Vanguard where Genuity was not present, are based entirely on
information provided by those parties which 1 have not verified to be true, but which I

believe to be true.
The four phases (collectively, the “Investor Process”) were:

(i) an effort led by RBC Capital Markets between June and September 2008
which primarily considered private invesiment in public equity (“PIPE”)
transactions, with some discussions regarding potential going private
transactions. Discussions with one party were at an advanced stage,
however these discussions ended in August 2008;

(i) © a joint effort by RBC Capital Markets and Genuity in the period
September, 2008 to November 2008 which continued to look at PIPE
transactions, but which also focused on a rights offering backstop,
potentially in tandem with 2 mezzanine facility to reduce amounts owing
to the Secured Lenders;

(iii)  the negotiations conducted with Tailwind which occurred in the period
November 2008 to April 2009, which culminated in the Company
entering into the Tailwind Agreement, as further described below, on
January 23, 2009, The Tailwind Agreement was terminated on April 6.
2009; and
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(iv)  the negotiations with Versa that evolved from the failure of the Tailwind
transaction and which commenced in April 2009 with the signing of the
Exclusivity Agreement and culminated with the signing of the
Transaction Agreement with the Plan Sponsor and the Secured Lenders
on September 12, 2009.

During the first three phases, during the. 11 11.10111:]1 period from June 2008 to April 2009,
over 125 potential investors were contacted by one or a combination of RBC Capital
Markets, Genuity, the Company CEO and Tailwind principals or advisors. In that 'time,
approximately 40 NDAs were executed and 20 parties conducted some form of due
diligénce on the Company. Genuity had direct contact with 25 of the aforesaid group of

potential investors.

I understand that during these phases, discussions were also held at a high level by

Luxton with 5 large potential strategic investors in the defence industry.

None of these discussions led to a binding commitment, other than with Tailwind, as

deseribed below.

During the third phase of the Investor Process, Allen-Vanguard entered into the Tailwind
Agreement which would have implemented the Tailwind Arrangement under which
Tailwind, a special purpose acquisition corporation (a “SPAC”), would have acquired all
of Allen-Vanguard’s outstanding common shares in exchange for shares of Tailwind and
Allen-Vanguard would have become a wholly-owned, indirect subsidiary of Tailwind.
Tailwind, which had approximately US$100,000,000 in cash on its balance sheet, would
then merge with Allen-Vanguard, and the US$100.000,000 would be used to recapitalize
Alien-Vangue.u'd’s bé\lapce sheet. The Tailwind Atrangement is more fully described in

paragraphs 102 to 111 of the Luxton Affidavit.
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Prior to the negotiations with Versa, Tailivind was the only party to enter into any form

of binding agreement with Allen-Vanguard. |

The Tailwind Agreement was conditional on obtaininga favourable Tailwind shareholder

vote on the transaction prior to April 17, 2009. That would require the transfer of SPAC

stock out of the hands of Tailwind shareholders who desired liquidity and into the hands
of those who were interested in the fundamentals of the deal and would vote in favour of
the transaction. To achieve this, Tailwind’s principals and advisors engaged in a further

investor solicitation process, which involved the management of the Company and on

occasion, Genuity, to seek parties who would participate in the Tailwind stock {ransfer

process.

Allen-Vanguard’s shareholders were given the 0j3portunity to vote for the Tailwind
Atrangement and, in conjunction with that transaction, to participate in a rights offering
of subscription receipts for up to $100 million at a price of $0.285 per share, a premium
to the then market price, but equivalent to the implied merger pricing of the Tailwind
transaction.  Closing of the rights offering (in particular the conversion of the
subscription receipts into common shares of the Company) was conditional on the closing
of the Tallwind Transaction. In the event that the Tailwind Arrangement did not close,
those sharcholders that had exercised their rights would have their exercise price

refunded in full.

The preconditions to the Tailwind Arrangement were not satisfied as there was an
insufficient interest by new investors 1o obtain the Tailwind stock and ensure a successful

vote of Tailwind's shareholders. We understand that Tailwind’s existing shareholders
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also indicated that they preferred liquidity to exposure to Allen-Vanguard. In addition, of
the maximum $100 million to be raised under the exertise of the rights offered to Allen-
Vanguard’s shareholders, only $14.1 million or 14% was taken up, which 1 understand

was primarily by one shareholder.

During the course of the negotiations over the Tailwinii Agreement, Versa was contacted
by Tailwind and its advisors as a potential investor to assist in the stock transfer process,
and came forward as a party interested in Allen-Vanguard, although not on the terms of
the Tailwind Transaction. On April 6, 2009, Tailwind terminated the Tailwind
Transaction as it did not believe it could have a successful shareholder vote before April
17, 2009, At that time Tailwind agreed to waive its exclusivity rights to allow Versa to

investigate an alternative transaction,

Given Allen-Vanguard’s defaults under the terms of the Amended Credit Agreement, as
set out in paragraphs 83 through 91 of the Luxton Affidavit, any transaction, other than
one which would refinance and repay the Amended Credit Agreement in full and without
compromise on the part of the Secured Lenders, would require an agreement with the
Secured Lenders. Accordingly, during the fourth phase of the Investor Process, Allen-
Vanguard, Versa and the Secured Lenders engaged in discussions over the terms of a
recapitalization of the Company and a restructuring of the secured debt owed to the
Secured Lenders, which resulted in Allen-Vanguard entering iqto the Transaction

Agreement with the Plan Sponsor and the Secured Lenders on September 12, 2009.

I understand that, under the terms of the Transaction Agreement, the Secured Lenders,

which 1 understand have first-ranking security over all of the assets of Allen-Vanguard
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and its material subsidiaries, have agreed to accept compromises upon the completion of

the Transaction, including but not limited to:

(a)

(b)

(©)

(d)

(e)

®

permanently foregoing approximately US$7,150,000. of the Existing Term Loan

owed to the Secured Lenders;

permanently waiving approximately CDN$6,800,000 of fees owed to the Secured

Lenders;

converting a portion of Allen-Vanguard’s indebtedness under the Amended Credit
Agreement into a 3.5 year restructured term loan on terms more favourable to
Allen-Vanguard (including reduced loan amortization and interest rates and less

restrictive covenants);

providing, a mnew US§30,000,000 revolving credit facility and a new
18$10,000,000 letter of credit facility to Allen-Vanguard to finance its business

going forward,

agrecing to the cancellation, for no consideration or compensation of any kind, of

all of their Warrants; and

allowing the general unsecured creditors and employees of Allen-Vanguard to be
unaffected so as to preserve the going forward potential of Allen-Vanguard,
despite the compromises being incurred by the senior, first-ranking Secured

Lenders.
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In addition, as outlined herein, the Secured Lenders have also agreed to make the Interim-
Funding of CDN$16,000,000 available to Allen-Vénguard until the closing of the

Transaction.

1 further understand that, pursuant to the Transaction Agreement, the Plan Sponsor, -

among other things, will:

(a) pay US$20,000,000 (subject to increase to up to US$25,000,000 in certain
circumstances in accordance with the terms of the Transaction Agreement) to
Allen-Vanguard by way of an equity contribution, $5,000,000 of which shall be
paid by Allen-Vanguard to the New Facility Lenders as a permanent reduction

under the New Facility revolver; and

(b) effect a US$54,300,000 permanent reduction of the Existing Term Loan debt
owed to the Secured Lenders by assuming from the Senior Lenders an equivalent

amount of their existing indebtedness, and converting it to subordinated debt.

Pursuant to the Plan, all equity securities of Allen-Vanguard, including common shares,
Options, Warrants and RSUs will be cancelled or transferred for no consideration to the
holders thereof, such that, at closing, the Plan Sponsor will become the new owner of all
of the outstanding shares of the Company in exchange for its investment into the

Company.

During the course of the Investor Process, Genuity received some general feedback from

prospective investors concerning Allen-Vanguard:
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24,

235.

(a)

(b)

(c)

(d)

(e)

()

-0.

there were a number of concerns about the revenue stability and outlook,

particularly since any recurring revenue was not secured;
there was a lack of visibility of timing on large program orders;
there had been “misses” on quarterly forecast in almost every quarter;,

there was uncertainty around future United States military activities given the

expected (and ultimately actual) change in presidential adminisiration;

there was concern that the competitive environment for electronic counter-

measures suggests that securing new programs and orders will be challenging;

several parties indicated that they might be prepared to explore a transaction to
acquire the bank debt at a discount to par value (with no value to sharehoiders),

but ultimately none {other than the Plan Sponsor) did.

REASONABLENESS OF THE TRANSACTION

As noted above, the Transaction Agreement is the culmination of a long process

undertaken by the Company and its Board to seek a transaction to recapitalize Allen-

Vanguard and allow it to continue as a going concern so as to best preserve value for the

economic stakeholders of Allen-Vanguard.

In expressing the view to the Board that there is no reasonable basis on which to

anticipate the emergence of a transaction that is superior to the transaction contemplated

by the Transaction Agreement, Genuity took into account and was guided by the

following factors as set out in the Transaction Review:
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(b)

(c)

(d)

(e)
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the Company is overleveraged as evidenced by the following factors:

(i) Net Debt/LTM EBITDA -10.9x

(iiy  NetDebt/FY2009E EBITDA -7.3% .

(iii) EBITDA /Interest —1.55x

(iv)  Cash Flow from Operations / Interest —ﬁegative

the Company is in default of certain covenants under its agreements with the

Secured Lenders;

the Company has not been able to make principal repayments to the Secured

Lenders since June 2008;

management has indicated that liquidity is expected to run out in the short term in

the absence of a consensual restructuring;

the Company’s EBITDA férecast for FY2009 is $30.5 million;

under the terms of the Transaction, the Secured Lenders are willing to accept
compromises of the amounts owed to them under the Amended Credit
Agreement, and are willing to accept favourable modifications to the terms
thereof for the remaining term of the loan with the Company which are acceptable
to the Company and the Plan Sponsor (including reduced loan amortization and

interest rates and less restrictive covenants);

the Company has been the subject of an extensive process to seek equity investors

for over a year, much of which has been public; and
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(h)  the Transaction values the Company at 7.7x 2009 EBITDA, which is above the
average-level of defence companies, none of which are facing a similar debt or

lHquidity situation.

26.  Given the debt and liquidity situation of Allen-Vanguard, Genuity is of the view that
there is no reasonable basis to believe that any further marketing process, given the
current liquidity situation of Allen-Vanguard and the defaults by Allen-Vanguard under
the Amended Credit Agreement with the Secured Lenders, would result in the emergence
of a transaction superior (or even comparable) to the Transaction, or that would permit a

restructuring that would see any recovery of value to Allen-Vanguard’s shareholdes.

SWORN BEFORE ME

in the City of Toronto,

in the Province of Ontario
on December &, 2009

4"‘
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EXPIRES May 28, 2011,
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Court File No.
ONTARIO '
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT 4ACT, R.8, C. 1985,
c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION OF
ALLEN-VANGUARD CORPORATION UNDER THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, R.8.C. 1985, c. C-36, AS AMENDED AND SECTION 186 OF THE
ONTARIO BUSINESS CORPORATIONS ACT, R.8.0, 1990, c. B.16, AS AMENDED

AFFIDAVIT OF GLENN SAUNTRY
* (sworn December 8, 2009) |

I, GLENN SAUNTRY, of the City of Toromto, in the Provh_lce o_f Ontario, MAKE
OATH AND SAY:

1. T am a Vice Chair of Investment & Corporate Banking of Nesbitt Burns Inc. (“Nesbitt”)
and have been with Nesbitt since 1992, Prior to being the Vice Chair, I was co-head of
Investment & Corporate Banking Canada and prior to that I was head of Nesbiit’s
mergers and acquisitions practice. Nesbitt was engaged by Royal Bank of Canada, as
Administrative Agent for a syndicate of secured lenders (the “Secured Lenders”) of
Allen-Vanguard Corporation (the “Company™), by letter agreement dated June 19, 2009
to, inter alia, assist the Secured Lenders in assessing the strategic alternatives available to
the Company. A copy of a redacted version of the Nesbitt engagement letter is attached
hereto as Exhibit “A”. As such, I have personal knowledge of the matters to which I
hereinafter depose, except where my knowledge is based on information and belief, in

which case I believe such information to be true,

2. All capitalized terms not defined herein shall have the meanings ascribed to such terms n
the affidavit of David E. Luxton, President and Chief Executive Officer of the Company,

sworn December 8, 2009,
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Nesbiit is the leading restructuring financial advisor and is one of the leading mergers and
acquisitions groups in Canada. Nesbilt has advised on more restructuring mandates than
all of its competitors combined; mcluding AbitibiBowater, T. Eaton Company, Calpine,
Tembec, SemGroup, Stelco and Ivaco, all of which [ have advised on personally. Ihave
also advised on a significant number of mergers and acquisitions transactions inchiding
the proposed sale of BCE tb Ontario Teachers Pension Fund, the sale of Canada Life to
Great West Life (and the defence from Manulife), the sale of Atlas Cold Storage Income

Fund and Billiton’s acquisition of Rio Algom.

This affidavit is filed in support of Allen-Vanguard’s application for relief pursuant to the
Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-43, as amended (“CCAA”) in
order to allow the Company to recapitalize through a Plan of Arrangement and
Reorganization which will only compromise the debt held by the Affected Creditors,
being the Secured Lenders, in an effort to allow the Company to continue as a going

concern.

Shortly after the Company’s proposed arrangement with Tailwind Financial Inc.
(“Tailwind”) failed, Nesbitt was retained by the Secured Lenders to advise on the
financial position of the Company and the alternatives available to best maximize the
value of the Company. Nesbitt\also reviewed the process undertaken by Genuity Capital
Markets (“Genuity”) and RBC Capital Mazkets on behalf of the Company to find an

investor {o recapitalize the Company.

Nesbitt assisted the Secured Lenders in negotiating the Transaction Agreement between
the Company, the Secured Lenders and Contego AV Investments, LLC, an affiliate of
Versa Capital Management, Inc. (the “Plan Sponsor”). The Tremsaction Agreement
represerits the best aliernative to recapitalize the Company and maintain its operations as
a going concern. Pursuant o the Transaction Agreement, the Secured Lenders agreed to
provide additional funding to the Company and relax the Secured Lenders’ ability to call
a default of the Company’s obligations to the Secured Lenders until closing. The
gecured Lenders also agreed to compromise their indebiedness in exchange for, inter alia,

the Plan Sponsor’s equity contribution and injection of subordinated debt. Without the
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additional financial support from the Secured Lenders, which is only available as part of
the Transaction Agreement, the Company would not ba?';g'),ffale to manage its cash flow to

maintain its operations,

7. I have reviewed the Affidavit of Barry Goldberg of Geﬁiﬁty (the “Goldberg Affidavit”)
filed in respect of this matter. I agree that the value attributed to the Company by the
Transaction Agreement exceeds the average EBITDA multiple for similar defence

companies of a similar size.

8. I also agree with Mr. Goldberg’s conclusion that any additional market process
condﬁcted while the Company is in CCAA is extremely unlikely to yield a better or even
similar alternative to the Transaction. Any marketing process would take a minimum of
three to four months to conclude, During that time, it is likely that the value of the
Company will continue to deteriorate while it is under CCAA protection, This
deterioration would occur because the Company supplies systems which require after
market support and the highly concentrated oustomér base would become increasingly
reluctant to buy products from the Company if its business viability is in gquestion.
Furthermore, the Company’s suppliers could demand “cash on delivery” which would
create a liquidity issue for the Company. Lastly, there is no assurance whatsoever that
the Transaction, or the accommodations granted to the Company by the Secured Lenders
in connection with the Transaction, ‘would stifl be available to the Company at the

conclusion of any such further market process.

9. I do not believe that there would be any transaction that could be completed which would

provide value to the shareholders of the Company.

SWORN BEFORE ME

in the City of Toronto,

in the Province of Ontario

of December _ £ 2009 ¢

S S e S N N

[ . | cf,g/;/f/%
il r@yzﬁﬁ UNTRY
Commisgioner for taking Affidavits

Annstte Malinda Fournler, a Commissioner, ele.,
City of Toronto, for ThomionGroutFInnigan LLP
Bartiaters and Sollcltors,

Explvas Noverber §, 2010,



498

This is Exhibit “G” referred to in the
affidavit of Doreen Navarro
sworn before me, this 26" day

of November 2013.

o

A Com mis’&i/cmer for Taking Sﬂéﬁdavits
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Court File No.
Allen-Vanguard Corporation.

PROPOSED MONITOR’S FIRST REPORT TO COURT
December 8, 2009
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Court File No.

ONTARIO SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION
OF
ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY®)

UNDER THE COMPANIES’ CREDITORS ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED
AND SECTION 186 OF THE ONTARIO BUSINESS CORPORATIONS ACT, R.S.0. 1990, ¢. B.16, AS

AMENDED

FIRST REPORT TO THE COURT
SUBMITTED BY DELOYTTE & TOUCHE INC.
INITS CAPACITY AS PROPOSED MONITOR (“PROPOSED MONITOR?)

INTRODUCTION

1.

Unless othetwise stated, all monetary amounts contained herein are expressed in Canadian dollars. Capitalized
terms not otherwise defined are as defined in the Initial Order or in the affidavit of Mr, David Luxton sworn
December 8, 2009 (the “Luxton Affidavit”) filed in support of the application for the Initial Order and the Plan
of Arrangement and Reorganization for the Applicant (the “Plan™), filed as part of the application for the
Companies’ Creditors Arrangement Act (“CCAA™) proceedings.

This report is filed with this Honourable Court for the purpose of advising the Court in respect of a number of
factual and procedural matters listed in paragraph 3 below, and to provide the Proposed Monitor’s
recommendations regarding the proposed Initial Order and the Plan. Given the timing of the CCAA process
proposed by the Applicant, this Report is also being filed pursuant to section 23(1) of the CCAA in respect of the
proposed Plan Filing and Meeting Order and the meeting of Affected Creditors to vote on the Plan, and will be
referred to in respect of the sanction motion for the Plan if approved by the Affected Creditors, as anticipated.
The topics covered in the Report include the following:

@ The Proposed Monitor’s prior relationship with the Company;

(ii) - The business, financial affairs and financial results of the Company;

(iii)  History of actions taken and alternatives considered by the Company and its advisors to resolve financial
-challenges;

(iv)  The Transaction Agreement and the proposed Transaction;
) The Plan;

{vi) Position of the Secured Lenders if a transaction is not completed;
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(vii)  The Proposed Monitor’s estimated liquidation analysis of the Company;
(vili) The Company’s Cash Flow Forecast;

(ix)  Charges in the draft Initial Order;

() Considerations regarding Plan implementation; and

(xi)  The Proposed Monitor’s Conclusion and Recommendation.

In preparing this Report, the Proposed Monitor has relied upon unaudited interim financial information, Company
records, the Luxton Affidavit, the sworn affidavit of Mr. Barry Goldberg of Genuity Capital Markets dated
December 8, 2009 (the “Goldberg Affidavit™), the sworn affidavit of Mr. Glenn Sauntry of BMO Nesbitt Burns
Inc. (“Nesbitt”) dated December 8, 2009 (the “Sauntry Affidavit”) and discussions with management of the
Company and their financial and legal advisors. While the Monitor has reviewed the information, some in draft
format, submitted in the abridged time available, the Proposed Monitor has not performed an audit or other
verification of such information. Future oriented financial information included in the Report is based on
Company management’s assumptions regarding future events, and acfual results achieved will vary from this
information and the variations may be material.

THE PROPOSED MONITOR’S PRIOR RELATIONSHIP WITH THE COMPANY

5. Deloitte & Touche LLP has provided consulting services to the Company in regard to cash management,

budgeting, taxation, and financial advisory services over the past two years in addition to assisting in the
preparation of corporate tax returns and impairment analyses of goodwill and intangibles, but has not acted in the
capacity of an auditor or an accountant. The Proposed Monitor does not consider these prior services to give rise
to a conflict of interest nor would these services affect the Proposed Monitor’s ability to act independently and to
properly consider the interests of the Company and its stakeholders. The Proposed Monitor and its counsel are of
the view that the prior involvement of Deloitte & Touche LLP with the Company would not compel a court to
disqualify Deloitte & Touche Inc. from acting in the capacity of monitor of the Company in the circumstances of
this case pursuant to section 11.7(2)(a) of the CCAA.

6. The Company’s auditor is KPMG LLP.

THE BUSINESS, FINANCIAL AFFAIRS AND FINANCIAL RESULTS OF THE COMPANY

7. The head and registered office of the Company is located at 2400 St. Laurent Boulevard, Ottawa, Ontario K1G

6C4. The Company is a corporation governed by the Ontario Business Corporations Act (*OBCA”). As per the
Luxton Affidavit, there are currently approximately 543 employees worldwide with approximately 306 employees
located within Canada (See Appendix “A” for current organization chart).

The Company is a public company on the Toronto Stock Exchange (“T'SX) under the symbol VRS. The
Company was delisted on the close of business on October 21, 2009.

The Company develops and markets technologies, tools and training for defeating and minimizing the effects of
improvised explosive devices, other hazardous devices and materials, whether chemical, biological, radiological
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or nuclear. The Company's primary customers include the US federal government, the US military, major
suppliers to the US military, and numerous other governments and their respective agencies around the world,

In June and September 2007, the Company acquired Hazard Management Solutions Limited (“HMSL”) and
Med-Eng Systems Inc, (“Med-Eng”), respectively. The total combined acquisition cost of these companies was
approximately $660.0 million, of which a significant portion was financed through term and subordinated debt.

In preparing the financial statements for December 2007, the Company realized it was in default of certain
financial covenants under its debt facility and accordingly, the Company’s lender at the time provided a waiver of
these defaults and amended the financial covenants under the debt facility for its remaining term.

Several months following the entering of a new debt agreement in May 2008 (the “Initial Credit Agreement™)
with the Company’s current lenders (the “Secured Lenders”), the Company could not meet its debt payment
obligations due on September 30, 2008 and entered into a series of arrangements with the Secured Lenders to
defer principal repayments and financial covenant conditions and related fees, among other things.

On December 29, 2008, the Company entered into an amended and restated credit agreement (the “Amended
Credit Agreement™), which amended and restated the Initial Credit Agreement with more relaxed covenanis. As
part of the Amended Credit Agreement, certain members of the Secured Lenders (the “New Facility Lenders”)
also agreed to make available to the Company a new operating loan (the “New Facility Revolver”) and a letter of
credit facility.

In connection with the New Facility Revolver, the Company was required to complete one or more debt or equity
financings (each a “Capital Raise™) and use some or all of the proceeds thereof to permanently reduce the
principal amount outstanding under the Amended Credit Agreement by at least US$50.0 million (the “Minimum
Payment”), at the latest by September 30, 2009,

If the Company had not completed a Capital Raise and made the US$50.0 million Minimum Payment by
September 30, 2009, then the Secured Lenders could, in certain circumstances, cause the Existing Term Loan (of
US$185.0 million) to become due and payable on demand on January 31, 2010,

The Company was subsequently unable to complete the Capital Raise and make the US$50.0 million Minimum
Payment by September 30, 2009. As of the date of this report, the Lenders have not enforced certain specified
remedies available to them in the expectation that the Transaction Agreement and the Plan will be approved.

In addition to being unable to complete a Capital Raise or make the Minimum Payment, the Company also
defaulted on the terms of the Amended Credit Agreement. On June 29, 2009, the Company announced that it had
reached an agreement with the Secured Lenders that the US$4.8 million quarterly principal payment that was due
June 30, 2009 wouid be deferred until September 30, 2009 and that the testing of certain financial covenants
would also be deferred.  The Secured Lenders granted additional accommodations to the Company on July 10,
2009, July 24, 2009, August 19, 2009 and August 27, 2009,

The following table sets out selected consolidated financial information for the periods indicated. The selected
consolidated financial information below has been derived from the corresponding consolidated financial
statements and accompanying notes for the indicated periods.
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Summary of Annual Operating Results
(Amounts in thousands of Canadian dollars}

Q3 FY

2009

FY2808

3
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19. As of June 30, 2009, and as reflected in notes to the interim financial statements of the Company for the nine
menths ended June 30, 2009, the Company owed an aggregate amount of approximately $232 million, not
including accrued fees or interest, to the Secured Lenders and had a working capital deficiency of approximately
$31 million. The Luxton Affidavit stated that Allen-Vanguard owed the principal amount of US$199,174,639
(excluding accrued fees, accrued interest and other charges) to the Secured Lenders as at June 30, 2009, The
amount disclosed in the interim financial statements is consistent with that reported in the Luxton Affidavit using
the then currency rate of $1.163.

20. As shown in the table above, given the level of free cash flows, the Company has not had the available cash flow
to service its debt obligations and has been reliant on waivers of financial covenants and amendments to its
facilities with the Secured Lenders. The Secured Lenders also agreed to provide the Company with an additional
operating credit facility (the “Interim Funding”) as part of the Transaction Agreement (as defined below) as the
Company could not continue to operate to a closing of the Transaction (as defined below) without additional
liquidity.

21. With the Company’s significant debt-load, its financial position has become increasingly dire throughout 2009,
The waivers and amendments referred to above together with the provision of the Interim Funding have allowed
the Company to continue operating,

22. On September 12, 2009, the Company announced that the Company, the Secured Lenders and Contego AV
Investments, LLC (the “Plan Sponsor™), an affiliate of Versa Capital Management, Inc. (“Versa”), had entered
into a binding transaction agreement (the “Transaction Agreement”) setting out the terms and conditions for the
proposed transaction pursuant to which the Plan Sponsor would provide a capital injection to reduce the debt
owed to the Secured Lenders and assume a portion of that debt on a subordinated basis, if the Plan is approved by
the Court and implemented in accordance with the terms of the Transaction Agreement (the “Transaction™). The
Transaction Agreement and the Transaction are described in greater detail later in this report.

23. The Proposed Monitor understands that for more than a year (approximately eighteen months), the Company
conducted a rigorous search for additional capital to pay down the secured debt owed to the Secured Lenders. At
the end of this lengthy process, as we will discuss further, the Plan Sponsor is the only investor willing and able to
commit to the binding terms of an agreement acceptable to the Secured Lenders and the Company.

HISTORY OF ACTIONS TAKEN AND ALTERNATIVES CONSIDERED BY THE COMPANY AND ITS
ADVISORS TO RESOLVE FINANCIAL CHALLENGES

24. In order to address its need for additional capital and liquidity, the Company retained RBC Dominion Securities
Inc. (“RBC Capital Markets”) in June 2008 to act as financial advisor to the Company and to assist the
Company in a search for private investment into the Company.
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The Proposed Monitor has been advised, that during the months of July and August 2008, the Company had
discussions with three (3) potential investors which resulted in the Company receiving one (1) expression of
interest for a significant investment position in the Company. In August 2008, the Company received a non-
binding term sheet from one of the potential investors with ferms based on advanced due diligence already
substantially completed by the investor, and with an intended closing date before September 30, 2008 (the “First
Offer”). However, the final terms proposed by the investor differed materially from the initial proposal and the
board of directors of the Company (the “Board”) rejected the Rirst Offer on the basis that it was not in the best
interest of the Company’s stakeholders,

Following the rejection of the First Offer, the Company with the assistance of RBC Capital Markets, expanded its
search for other options and opportunities. In our discussions with management, the Proposed Monitor was
adwsed that the Company made investor presentanons to a number of identified potential investors.

In September 2008, the Company also retained Genuity Capital Markets (“Genuity™) to act as a ﬁnanc1a1 co-
advisor with RBC Capital Markets in connection with its efforis to raise additional capital and liquidity.

The Proposed Monitor has been advised that in late October 2008, representatives of Tailwind Financial Inc.
(“Tailwind™) met with Genuity to discuss potential opportunities for Tailwind at which time Genuity discussed
the possibility of a fransaction involving Tailwind and the Company. Tailwind is a special purpose acquisition
company (“SPAC”) that was required to complete a transaction by April 17, 2009, On November 18, 2008, a
Letter of Intent was signed with Tailwind. Our review of the non-binding Letter of Intent indicated that it allowed
the Company and its financial advisors to continue to pursue certain opporfunities to find investors.

We understand that in November 2008, during discussions with the Secured Lenders for revised lending terms,
the Company reviewed various options including:

Rights Offering to Raise Equity;
Business Combination with a SPAC;
Sale of a Business Division; or

Joint Venture of a Business Division,

* & & »

In late January 2009, the Company entered into a definitive agreement (the “Tailwind Agreement”) with a
closing set for mid April 2009 under which:

» Tailwind would acquire, under a potential plan of arrangement, 100% of the issued and outstanding
shares of the Company;

+ The Company would become a wholly-owned subsidiary of Tailwind and the current shareholders of the
Company would exchange their Company shares for Tailwind shares; and;

» Asaconsequence of the dilutive effect of the proposed transaction with Tailwind, the Company had
presented a Rights Offering to its shareholders to mitigate the dilution. However, the response to the
Rights Offering was limited.

In early April 2009, the Company announced that the arrangement agreement in respect of the announced plan of
arrangement among the Company, Tailwind and AV Acquisition Corp. (the “Tailwind Arrangement”) was
terminated and that the Tailwind Arrangement would not proceed. Tailwind advised the Company that it did not
believe that it could obtain sufficient shareholder support within the required time to complete the Tailwind
Arrangement,
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32. Management has advised us that throughout the process from June 2008 to April 2009, the Company had a
number of discussions with several strategic buyers, including key customers and other security and defense
companies. These discussions did not lead to any concrete interest from such parties.

33. In addition, the Proposed Monitor has been advised that the significant efforts of the Company and its financial
advisors to find alternatives to provide liquidity for debt reduction, which included private placement, rights
offerings, or potential joint ventures with a strategic partner, had resulted in the following: ‘

» Over 125 potential investors were contacted of which approximately 40 executed Non-Disclosure
Agreements and approximately 20 had started some form of due diligence. Over 115 of these potential
investors were contacted directly by RBC Capital Markets and Genuity, with the balance of investors
being contacted by Tailwind principals and their advisors;

» The Proposed Monitor understands that Versa first became aware of the opportunity to invest in the
Company through Tailwind’s process to attract shareholders;

» None of the parties, other than the provider of the First Offer, Tailwind and the Plan Sponsor, actually
made an offer to the Company; and

e Several parties indicated that they may have been prepared to consider a transaction to acquire the
Secured Lenders® debt at a significant discount (with no value to shareholders), although none of these
pariies actually made a binding offer to do so (other than the Plan Sponsor).

34. In summary, the lack of interest to acquire or to invest in the Company was explained by the following investor
feedback, as reported by Genuity in the Affidavit of Barry Goldberg, Principal and Head of Financial
Resfructuring at Genuity, filed in these proceedings:

Uncertainties around revenue stability and outlook;

Lack of visibility on timing of large orders;

Inability to achieve forecasted quarterly revenues for most of the previous two years; and
Uncertainty regarding the competitive environment.

35. In June 2009, the Secured Lenders retained the services of Nesbitt to among other things, advise and assist the
Secured Lenders in analyzing all strategic alternatives available fo the Company, including alternatives to raise
capital and/or sell the Company in whole or in part. Nesbitt’s views and conclusions regarding the process
conducted and the proposed Transaction are set forth in the Affidavit of Glenn Sauntry, Vice Chair of Investment
& Corporate Banking of Nesbiit, filed in these proceedings.

THE TRANSACTION AGREEMENT

36. Subsequent to the termination of the agreement with Tailwind the Company announced that it had entered into an
exclusivity agreement with Versa, during which time Versa undertook discussions with the Company’s
stakeholders and performed due diligence with the objective of entering into a binding agreement pursuant to
which the Plan Sponsor (or its nominee) would become the new owner of the Company in exchange for agreeing
to fund its recapitalization and reorganization.

37. On September 12, 2009, the Company announced the signing of the Transaction Agreement with the Plan
Sponsor and all the members of the Secured Lenders pursuant to which, among other things, the Plan Sponsor
would provide a new equity contribution and a junior term loan to reduce the Company's existing secured
indebtedness. In particular:
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s The Secured Lenders would forego & portion of the existing debt and fees owed to them; and

» The remainder of the existing debt would be converted into-a multi-year restructured term loan with terms
more favourable to the Company and a new revolving credit facility and documentary credit facility.

A copy of the Transaction Agreement was posted on SEDAR on September 22, 2009,

38. Under the terms of the Transaction Agreement, the Secured Lenders, which have first-ranking security over
substantially all of the assets of the Company, agreed to a number of significant compromises in order to facilitate
the completion of the restructuring contemplated by the Transaction Agreement and the Plan (the “Transaction®).
Among other things, the Secured Lenders agreed, upon Court approval of the Plan, to:

o forego approximately $14 million (in debt and fees) owed fo the Secured Lenders by the Company;

» convert the balance of the secured debt of the Company into a restructured term loan on terms that are
materially more favourable to the Company (including reduced loan amortization and interest rates
and less restrictive financial covenants);

¢ provide anew US $30 million revolving line of credit;

» provide a new US $10 million letter of credit facility; -

* provide the Interim Funding to the Company of up to the US dollar equivalent of $16 million pending
completion of the Transaction Agreement;

o The Secured Lenders would agree to the cancellation without compensation of all of their warrants in
the Company; and

¢ All securities of the Company, and any claims related thereto, will be cancelled, transferred or
discharged for no consideration such that the Plan Sponsor will become the new owner of 100% of
the reorganized Company. :

39. As discussed above, without the Interim Funding, the Company could not meet its operating commitments
including payroll and would potentially be forced to cease operations in short order. In addition, the Company
believes that, in the absence of the Transaction Agreement, it will not be able to meet its financial obligations as
they become due and will likely be unable to continue to carry on business beyond the very short term.

40. We understand that since the Transaction Agreement was announced in September 2009, no other party has come
forward to propose an alternative offer.

41. The Proposed Monitor believes that the Company conducted, with the assistance of its financial advisors, a
comprehensive process to maximize the value of the business for the benefit of stakeholders. The Transaction
Agreement with the Plan Sponsor is the best offer obtained from that process. This transaction was approved by
all of the Secured Lenders, notwithstanding the fact that the members of the Secured Lenders are expeocted to
forego a portion of their secured loans under the terms of the Transaction and are expected to refinance the
business going-forward, together with the Plan Sponsor.

THE PLAN

42, Only the Secured Lenders will be affected creditors under the Plan (the “Affeeted Creditors™). The points below
summarize additional key elements of the Plan,

43. The Affected Credifors (i.e. the Secured Lenders) are the only class of affected creditors under the Plan. As
discussed in greater detail above, the Secured Lenders will forego a portion of its existing debt and fees and the
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44.

45.

46.

remainder of the existing debt will be converted into a multi-year restructured term loan with terms more
favourable to the Company and a new revolving credit facility and a new documentary credit facility.

All other creditors, including unsecuted creditors, will not be affected by the Plan.

The only other affected stakeholders are the holders of equity interests and equity claims. As discussed above, the
existing equity in the Company (shares, options, restricted stock, warrants and any other securities in the
Company), and any rights, claims or interests associated therewith, will be cancelled, transferred or discharged for
no consideration so that the Plan Sponsor can become the 100% new owner of the Company, as contemplated and
requited by the terms of the Transaction Agreement in connection with the recapitalization.

In October 2009, a Notice of Action was served on the Company. The Notice of Action is seeking approximately
$80.0 million in damages from the Company and other named parties. The Statement of Claim was served on the
Company on November 27, 2009. This claim is an equity claim and as such, pursuant to section 6(8) of the
CCAA, no Plan can be sanctioned by the Court unless it provides that all claims that are not equity claims are
paid in full before any equity claim is paid. As the Secured Lenders are being compromised pursuant to the Plan,
this equity claim, like any and all other equity claims, will not receive any distribution from the Plan and, under

the terms of the Plan and the Sanction Order, the Company will be discharged of all such claims.

POSITION OF THE SECURED LENDERS JF A TRANSACTION IS NOT COMPLETED

47.

In the event that the Transaction is not completed, and absent any proceedings to restrict the exercise of
contractual rights against the Company, the Secured Lenders have the right to request the immediate repayment of
the Tnterim Funding. In addition, the interest payments that have been deferred would be immediately payable.

In addition, the full principal amount of US$185 million under the Existing Term Loan could become payable on
January 31, 2010, If the Transaction is not completed, the Company will not be in a position to meet these
obligations and could well be forced into liquidation.

THE PROPOSED MONITOR’S ESTIMATED LIQUIDATION ANALYSIS OF THE COMPANY

48.

49,

50,

Based on the latest available financial statements for the Company, as at June 30, 2009, the Company had total
liabilities of approximately $315 million, of which the Secured Lenders’ claim represents approximately 3232
million, not including accrued fees or interest. A summary of the Company’s financial results as at June 30, 2009
are included in Appendix “B”.

The Proposed Monitor’s legal counsel, Ogilvy Renault LLP, has conducted reviews of the security held by the
Secured Lenders and concluded, based on its review, that the security has been duly registered, filed and recorded
in the province of Ontario and creates a valid and binding obligation enforceable against a trustee in bankruptcy of
the Company.

As at June 30, 2009, the Company had written-down the value of the intangible assets and associated goodwill of
the HMSL and Med-Eng transactions by approximately $516 million in accordance with Canadian Generally
Accepted Accounting Principles (“GAAP™). The book value of the Company’s tangible assets totaled
approximately $123 million. Based on the Proposed Monitor’s estimated liquidation analysis using information
provided by the Company, the liquidation value of the Company would be substantially below the book value of
the tangible assets. Even if the realization on the tangible assets was 100%, the Secured Lenders would still suffer
a significant shortfall in excess of $100 million.
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51. As a result, in the event of the Company’s liquidation, the Affected Creditors would be significantly worse off
than under the Plan, and the unsecured creditors would receive no recovery on their claims. Consequently, the
shateholders would also suffer a complete loss of their investment and no recovery on the equity claims.

52. A liquidation would also put at risk the Company’s approximately 543 employees worldwide and would also have
a significant impact on the customers and suppliers,

53. In addition, the Goldberg Affidavit states that if is Genuity’s view that given the debt and liquidity situation of the
Company, there is no reasonable basis to believe that any further marketing process would result in the emergence
of a transaction superior (or even comparable) to the Transaction, or that would ‘permit a restructuring that would
see any recovery of vatue to the Company’s cutrent sharcholders. The Sauntry Affidavit agrees with Mr.
Goldberg’s conclusion,

THE COMPANY’S CASH FLOW FORECAST

54, The statement of projected cash flow of the Company as of the 4 day of December, 2009 (“Cash Flow
Statement”), attached as Appendix “C” to this report, has been prepared by the management of the Company for
the purpose described in the Notes to the Cash Flow Statement, using Probable and Hypothetical Assumptions set
out in the Notes to the Cash Flow Statement.

55. The Proposed Monitor’s review of the Cash Flow Statement consisted of inquiries, analytical procedures and
discussions related to information supplied to us by certain of the management and employees of the Company.
Since Hypothetical Assumptions need not be supported, our procedures with respect to them were limited to
evaluating whether they were consistent with the purpose of the Cash Flow Statement. We have also reviewed
the support provided by management of the Company for the Probable Assumptions, and the preparation and
presentation of the Cash Flow Statement,

56. Based on our review, nothing has come to our attention that causes us to believe that, in all material respects:

a) The Hypothetical Assumptions are not consistent with the purpose of the Cash Flow
Statement;

b) As at the date of this report, the Probable Assumptions developed by management are not
suitably supported and consistent with the plans of the Company or do not provide a
reasonable basis for the Cash Flow Statement, given the Hypothetical Assumptions; or

¢) The Cash Flow Statement does not reflect the Probable and Hypothetical Assumptions.

57. Since the Cash Flow Statement is based on assumptions regarding future events, actual results will vary from the
information presented even if the Hypothetical Assumptions occur, and the variations may be material,
Accordingly, we express no assurance as to whether the Cash Flow Statement will be achieved. We express no
opinion or other form of assurance with respect to the accuracy of any financial information presented in this
report, or relied upon by us in preparing this report.

58. The Cash Flow Statement has been prepared solely for the purpose described in the Notes on the face of the Cash
Flow Statement, and readers are cautioned that the Cash Flow Statement may not be appropriate for other

purposes.
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59,

60.

61.

62,

63.

The Company’s Cash Flow Statement is for a period of thirteen (13) weeks from December 4, 2009 to February
26,2010, The key assumptions used in the Cash Flow Statement are based on a revised fiscal year 2010
Operating Plan. As such, estimated revenues for the first quarter are $40.4 million. As at November 27, 2009,
invoicing for the quarter totaled $10.9 million and $20.2 million of backlog was expected to be shipped during the
remainder of the quarter. As such, incremental sales of $9.3 million are required before December 31, 2009 to
reach the Company’s sales target. The Company’s management believes that the sales forecast are reasonable.

The Company anticipates tighter payment terms for purchases following the announcement of the CCAA
proceedings. As such, the Company has anticipated certain purchase orders planned for the weeks ending
December 18, 2009 to January 22, 2010 may have to be paid upon delivery.

The Cash Flow Statement shows the Company’s use of its Interim Funding to fund the Company’s working
capital requirements for the duration of the CCAA proceedings.

Based on discussions with management of the Company, there are no plans to disclaim or resiliate any
agreements as part of the Plan. As such, the Cash Flow Statement does not include any payments for disclaimers
ot resiliation of any agreements,

In addition, based on discussions with management of the Company, there are no known assignments of any
agreement as part of the Plan,

CHARGES IN THE DRAFT INITIAL ORDER

64.

65.

66.

67.

The draft Initial Order provides for a charge in the amount of $150,000 for the Proposed Monitor, counsel to the
Proposed Monitor, and the Applicant’s counsel as security for their professional fees and disbursements incurred
before and after the making of the Initial Order in respect of these CCAA proceedings (the “Administration
Charge™”). The Administration Charge has been established based on the respective professionals’ previous
history and experience with restructuring of similar magnitude and complexity, The Proposed Monitor believes
the Administration Charge is required and is reasonable under the circumstances.

The directors® and officers’ charge (“D&O Charge™), as described in the Luxton Affidavit and the draft Initial
Order, provides for a charge in the amount of $750,000 as security for various indemnities provided to the
directors and officers by the Applicant in the draft Initial Order. '

The Proposed Monitor has been advised that the D&O Charge is necessary for the continued service of the
Applicant’s directors and officers during the Company’s restructuring and that the quantum has been calculated
relative to certain employee-related obligations of the Applicant for which the directors and officers may be held
liable.

Given that the Applicant will require the committed involvement of its directors and officers to successfully
restructure, the Proposed Monitor believes the D&O Charge is required under the circumstances. The Proposed
Monitor has not been provided with detailed information on a per employee basis in order to calculate the
potential exposure. However, the Applicant has provided a summary overview of the potential liabilities for the
directors and officers which supports the quantum requested.
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CONSIDERATIONS REGARDING PLAN IMPLEMENTATION

68. The Transaction Agreement between the Comparty, the Plan Sponsor and the Secured Lenders is contingent upon
areorganization through a restructuring in order to ensure the Company’s future viability.

69. The Proposed Monitor was informed that all of the members of the Secured Lenders support the Plan. As a result,
the Proposed Monitor expects that the Plan will be approved at the creditors’ meeting as this is the only option
that has been presented to ensure the Company’s viability going forward.

70. 1f the Company does not proceed with the Plan, it is likely that the Company will be unable to continue in its
curtent form as the Company is significantly overleveraged and cannot meet its obligations to its creditors. It has
not been able to make a principal repayment since June 2008 and has significant liquidity issues.

71. In the event that the Transaction Agreement is not completed, the Secured Lenders have the right to request the
immediate repayment of the Interim Funding. In addition, interest payments have been deferred and are payable
if the Plan is not completed or if the Transaction Agreement is terminated. In addition, the full principal amount
of US$185 million under the Existing Term Loan could become payable on January 31, 2010, In the event that
the Transaction Agreement cannot be completed, the Comparny would not be in a position to meet its obligations
and could be forced into liquidation,

72. The time table for the completion of the proposed CCAA Proceeding is very short. If this process was delayed,
the Company will have difficulty maintaining its revenue base and creditors from foreign jurisdictions may seek
other available remedies which could fusther delay the Company in implementing the Plan, The impact of a delay
in closing of the Transaction Agreement is not reflected in the Company’s Cash Flow Statement,

73. The Proposed Monitor understands that the members of the Secured Lenders are fully aware of the terms of the
Plan and therefore the Proposed Monitor considers it timely and appropriate to convene the Creditors’ Meeting as
soon as reasonably practicable after the commencement of the CCAA proceedings and in the manner proposed
under the terms of the draft Plan Filing and Meeting Order,

THE PROPOSED MONITOR’S CONCLUSION AND RECOMMENDATION

74. As mentioned in this report, the Company’s financing and sale process has been extensive. Over the past eighteen
(18) months the Company has retained professional advisors, including RBC Capital Markets and Genuity, to
assist in finding either new investment for the Company or a purchaser. The Proposed Monitor understands that
for more than a year, the Company has conducted a rigorous search for additional capital to pay down its senior
secured debt. At the end of this lengthy process, the Plan Sponsor is the only investor willing and able to commit

- to the binding terms of an agreement.

75. The Proposed Monitor believes that the Company has conducted, with the assistance of its financial advisors, a
process fo maximize the value of the business for the benefit of all stakeholders. The Transaction Agreement with _
the Plan Sponsor is the best offer obtained from that process, which was approved by the Secured Lenders with
the support of their financial advisor, Nesbitt, notwithstanding the fact that the members of the Secured Lenders
are expected to forgo a portion of their secured loans under the terms of the Transaction and are expected to
refinance the business going-forward, together with the Plan Sponser,

76. The due diligence of the current proposed Transaction Agreement was commenced by the Plan Sponsor in April
2009 following the termination of the Tailwind Agreement. The due diligence required was extensive, but has
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.

8.

79.

80.

81,

resulted in the current Plan. The Proposed Monitor has not been informed of any other investors currently
pursuing the Company.

There is only one (1) class of creditor being affected by the Plan, and that class is supportive of the Transaction
and is willing to continue supporting the Company subsequent to the Plan’s implementation.

Other stakeholders of the Company will benefit from implementation of the Plan including employees, customers
and suppliers. '

The Proposed Monitor believes that the Plan is the best course of action for the Company. The Plan is more
beneficial to the creditors than a sale or liquidation under the Bankruptcy and Insolvency Act. There is no value
for the shareholders or other security holders under any available or achievable scenario and, therefore, it is
reasonable that their equity interests in, and any equity claims against, the Company be extinguished such that the
Plan Sponsor can become the new owner of the Company in exchange for its significant investment into the
Company for purposes of funding the Plan and the recapitalization of the Company that is necessary under the
circumstances. '

Absent the Transaction and the Plan, the Company will be faced with the possible liquidation and cessation of its
businesses in the very near term. Implementation of the Transaction represents the best available recovery for the
Company’s various stakeholders.

Therefore, the Proposed Monitor supports the Plan, and recommends that this Honourable Court grant the Initial
Order, the Plan Filing and Meeting Order and, if the Affected Creditors approve the Plan at the Creditors’
Meeting, the Sanction Order.

The Proposed Monitor respectfully submits to the Cout this, its First Report.

Dated this 8" day of December, 2009.

Deloiite & Touche Inc.,
In its capacity as Proposed Court-appointed Monitor of
Allen-Vanguard Corporation

Per:

/Q% y

Pierre Laporte David Boddy
President Vice President
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1252144 Alberta Ltd.

Appendix A
Allen-Vanpuard Corporation
(Ontario)
Yanguard Response Allen-Vanguard Vanguard Protective
Systems (UK) Limited Technologies Inc. Technologies Inc.
(United Kingdom) {Ontario) {Ontario)
Hazard Management PW Allen Holdings Limited
Solutions Limited (United Kingdom)
(United Kingdom)
Hazard Management Allen-Vanguard Inec, Med-Eng Techunologies
Solutions, Inc. (Delaware) (Alberta)
(Delaware)}
PW Allen (India) Private Alen-Vanguard Lid. Allen-Vanguard (Irefand) Limited
Litd. {United Kingdom}

(India)




514

Appendix B

Balance Sheet

FY08
FY0B
Actual
Current
Cash B522 15,275 8,570 1,971
Restricted cash 4,085 4,782 5,242 5452
Short-term Investments - - - -
Accounts receivable 29,847 41,203 35,841 35943
Inventories 36,167 33,423 32,763 34,598
Prepaid expenses and other 2,618 2,921 2,863 3,597
Income taxes racoverabie 9,755 9,755 9,744 9,455
Future income taxes 13,506 16,670 13,826 4,857
104,170 .424,029 106,849 85973
Future income taxes 12,699 9,606 9,662 410,209
Non-current restricted cash 1,976 1,608 1,118 652
Property and equipmant 16,603 15,443 14,983 14,337
Goodwifl 82333 £2,333 78,384 67,041
Intangibles assets 206,942 203,172 197,209 74,709
Income taxes recoverable - - - -
Other long-term assels 2,321 2,044 1,898 1,697
427,134 438,525 410,003 264618
LIABILITIES AND SHAREHOLDERS' EQUITY
Current ]
Line of credit B,0BE 16,443 13,496 17,212
New facilityravolver - - -
Accounts payable 36,516 16,778 9,275 15,485
Accrued liabiliies - 35216 33,734 30,554
Income taxes payable 16,098 21,653 20,993 21,439
Deferred Revenue 13,008 6,252 4,103 2,281
Current portion of long-erm debt 10,327 17,804 30,632 39,512
84,127 114,146 112,233 126,493
Fulure income taxes 62,021 61,517 59,151 22220
Long ferm debt 184,495 196,212 191,589 166,324
330,643 371,875 382973 315,037
Shareholders' equity
Capital stock 543,882 543,982 543,990 543,980
Subordinated debf - - - -
Equity from Versa - - - -
Stock options 4,298 5,020 5,530 6,091
Warranis 26,213 29,633 29,633 30,306
Contributed surplus 737 737 737 737
Accumulated other comprehensive income 12 12 12 12
Retained earning (Deficit) (478,751) {512,734) (532,782) (831,555)
86,491 66,650 47,120 (50,419)
427,134 438,526 410,093 264,616




5135

Income Statement

S A A () Y PR S S
Income Statement ‘ [ ‘ f l
FYO8 FY09

02 09

Q3 -08

FY08

= Actual
ROVBUE e b e
":S‘urvi_vabi'lliyénd Tacfical Systems i 72860 | 7,023 " 1548
Sronebllyand Tac S e eyt SRR
eladsrissysisns 0 o ok jceg o
o IR T e RCEE RN oo |
RERNUE e e s e e, 999008 ) T2710|  B6,BSS] 48,980 176245

20008 |
agn |
e . 90,950 L
Ssiems and Samioes T T T R R 1789 b
Gross Profit 122,110
ErRa BrGRE e 39.5%
Operating expenses R N " I
Seiiing and adminiskafion” e "' sagoa | 10,078 28,995
Researchand devalopmenicosis™ 7 77T 17476 77 Ui T 10837
7079 . .04287 [ 124861 12889 38632

_Gross profit

EBITDA 51,031
EBITDAY s e e e oo 16.5%
Interestgndebl )

o o 22,103
e e s e e P |
18020 1 18

ag21 I T
(1135 T T
4’509 - . T

Acqunsntlon and financing relaied charges and amortizafion 146842 | 278 7,159 6,677 21,114
20

“Amodization ofintangible asseis and impairment josses | 380,033 6,000 |7 150,385 148,344
e e e Se6186 } 0 48748 27932 127819 | 199,299

28,701)f  (19,284)| {125370)] (173,445}}]

Earnings (loss) from operations {515,155)

nagg | e e o
1542 ) Lsen) . 84 287 1. 2492

{516,697) {30,182)]  (20,098) (175,837)

(80,368)

Net income (loss) {436,328) (34.003) (19,817) (99,184)| (1562,804)




516

Appendix C - The Cash Flow Statement

Proposed Monitor’s Report on Cash Flow

The statement of projected cash flow (“Cash Flow Statement”) of this report of the Company as of the 4™ day of
December, 2009 has been prepared by the management of the Company for the purpose described in Notes to the
Cash Flow Statement, using Probable and Hypothetical Assumptions set out in the Notes to the Cash Flow
Statement.

Our review consisted of inquiries, analytical procedures and discussion related to information supplied to us by
certain of the management and employees of the Company. Since Hypothetical Assumptions need not be
supported, our procedures with respect to them were limited to evaluating whether they were consistent with the
purpose of the Cash Flow Statement. We have also reviewed the support provided by management of the
Company for the Probable Assumptions, and the preparation and presentation of the Cash Flow Statement.

Based on our review, nothing has come to our attention that causes us to believe that, in all material respects:
a) The Hypothetical Assumptions are not consistent with the purpose of the Cash Flow
Statement;
b) As at the date of this report, the Probable Assumptions developed by management are not
suitably supported and consistent with the plans of the Company or do not provide a
reasonable basis for the Cash Flow Statement, given the Hypothetical Assumptions; or
¢) The Cash Flow Statement does not reflect the Probable and Hypothetical Assumptions.

Since the Cash Flow Statement js based on assumptions regarding future events, actual results will vary from the
information presented even if the Hypothetical Assumptions occur, and the variations may be material.
Accordingly, we express no assurance as to whether the Cash Flow Statement will be achieved. We express no
opinion or other form of assurance with respect to the accuracy of any financial information presented in this
report, or relied upon by us in preparing this report.

The Cash Flow Statement has been prepared solely for the purpose described in Notes on the face of the Cash
Flow Statement, and readers are cautioned that it may not be appropriate for other purposes.
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Appendix C (con’t)
NOTES TO THE CASH-FLOW STATEMENT

NOTE A - PURPOSE

The purpose of these cash-flow projections is to determine the liquidity requirements of the Company during the CCAA

proceedings.

NOTE B - DEFINITIONS

1) CASH-FLOW STATEMENT

Tn respect of a Company, means a statement indicating, on a weekly basis (or such other basis as is appropriate in the
circumstances), the projected cash-flow of the Company as defined in section 2(1) of the Act based on Probable and
Hypothetical Assumptions that reflect the Company’s planned course of action for the period covered.

(2) HYPOTHETICAL ASSUMPTIONS:

Means assumptions with respect to a set of economic conditions or courses of action that are not necessarily the most
probable in the Company’s judgment, but are consistent with the purpose of the Cash-Flow Statement.

3) PROBABLE ASSUMPTIONS:
Means assumptions that:

(i) The Company believes reflect the most probable set of economic conditions and planned courses of action,

Suitably Supported that are consistent with the plans of the Company; and
(ii) Provide a reasonable basis for the Cash-Flow Statement.

@ SUITABLY SUPPORTED:
Means that the Assumptions are based on either one or more of the following factors:
(i) The past performance of the Company;

(ii) The performance of other industry/market participants engaged in similar activities as the Company;

(iii) Feasibility studies;
(iv) Marketing studies; or

(v) Any other reliable source of information that provides objective corroboration of the reasonableness of the

Assumptions,

The extent of detailed information supporting each Assumption, and an assessment as to the reasonableness of each
Assumption, will vary according to circumstances and will be influenced by factors such as the significance of the

Assumption and the availability and quality of the supporting information.

NOTE C - ASSUMPTIONS

Assumptions Source

Probable
Assumption

Hypothetical
Assumption

Opening cash balance (incl. o/s Based on current bank balances and outstanding checks
checks) ledger

Exchanae Rate Exchange rates are updated weekly to Bank of Canada
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quoted rates as of the prior Friday (November 27, 2009)
close of business rates

Forecast Cash receipts:

Current A/R Collections - AVTI

Current A/R Collections - AV Corp

Based on each entity's accounts receivable ledger.

Collections are based on individual payment terms and

Current A/R Collections - AV inc frequent discussions with customers by accounts X
Current A/R Collections - AV receivable clerks.
Ltd/lreland . .
Current AIR Coliections - BMSL Projected collections are updated weekly.
Forecast A/R Collections - TS (incl, Based on backlog for each product line, populated by the
Us) operations and sales department.
Forecast A/R Collections - Electronic
Systems Collections are based on estimated shipping date and
. estimated days sales outstanding of 60 days (with the
Forecast A/R Collections - 88 exception of Lockheed Martin ~ 30 days), X
Certain items are manually updated in the forecast as
Forecast AIR Coflections - S & 8 significant delays in shipment are not necessarily timely
updated in the backlog ledger:
Represent incremental sales required to meet
management's budgeted sales for each month. This is
calculated as follows:
*  Budgeted sales = Budget - Invoiced — Backlog
Monthly forecast revenues are as follows:
. Nov, 08 | Dec. ‘09 | Jan.“10 | Feb.*40
Budgeted Sales Collections
L] 5,831 7927 8,441 9,568
S&S 3,481 2,835 5,440 3,880
ES 1,307 14,181 500 2,300
Total 10,619 24,943 14,381 15,748
Management updates its monthly budget figures by
product fine periodicaliy.
Collections are based on estimated days sales
outstanding of 60 days.
. These adjustments are made to reflect historic cash
Budgeted Sales Adjustment collection in order to smooth weekly collections.
Management and tax professionals’ best estimate of
Corporate Tax Refund / (Payment) paymenis/refunds based on historical and forecast X
operaiional results.
Estimated refunds forecast by each entity based on
VAT/GST Refund returns actually filed. ) X
Interest Revenue Estimated inferest earned on outstanding bank balances. X
Transfers In/Out Transfers between various entities and bank accounts. X
L/C Receipts Cash receipt for outstanding collateralized letters of credit, %

The fiming Is based on the letters of credit termination
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date and estimated time for funds to be released to AV.

Ecrecast Cash disbursements:

Current A/P Vendor Payments - AVTI

Current A/P Vendor Payments ~ AV
Corp

Current A/P Vendor Payments - AY
inc

Current A/P Vendor Payments - AV
Lid/reland

Current A/P Vendor Payments - HMSL

Based on each entity’s accounts payable ledger.
Disbursements are based on specific payment terms.

Forecast payments are updated weekly.

Proforma Payments

Projected Purchases - Booked Orders
- North America

Projected Purchases - Booked Orders
- UK

Projected Purchases - Highly Probable
Qrders - North America

Projected Purchases - Highly Probable
Orders - UK

Based on purchase orders for each entity. These orders
are derived from the backlog and inventory replenishment
requirements.

Payments are based on the forecast receipt date and
estimated days payable outstanding ranging from 30 to 45
days (based on specific payment terms) with the
exception of certain purchases for the weeks ending
December 18, 2008 to January 22, 2010 which have been
forecasted to be paid upon delivery. These purchases are
included in the “Proforma Payments” line.

Budgeted Purchases

Estimated material purchases required for the budgeted
sales estimates.

Budgeted purchases are calculated using estimated gross
margin and material component { as a % of total COGS)
for each product line:
» TS —Gross margin 42% and material (% of
COGS} 90%; ‘
s ES — Gross margin 42% and material (% of
COGS) 95%:;
« SS - Gross margin 41% and materiat (% of
COGS) 80%,; and
s 5&S5 - Gross margin 30% and material (% of
COGS) 5%.

Payments are based on the required lead time to
manufacture the products (4-8 weeks) for each product
line and estimated days payable outstanding of 30 -50
days (consistent with experience during period Jan to May
2008)

Operational Expenses ~ Projected A/P
Not Yet Invoiced or Recorded - AVTI

Operational Expenses - Projected A/P
Not Yet [nveiced or Recorded - AV Corp

Operational Expenses - Projected A/P
Not Yet Invoiced or Recorded - AV Inc

Operational Expenses - Projected A/P
Not Yet Invoiced or Recorded - AV
Lid/lreland

Operational Expenses - Projected A/P
Not Yet Invoiced or Recorded - HMSL

Forecast recurring operational costs (office supplies,
maintenance, telecommunication, vehicle leases, efc.)
that are not included in the current accounts payable
ledger (invoice not received or invoice not entered in
accounting system}

Goods Receivad and Not Yet Invoiced

Based on each entity’s goods receivad not yet invoiced
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- North America

Goods Received and Not Yet Invoiced
- UK

ledger.

Payment is based on 7 days between reception date and
invoice date with an additional 45 days payable
outstanding,

Other Accruals

Accruals for vendor payments to be paid by Allen
Vanguard UK

Payroll (incl. Pension, Benefits and
Remittances)

Payroll Is calculated by payroll administration based on
estimated headcount and compensation levels for the
forecast period.

Payments are based on each entity's pay cycle (bi-weekly
in North American and monthly in the UK).

These amounts also include bonus payments (based on
HR estimates), health insurance costs (based on policies)
and pension (based on forecast contributions).

Sales Commissions -

Commission amounts and payments are based on
estimated sales level and payment terms from the sales
force confracts.

Employee Expense Reports

Based on each entity’s historical expense report payment
and employee travel requirements,

Rent

Based on lease agreements for all facilities,

Insurance

Based on current agreements with Marsh Canada and
CAFO,

Utilities

Based on historical monthly or bi-monthly utility costs,

Bank Charges

Based on current banking agreements (minimal fees).

Restructuring - Severance and Notice

Paymenits relating to prior restructuring plans estimated
by HR.

XXX % %] %

Restructuring - Professional Fees

Restructuring amounts for management advisors,
syndicate advisors, corporate counsel and investment
bankers based on management's estimates and signed
agreements.

Resfructuring - Other

Restructuring amounis relating to the Versa transaction
for management advisors, syndicate advisors, corporate
counsel and investment bankers based on management's
estimates and signed agreements.

Closing fees for the fransaction have not been included In
the forecast (approximately $15 million)

Professionat Fees

Audit, tax, goodwill impairment and other professional
fees estimated by management.

Carlyle fees ($1.8 million) for previous
financing/restructuring work are forecast to be paid at the
end of the forecast,

Principal Payment on Term Loan

As per latest amended lending agreements, no principal
repayments are forecast until June 2010, )

Interest Payment on Debt Facility (incl.

related fees)

As per the transaction term sheet with the Secured
Lenders, interest is deferred until the transaction is
completed.

Interest calculations are based on current lending
agreements (premiums) and current US Base Rate.

R&D

R&D expenses are estimated at $33,000 per week for the
entire forecast period. This is significantly lower than the
operating plan.

Capital Expenditures

Capital expenditures are estimated at $102,000 per week
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for the entire forecast period. This is slightly lower than
the operating plan.

Misc. Op Expenses

Miscellaneous operating expenses are estimated at
$200,000 per week and are a contingency for any
unexpected costs. These were added to the cash flow as
per the Secured Lenders' advisors request.

L/C Disbursements (incl. interest
payments)

Cash disbursement to collateralize letters of credit
required for specific international contracts.

Principal Payment on Old Revolver

No principal repayments are forecast for the old revolver
as per the latest funding agreements,
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ALLEN-VANGUARD CORPORATION

PLAN OF ARRANGEMENT AND REORGANIZATION

This is the plan of amangement and reorganization. of Allen-Vanguaid Corporation pursuant to
the Companies’ Creditors Arrangement Act {Canada) and the Bustnesy Corporations Act
{Ontaiio).

ARTICLE L
INTERERETATION

1.1 Définitions

In this Plan, unless otherwise stated or unless the subject matter or context otherwise
reqires’

“Affegted Claims” means, collectively, the Claims of the Secured Lenders against the
Alleti-Vanguard Parties: (or any of thei) under the Existing Credit Agreement.

«A ffected Creditor” means a Person with an Affected Claim.

“Agent” means Royal Bank of Canada in its capacity as agent:for the: Secured Lenders
wiider the Bxisting Credit Agrssinent and tie Credit Agigement, as applicable.

*Allen-Vauguard Parties” means the Company, each of the guaranfors under the
Existing: Credit Agreement and each of the Comipany’s other duect or ndiréct
subsidiaries.

*Articles of Reorganization” means the articles of reorganization of the Company, and
the seliediles and exhibits thereto, substantially it the form attachied hiereto as Schedule
A, for be filed pursnant to Section 186 of the OBCA and in accordance with Section 5.1
and Section §.2(2).

“Agsignient Agieement™ means the assignmient agreemeit 10 be sntered into aniong the
Affected Creditors and the Sponisor Subsidiary, substantially in the form. attached hersto
as Schedule B, which shall become effective on the Plan Implementation Date and
pursuant to: which, among ofhisr things, the second lien debt fo be issued nider the
Second Lien Credit Agresment will be assigned by the Affected Creditors to the Sponsor
Subsidiary.

“BIA” ingans the Bankruptey and Insolvency Acr, R8.C, 1983, . B-3.

“Business Day” means a day other than a Saturday or Sunday on which bauks are
generally open for business i Toronto, Ontario.

“CCAA” means. the Companies' Creditors Arrangement Acr (Canada), R.S.C. 1983, ¢
C-36, as amended.
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“CCAA Charges™ nigans the chatges erated by e Initial Order-and defingd &5 the
“CCAA 'Qh_a_rge_s?’ fherein,

“CCAA. Procesdings™ ritedris the witlin proceeditigs urider the CCAA cominienced by
the Company pursuanf iy the [nifidl Qrder,

“CHNS” means. Canadian dollars.

“Certificate of Amendment™ mezns the: sertificate of amsnduvent to be fssued wnder
Section 186 of the OBCA in respect of the Articles of Reprganization.

“Clatm™ inelodas any right of 4 Persen agginst the Company i connseion with aiy
indebtedress, Labilify or vhlization ofany kind whatsosver of the Coppany, whether or
nof asserted, .and : any inferest acerned thereon ot costs payable in respect theteaf, any
fght of owigrship of ©i- title 16 ptoperty or assets or-th 4 triast, Constructive: trust o
deermed, frust (statuiory or othetiwise) against any propery or assets whelher of nof
reduced to judgment; liguidated. unhqurdaied fixed. ‘contingent, matured; unmatured,
dispuded, undisputed, legal, equitable, secured, mnsecured, perfeeted, unperfected,
present, future, known, oronkiown, by gudrantes;, sursty oi vtheryise aud, whether rnot
suclt right is executory or anficipatory in nature, including without limitation, 4ny ¢laim

arising from orcaused by the termination, disclaimer or repudiation: by the Company: of

any eontiact, lease ot other apreemsi, whéfhs.‘l:‘ wiitten oF otal, afy elafiiy fads op
asserted against the Company through any affiliate, associated or related person as.such
terms ‘are. defined in the: Canada Busimess Corporafmns A 1985, . G-44, as
antended, or any “equity claim™ ag such term s defined in fhe G , OF by nghl o
ability of afiy Persoi o advancs 4 claln for an accounting, reconeiliation, contribution,
indemmnity, restitution or .otherwiss with regpect to any mgifer; grievance, action
(moludmg afty lass aefion of procesding, hefire an adiministztive tibudal), cause of
chose i aetion, whether existing &t présenit o comimeiiced i ths: firtute, toge‘th’e(r with
any gther: clmms of any kindl that, if yngecured, wouldbe 2 debt. provable in bankruptcy
within flie meaning of the BIA.

“Conrimon Shares” means all of the common shares fn the wapifal of the Company
transferred to the Sponsor Subsidiary pursvant to the implementation sfeps set out in
Seotion 8.2{2) and the Articles of Reorganizatiof:,

“Common Share Claims™ has the meaning aseribed thereto in Sectivn 7.2(1).

“Company™ means Allsi-Vanguiid Corporation, a dompany dmalgamated wider the
OBCA,

“Contracis™ means any contract, license, lease, agreement, Imdertailﬂng understandmg,
COMMINMEHE of eiigagemant to which any of the Allen-Vanguard Parfies afe a patty ot
Bownd orunder which ay of the Allen-Vanguard Partiey hiave or will have any rights.

“Court” means the Gntario Superior Court of Justice, Commereial List.

“Credit Agreameit™ means the eredit aorepment to be entered Tnto-among e Company.
the: gugrantors thergunder, the Agent, the Secured Lenders and BDC, substantially in the

027
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form attached hereto as Schedule B, which shall bgcome effective on the Plan
Tmplementation Date and pursnant o which, .among other things: (i) the indsbtedness of
the Company to the Secured Lenders pursuant to the Existing Credit Agreement will be
partially teduced and reéstractured as. eoiterplated by tlie. Tratisaction Agreeinent, and
(ii) the New Revolving Lenders, fogether with EDC as set forth therein, will make
available to the Company, the Revolving Credit Facility, the Term Loan Facility and the
Documigtitary Credit Fagility. '

“Documentary Credit Facility” medns the documentary eredif facility which shall
become effsctive under the Credit.Agreement and pursuant to which the New Revolving
Lenders will male zvailable to the Company a documentary credit facility i an
apategate principal amount.ef up to USSI0 million,

SEDE™ nigans Bxport Developmert Canada,

“Fffective Time” means the first momment in time on the Plan Implementation Date.

“Existing Credit Agreement” meang the amended and restated credit agreement dated
as of December 29, 2008 among, the. Allen-Vanguard Parties and the Secured Lenders, as
amended from time fo time.

“Govepnmental Autherity” means the sovemment of Canada orany other nation; or of
any political subdivision thereof, whether state; provincial, territorial or local, and any
sgency, aithotity, istrinentality, regulatory body, couut, centtal bank. or other entity
sxatcising executive, leeislative, judicial, taxing, regulatory or administrative poswers or
functions of or pertaining to government, or other comparable-authority.or agency:

“Inifial Oriler” means the imitia! Order of the Court made Digcember 9, 2009 puisuant 1o,
which, among other things, the Company was granted protection under the: CCAA, as
such Order may be amended or extended by the Court from time fo time.

“Intercreditor Agreement™ means the intercreditor apresmant o ba enfered info athong
the Company, EDC, the First Lien Agent and the:Second Lien Agent (as siich terms are
defined therein), subsiantially in the form attached hereto as Schedule C, which shall
become-effective on the Plan [mplementation Dite.

*Interim Fupding Agreemenf” means the agreement entered info among, the Company
and the Secured Lenders whereby the Secuted Lénders granted an interim funding credit
facility to the Company limited to the US$ equivalent of CDN$16 million on the terms
outlined therein.

“Meeting” mearis the imeeting of the Affected. Creditors to. consider and vore. o this Plan
pursuant to the CCAA and the terms of the Meeting Order, and any adjoumnithents of suel
meeting.

“Megfing Order” nigans the Order to be made directing the calling and holding of the
Mesting, as such Order may be amended by the Court from time fo fime,
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“Monitor” medns Deloitte & Touche Tric., i its capacity as Cowrt-appointed tmoniter of
the Company pursnant- fo the Initial Order\, and any successol thereto appoinfed in
accordance: with any furtirer Order.

“New Revolving Lenders™ has ihe megning ascribed therefo i ihe Transashion
Agreentent. '

“New Shares” meangilie additional comon shares i (he capital of the Company ter he
1850 egl to the _Spo,nsor Sobsidiary pursnant (o e implementation steps sef out in Section
8.2(2).

"‘.BC‘W" insans the Bustresy Cﬂrpemﬂom' At (Qﬂfat“l@); RS.0. I‘RQO, 6 Bl 6,5 as
amended.

*Order means oty arder of e Court in flis OCAA, Procsedinigs.

“Person” means: any individual, solg proprictorship, paﬂershlp, litnifed partuership,
limited lrability company, it venture, firm,, entity; unmcarpomted assocmtlon
nihedrpotated syndieate, WATGOING anization,
corpetdte, Gove al & [ pers ation
or any oﬂler enmy Chowsoavex destgnate or constlluted and Where the cuzrlext reqmre;s
ineludss; dfty assignee, trustes; exceutor, adatinisHator, ;recelver initerifii tecaivEr, fecerver
and manager or other legal repregentative aeting on b.el:talf of sirch Parson, tollectively
“Pargons”,

“Plan™ means this plan of comproniise znd arfahgeineit under the CCAA and
reotganization under fhe: OBCA, including e Schedules higrefo, ag may be amended
hereinafier from time fo fime inaccordance wifh Section 9. L.

“Plan Tmplermentation, Dade’™ miezns the dare that the Transfer Notice & deliveigd by the
Company in accordance. with the Arficles of Reorganization which, ynless the Plan
Participants otherwise agree, shall oceur not later than two (2) Business Days after the
date wpoi which the Certificate of Amenidingiit i3 received, by the Compaiy..

“Plan Participants™ means the Company, the-Sponsorand the Segured Lenders.
“Released Claims’™ has the ineaning asctibed thereto i Seetion 8.6,

“Released Parties™ means, collecnvely, the Allen-Vanguard Partigs, the Secured
Lenders, the Agent, the Sponsor the Sponsor Subsidiary, Versa Capital Management,
Ing, DeIon“te & Toughe Ing. n its capaeity 4§ the Motiitor, the Transfer Agent, and gach
of meu respective subsidiaties and affiliates, and each of their respective: piesent and

former partners, officers, directors, equity holders, emp

yees, [naneial adwso:fs
auditors, lepal eotiisel, ofher professional advisors aid-agents, 45 applicable.

“Reorganization” means the reorganization of thie share capital of the Company
described in Article 5 as ordered by the Court under the Sanction ‘Order and Section 186
of the QBCA arid a3 reflected in the Articlss of Reorganization, with effect a3 of the
Effective Time.
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“Restroctiring Documents” means, collectively, the Credit Agreement, the Second
Lien Credit Agreement, the Infercreditor Agreement. the Assignment Agreement and all
related -agreements, security and other documents.

“Revolving Credit Facility” means the revolving credit facility which shall becowe
effective under the Credit Agreement and pursuant 1o which the New Revolving Lenders
togather withi EDC, on-tlie terms sét forth in the Credit Agreement, will make available to
thie Comypany & revolving, eredit facilirg i the niaximum principal amount of up to US$30
millien.

“Sanction. Order” means an Ordet to be made to, aniong other things, sanction,
authorize-and approve this Plan and the Reorganization and the transactions contemplated
herein and thereby, as such Order may be amended by the Court:from fime to time.

“Second Lien Credit Agreenient™ tneans that eettain credit-agresment by and among the
Company, the Sponsor as agent for the lender patties thereunder, the Affected Creditors
and the guarantors: thereunder, substantally in the formr attached herefo as Schedule D,
whicli shall becorne effective on ths Blan Iiplenigntation Date.

“Seeured Lenders™ means, collectively, Royal Bagk of Canada, Canadian Imperial Bank
of Commerce, The Bank of Nova Scotia, Bank of Montreal, Bank of America, N.A.,
Canada Branch, Sumitomio Mitsui Banking Corporation of Canada and State Bank of
India (Canada);

“acnrities™ means Al securities of the Compdnty issusd priot 1o tlie Efféstive Titie,
ineluding, preferred shares, options, restricted share uniis, warrants, gonvenible securities,
exchangeable secuiities and any other entifloments to or tights 1o doquire any of the
foregoing ot any- common. shares of the Company, but excluding the New Shares and the
Common Shates.

“Securities Claims™ has the meaning ascribed therefo in Section 7.2(g).
“Sponsor” means Contego AV fyestments, LLC.
“Sponsor Subsidiary” means Contego AV Luxembourg Sa 1.l

“Terit Loai Facility” means that terin loan facility desinred 16 have been niade and fully
advanced by the Secured Lenders to the Contpany under the Credit Agreement,

“Term Sheet™ means the Term Sheet attached as Schedule A to the Transaction
Agreemisnt.

*Transaction Agreement” means the binding agreement dated September 12, 2009, as
iiiay be amended or supplerhented fiom time to fime, among the Allen-Vanguard Parties,
the: Sponsor and the Secared Lenders, including the Schedules thereto, establishing the
principal aspects of the recapitalization of the Company fo be gffected pursuant to- this
Plan, the Sanction Oxder, the Articles of Reorganization and the Restructuring
Doctiments,

*Fransfer Agent” means CIBC Mellon Trust Company.
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“Trapsfer Notice” means the Tratisfer Notics to be delivered pursuant 1o the Astieles of
Reorganization,

“Fransfer Price” méais CONSL.00 forall of the Commiom Sharss.

“Unaffected Claims” means. any Claim other than an Affected Claim, but exeludes, for
greater certainty, any Equity Claims.

“Unatfeeted Creditor™ mesng 4 Person with an Unaffeeted Claim, but only in respger of
sneh Unaffected Claim, but excludes, for Lrgater cerfainty, any Person” lmldmg an Equity
Claim.

“US$™ meang Unifed Stafes dollarg,

“Website™ means www;deI'oitfe;.:e.om!ea/geﬁﬂén-vaugumﬂi

Certain Rules of Mnferpratation

In this Plan, unless otherwise stated. or the context otherwise requires;

(a)  ihg division ofthis Plan info drticles, SBQtIO‘IlS subgesttons and tlapses and the use
of hiegdings and.z table of contents are for convenience: of reference only gnd do
not affect the constiuction ot iivterpretation of this Plai,

(b} the terms “this Plan”™, “hereof®, “hereunder™; “herein” and similar expressions
refer to this Plan and not fo any particular artic’le":, section, subsection, clause or
schisdule of ot to this Plan and. refererises i this Plan 4o an article, section,
sabseefion of €lause or schgdule refer &6 the specificd artisls, section, subsecﬁculi

clause or schedule oForito this Plan;

€y  words dmpoiting the singtlar include the plural and. vice verga and words
importing any gender ihclude all genders;

(@)  the words “iholudes™ add “beluding” and similar tetnis of melusion shall not,
vnless expressly modified by the words “otly™ ot “selely”, be gonstrucd as termis
of limitation but rther shall mean “includes without limitation™, *“including
without limitation™, “ineludes but is not limited to™ and *ineluding but not limited

ta”, as applicable, s6: that, refersices fo mcluded fatters shall be repardad. as

illustrative without being either characterizing or exhaustive;

(&  areference 1o a4 statute ¢t dther enactinent of parliament of 4 législature includés
all regulations made thergunder, all amendments to or re-enactinents of such
statyte or regulationg in force lom fime to time, gnd, it applicable, any statute or
regulation that supplenvents or supersedes such stafute or regulation; and

(fy all references io tinie hgrein and in any documment issued putsuant hierefo mean
loggl time in Toronto, Ontﬁrio and guy reference fo gn event fQ;:currmg O a4
Busiress Day shall thedn prier to 5:00 pan. on such Business Day. Unlsss
ollienwige specified, the thne peiied within or following which any paymsiit 18 10
be made or act is 1o be dong shall be calenlated by excluding the day on which the
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petiod commences and including the day on which the period ends 4nd by
extending the period fo the nest suceseding Business Day 1f the: last day: of the
period is not a Business Day. Whenever any payrent to be-made or action to be
talen trider this Plan is required to be tade or fo be taken on a ddy other thaf 4
Business Day, such payment shall be maderor action taken on the next succeeding
Business Day.

1,3  Goyerning Law

This Plan shafl be govemed by and construed fn accordance with the laws of the province
of Ontaris and the federal laws of Canada, applicable therein, without regard. to any conflict of
law provision that would require the application of tlie law of any gther jurisdiction. Tn theevent
of any dispute or issue in connection ‘with, or related to, the intgrpretatipn, application or effect
o this Plan, such dispute or issue shall b subject to the exclusive jurisdiction ofilie Court.

14  Schedules
The following, are the. Schedules to-this Plan:

Schiedule A Arficles of Reorganization
Schedule B Credit Agreement

Schiedule C  Intercreditor Agreement
Schedule D Second Lien Credit Agteement
Schedule B Assignment Agreement

ARTICLE. 2
PURBPOSE OF THE PLAN

2.1 Purpose
The purpose of this Plan is:

(a)  to effdct a restructuring and recapitalization of the Company to enable it to
confinye as-a.going congern, as contemplated by and in accordance with the texms
ofthe Transaction Agreement;

(b)  togive effect 10 the restructuring of the Aflfected Clais orf the terms sat forth m
fhig Plan and the Restruckuring Documents, as-contemplated by and in accordance,
with the terms of the Transaction Agreement; and

(©) 10 give effect 1o the recapitalization of the Company™s capiral structire on thie
terms set forth in this Plan and the Auticles of Reotganization, as contermplated by
and 1n accordance with. the ferms of the Transaction Agreement.

This Plan is put forward in the expectation that the Company’s economie stakeholders
will derive a greater benefit from the continued operafion of the Company and its business,
pursuant to and following the implementation of this Plan, than would result from ‘a bankruptey
oi liguidation of the Colijany and its business.
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Subject to the terins and conditions of this Plan, when all of the conditions precedent to
this. Plan have been satisfied op waived, in each case in sceordance witly the termg theteof the
Sponsor will fund the restrueturing of the: Affseted Claims and the recapitalization of the
Conipany’s capital strugtre ity aéeofdance With the erms of tii§ Plai and fie Transacton
Agreement. The funding of this Plar by the Spensor is contingent on, ameng -vther things;
ap];roval of this Plan by theAffected Creditors and the Court. Upon the implementation of this
Plan, the Spanser, thietgh the Sponser Subsidiacy, will beeome the owner of all of the
mtstandmg shares of fiie Company fhrough fhie Reorgmmizafion of fhe sharg capital of the
Company pursuant to fhis Plan, leSanction Oder and.the Articles of Reorganization.

22  Affected Persons

The: Plan will be implemented nuder the: CCAA qnd the OBCA and, be binding on alt
Affected Cyaditors ard otfier Persons i secordance with Ttetemms as of the Effective Tinte ofi tlie
Plaii Riiplemeutation Date, but shiall not affect Unaffecred Creditots,

ARTICLE 3
CLASSIFICATION OF CREDITORS AND
PROCEDURAL MATTERS

31  Classof Creditors

The sole ¢lags fox the purpese of considering 4nd voling o this Plan shall te the class
consisting of* the Secured Lenders vioting i respect of their Affected Claims.

32  Vating Procedure

The Affected Creditors will identify and confirm their regpeciive Alfected Claims for
voﬁng purposes, vote in respect of the Plan, and receive: the distributiens prowded for under this
Plan it accordance with the Mesting Otder; the Sangtion Order and this Plan,

33 Fimality of Claims

All Affected Claims determingd in aceordance with the Meeting Order will be final and
binding on the Company and the Affected Credifors.

3.4  Unaffected Claims:

This: Plan does not alfeel Unaffected Claims. Credifors with Unaffected Claims will not
be- entitled to vote or to: receive any distributions under this Plaw in respeck ofsuch Unaffected
Claifis, Porthe-avoidance of doabt, any Persons with Claitis-againgt the Company it respect of
{he Securities ot the Common Shares will 1ot be entitled fo vois ot fo receive any-distributions
under this Plan in respect of any such Claims, and afl such Clims will De discharged and
extirgnished pursuantto the temns of the Sanetion Ordér. For the avoidance of doubt, all Claints
of EDC pursuant t or in qomestion with {a) psrformance security pharantees and/or finaneial
security guarantees igsned in respect of Digeumentary Credits issned yndegr the: Exigting Credit
Apreement or the Credit Agreement, and (b) all indemnity agreements entered into with the
Allen=-Vanguard Partiss (¢ollectively, ihs “EDC Clains™) shigll be Unaffécred Claims,
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ARTICLE 4
COMPROMISE AND ARRANGEMENT

41  'Transaction Agreement

Puisuant to the Transaction Agteement, the Company, the Sponsor and the Secured
Lenders have agreed to. the terms and conditions of this Plan -and have agreed to carry out the
{ransactions contemplated herein and hersby, in éach case in accordance with the terins aid
sonditions of the Transagtion Apreement and this Plan.

42  Funding of this Plan

On the Plan Implementation Date, and in the mannet set forth n Section 8.2(2), {lie;
Sponsor shall pay orcause to be paid to the: Agent the sum of US$52.15 million required to fund
the transactions set forth i Section 4.3{a).

43  Treatmient of Affected Claimg

On the Plan Implementation Date, and in the manner set forth in Section 8.2(2). the
Affected Claims will be compromtised, and the Affected Greditors will receive distributions i
respect of their respecttve Affected Claims, as follows:

(@) () US$S million will be distributed by the Agent among the Secured Lenders as a
permaiieit pro: rata teduction of the indebledness owed to sach Secured Lender
under the existing “New Facility” pursuant to the Existing Credit Agreement; and
(ii) US$47.15 million will be distributed by the Agent among the Secured Lenders
in respect of US$54.3 mifllion of the indebtedness owed to the Secured Tendets
under the Bxisting Credit Agreement as follows: (A) the remainder of the
indebtedness owed to each Secured Lender under the: existing “New Pagility™
pussnant to the Existing Credit Agreement as calcalated for sach Secured Lender
pursaant to. the schedule of loan compromises and reduetions set forth for gach
Secured Lender in Schedule TS fo the Term Sheet; and (B) a portion of the
indebtednsss owed to each Secured Lender under the existuig “Termi Loan
Fasility” puisidnt to the Existing Credit Apreement as caleulated for each
Secured Lender pursnant to the schedule of logn compromises and reductions set
forth foreach Secured Leridér in Schedule TS 16 ilie Term Sheet;

(by  the Company will permanenfly and completely repay all indebtedngss owed to the
Secured Lenders imder the *Interim Funding Facility” pursuant to the Interim
Funding Apfeement, such repayment to- be funded by cash on haiid at the
Company and, to theexfent required, drawings on the Revolving Credit Facility;

(c) the remaining Affected. Claims of each Secured Lender under the existing “Term
Loan Facility” and the existing “Revolving Credif Facility™ purspant to the
Existing Credit Agreement will be compromised and restructured pursuant to the
terms of the C€redit Agreement; and,

(d)  ¢ach Secared Lender will permanently waive its right to receive the fees set forih
in Sections 2.07¢3) to {7)of the Bxisting Credit Agrepment,
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in gach case. COuslsten‘t with the terimg of the Transaction Agisement and the: Restrugtining
g Fn:r greater certainty, on
f-pocket
exjpenses mc‘,l.lfred by tha Segured Eende‘rs, EDC and ’the Agent ifi colmacﬁon with (g
preparation; negotiation, execution, delivery .and administrafion of the Plan, the: Transactfon
Agreement and the: Restructuring Documents and the completion of the recapltahzanon and
fearpaiization and all othier malters conteniplated therein, Heluding the reasonable fees, charaes
and disbursements of <counsel for s Secumed Lenderss (W) all amounly owed fo
PricewaterhouseCoopers LLP under its agreement with the Company dated September 25, 2008;
(111) ﬂll amountse owed of payable to BMO Capﬂ;al Mm:kets under 1ts agreement vsufh 'lhe

under 1ts a@eementwﬂl the Company dated September 1,8 2008 a,nd, (vsj ajl ambynf:s Qwed or

payahie fo the partles "Lq the ’I ransacti Ag] eement pussuant to the terms thereafother fhan the

Sgetd the Tratgaetion Agresmient Wiii;ch shall be earied
T than thirty days fall ng the Effective Time and paid by the
Companv {0 fhe Spmlsor within thirty to: forty-five days followmg the Hffsotive: Time, in
aceordance Wwith Section 33(i) of e Transaction Agreement, i éach case 1o the axieaf Aot
previously paid by the Company pursuant to:its obligations under the Bxisting Credit Agieenent;
the Transaction. Agreement.or any other applicable agreement,

44  Payineit of Crowi Priovity Clainis and Employee Claling

Within: six months after the date of the Sanction. Order; the Company will pay to Her
Majesty inright. of Canada or ady provinicé any-amounts ewed i re§pect. of elams referred 1o.1n
Section 6,(3) of the CCAA. The Company will pay. after itie date-of the Sanction Order, and iy
acoqrdance with the provisions of the Initial Order, any amounfs that employees angd former

employees of the Conipany wonld liave Been qualified to receive in réspeot off tig ¢lamms referted

gorse of,

to: iy Section 6.05) of the COAA, in agsordance with the tenig oF, and in dig ordinary
their employment: :

ARTICLES
REORGANIZATION AND OTHER RESTRUCTURING ACTIVITIES.

51  Arficles of Reorganization

The articles of the Cetpaity will 'be amended as ordsred by the Coutt by fling e
Artigles of Reqrganization on the first Business Day following the day on which the Sanction
Order is received which will provide for, without hmltahon to any other ferms the Articles of
Rieorganization iigy ¢ontain, the following:

(a) changmg the: r1ghts, p11v113ges and conditions atfaching to the Common Shares by
adding ieértaiti provisions to permit a transfér of all of the Conmion Shares to the
Sponsor Substdiary for the Transfer Price; in the manner get forth inthe Arficles
of Regrganizption.
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52  Directors

On. the Plan Implementation Date, the term of office of those individuals wha are
ditectors of tlie Compaiy will ferminate and the Sponsor Subsidiary will appoint the new board
of direciors of the: Company. :

ARTICLE.6.
CERTIFICATES AND DISTRIBUTIONS

6.1 Cancellation of Cerfificates

As of thie Effective Tittie, all deberitires, cetiificates, agresments, invoices, securities and
ottier instruments evidencing Affected €laims, ilie Securities of the Common Shares will not
entifle the holder thereof fo any compensation or participation other thau as expressly provided
for in this Plan or ths Amicles of Rearganization and the Affscted Claims, the Secusities and the
Common Shares will, except as otherwise provided. for i the Restructurimg Decuments wiflr
respect to-the Adfected Claims, or in tle Articles of Regorganization with respect {o the Common
Shares, be cancelled, extinguished, rendered null and void and the registers. of the Company shall
be updated to reflect any such caicellation ard extinguishnient.

6.2 Delivery ot Distribuiions

Distribiitions 10 be.1made to Affected Credifors plisudnt to Seetion 4.3 will be niade on,
ot as soon, ¢ practicable after, the Plan Implementation Date.

6.3  Taxesin respect of Distribufions

Notwithstanding any other provision of this Plan, each Affected Creditor that is to receive
a distribution pursuant to this Plam will have sole.and exclusive responsibility for the satisfaction
and payient of any tax obligation imposed by any Governmental Authority (in¢luding imcome
and-ofher tax obligationsy on account of such distribution.

 ARTICLET
SANCTION ORDER

7.1 - Application foi Sancfion Order

The application for the Satiction Oider shall be brought, by the Comipany as soof as
reasoniably. practicable following the approval of tliis Plan by the reqgnisite majorities of the
Affected Creditors voting at the Meeting.
72 Efféct of Sanction Order

Pursuant fo Section 7.1, the Company will seek a Sancfion Order that, in addition 1o

sanctioning this Plan will, withiout limhitation t¢ any other ferms that it may contain:

(a) declare that (i) the Plan has been approved by the requisife majorities of Affected
Creditors. in conformity with the CCAA: (ii) the Company has complied with the
provisions of the CCAA and the Orders made in the CCAA Proceedings in all
respects; (iif) the Coutt is safisfied that the Company has pot done nor purported



)

{c)

(d):

©

@)

(2)

{h)

{i)

to do anything ey i¢ vot authiorized by the CCAA; and (iv) the Plan. and, the
transactions contemplated thereby are fiir and reasonable, and in. the best infexests

of the Company, the Affected Creditors and the wother stakeholders of the
Coftipatty;

order that the: Plan {inclyding the compromises, grrangewents, reorganization,
recapitalization, cofpotate transactiots and feleases-s6f out.in ot contemplated by
ihie Plats, thie Sanction Order;, the Ardeles of Reprganization and the Restuictirg
Doeaments) is sanetioned and approved pursuant to-Section &-of the CCAA and,
as of the Bifective Time, will be effective and will enure fo the benefit of, become
affoctive and be binding upon the Company, the Alfseted Craditars, the Sponsor
and 41l ofher Persons in the oxder stipulated in the Plan;

suthorize and dirset-the disttibutions and oflier transactions conternplited vndet
and by this Plai,

doclare: that the;articies of the Company il be amended as setiout i he Arficles
of Reptparization;

authorize and direct the Corapany to file the Adicles of Reorganization with the
Director appointed under the OBCA pursnant to section 186(4) of the OBCA in
oider to dmplettent the Repiganization;,

declary that all Secyities are of no further fore gnd effect gs of the Bifective
Tirgs and that all Secutities are cancelled and extinguislied witliout returi of
capital or othigr constderation, compensation or telfef of any kind;

declare) that all Clais against the Company (and any successor thereto «or the
Sponsor Subsidisty) in respect of the Seourities (neluting, without liniitation, aby
Claims agsinsi the Company resuliing from fhe ownersliip, purehase of sale.of the,
Sepurities by any cument or former holder thercof, and any Claims for
colitilution or mdennity agaist. the Company i respect of Aty such Clamis)
(collegtively, “Seciitities Claimy”) are deemed as of the Effestive Time 16 lave
been discharged and extinguished without retum of capital or other consideration,
compensation-or reliefof any kind;

aithorize and direet the fransfer of the Common Shares to the Sponsor Subsidiary
and the isspance of fhe New Shares to the Sponsor Subsidiary, and declare that
the New Shares to. be issued. to the Sponsor Subsidiafy in corifiectior watlh this
Plan and the Articles of Reorganization will be validly issued and outstanding as
fully-paid and non-gssessable;

declare that all Claims asainst the Company (and any sucegssor thersto of the
Sponsor Subsidiary)) in tespect of the Common Shares (inchuding, withiout
limitation, any €laims ggainst the Company resuliing from the: ownership;
purchase or sale of the Comimin Shares By any uireiit-or Toirier holder therenf,
and any Claims for contribution of indemnity against i Campany in regpect of
any such Claims) (collectively, “Common Share Claims™) are: deomed as. of the
Effactive Time to have been dischareed and exfinguished without retum of eapital
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ot «ther consideration, compensation or relief of any kind, and that, for the
ayoidance of doubt, the Transfer Agent shall not be requited to transfer the
Transfer Price fo the holders.of the Common Shares;

declare that, in aceordance wifh the ferms of the Plan and the Articles of
Reorganization, the. legal and beneficial right, title and interest of the Sponsor
Subsidiary inf and to the Common Shares shall vest aind ate thereby vested as of
t’h'e Eff‘ectiv'e' Tim‘e in fhe Sponsm 'Subsiclia;y absolutely and forsver, firee and

declare that no meeiﬁﬂ;gé»tﬂ‘ votss of any hiolders. of Securities or f the Commeon
Shares ate required in connestion with fhis Plan or the Articles of Reorzanization;

declare that, as of and following the Plan Implementation Date, no Person who is
a patly to a Contract iiay aceelerats, terminate, réseind, refiise fo petforin or
otherwise repudiate ity obligations thereunder, or enforce: of- exercise any right
(including any right of set-off; dilution or other remedy) or make any demand or
daclare any default, violation or breach wnder or in respect of any such Contract
and no aufornaifs termination under of in respect of any such Contract will have
any validity or effect; by reason of!

(1) the iiisolvency of the Compdny {or any of its subSIdlaues on. aceount of
the insolveney of the Company) ot the fact that the Company sought or
obtained relief under the CCAA, thal the CCAA Proceedings have been
comnienced. or completed, or that the within restactiring or
recapifalization has been implemented in respect of the Cormpany; or

(iiy any compromise. -arrangements, Ieorganizations or recapitalizations
effected pursuant to this Plan and the Articles of Reorganization or any
action. taken or transaetion effegted pursnant to or contemplated by this
Plan, the Articles of Reorganization, the Sanction Order, the Restructuring
Documents of any other document or action contemplated thereby,
including the change i control of the Company or any of its subgidiaries;
provided, ‘however, that the: foregoing shall not affect or otherwise limit
any contractual right that an etiployee of the Cormpany may have with
tespect to 4 changg in éoitrol of the Company;

confirm the effect of the Meeiing Order;

anthorize and direct the exgention aid delivery of the Restructuring Documents in
accordance with the teous thereof and the: terms of this Plan and the Sanction
Order;

permanently stay all Claims affected by the Plan and declare that the
compromises effected hergby are approved, binding and effective as hersin set out

“upon all Affected Creditors and all Glier Persons affected by this Plan or the

Articles of Reetganization,



(o} eonfitin the telesses provided for in Sestion 8.6 and the injunctions provided foi
in Section 8.7;

()  declare that the sty of procesdings under the Iitial Ofder confimues until e
Effective Ting; and.

@) orderthat all CCAA Charges will be relsased and discharged at the time: provided
iii the Sanction Order,

ARTICLE 8
PLAN IMPLEMENTATION AND EFFECT OF THE PLAN

8.1  Condifion Pirecgdent o Plan Inipleinentation

~ The implementation -of this Plan is conditional on the satisfaction or waiver of the
gonditions precedent of the Transactlon Agreement, incliding, 4s set Tortlt in sections 12, 13, 14
and 15 thereof, in-gach case in accordange with the tenns thereof:

8.2  Plan Implementation

(1) All the dgreements and other insteuments that haye 1o be enteted nfo or exgcuted
and all other actions that. have to he taken i order for the transactions and agreements
contemmplatad by this Plan to:be completed and oceur or be sffsctive a3:of the Bifective: Thie will
b eniered Info; exeouted, taken and gomplered. in eserow with counsel fo the Company: on or
priorfo the Plan Implementation Date.

{2)  As soonds practicable afier satishgtion o waiver ih adeordance with § Sectlon 8.1,
of each of fhe conditions: precedent to-the implementation of this Plan yefbrred to i Seetion 8.1

the Company will file the Articles of Reorganization and seek to obtaiiv the Certiffcate of

Amenidirent, The Plas will become. effsctive ai, and a3 of, the Effective Time, The Plaii will be
implemented in the magner, and the distnbuﬁons and teangactions seb oul below will be
completed and deemed to occurand be efféctivesin the order, set.out below:

Part 1 — Prior tothe Plan Implementation Date

The: following steps will Tave:oocurred. pnor 1o thie Plan Implententaiion Datg. and prior to
tlle cﬁlmg Qf the Amcles offReoa ganlzahon (or hay bécur at Suel offier tinie oF tindes as

6] Versa Capltal Fund IT, L.P. and Versa Caplial Fund II-A, I.P. (togather
the “Versa Fuiids"), bsing the sole owners of Sponsor, shall eonttibute
the: Sponsor to Confego AV Holdings, LLC, a newly forimgd wholly=
owned Delaware LLC.

iy Spouser shall form a sew wWholly=owined subsidizry, the Sponsor
Subsidiary:
(iif}  Sponsor shall form two tiew wholly-owned subsidiaries: (i) Contego

HMST, LLC, 4 Delaware LLE (“Holdep 17)4nd. (i) Coittsge AVI, LLC, &
Dielaware LLC (“Hold'¢o 27).
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The following steps will aceur prior tethe Plan Implemenitation Date and at least one ( [B)
day prior to the filing of the Asticles of Reorganization (o may. veour at such other time
or times as the Plan Participants may agree), but only after all Plan Participants have
confirined in wiiting to each ether that all conditions précedent set forth in the
Transaction Agresment have been satisfied or waived (other than any conditions
precedent the satisfaction of which are to oceur simultaneously with the- implementation
of the Plan o the Plan Iniplementation Date):

{iv) The Company shall effect a pre-closing reorganization of its cerporate
structure and capital structure as contemplated in the Transaction
Agreement, fncluding (he transfer or elimingtion of certain intereompany
accounts and traugfer of certain affiliates to anothe; ate.

The following stej will occur after the. completion of the steps referred to-above and three
(3) Busingss Days piigt 10 the anticipated Plan Implementation Date (or 4t such othei
time as the Plan Participants may agree):

(v}  The Company shall file the Articles of Reorganization willi the Ditector
undet ihe OBCA.

Part 2 — On The Plan Implementation Date

The following sfeps will oseyr on the Plan Implementation Date in the following order
(or at suclrothertimes or order as the Plan Participants may agree):

Capitalization

{vi) Thg Versa Funds shall capitalize, or canse Sponsor lo capitalize, ilirough
capital contributions, each of the Sponsor Subsidiary, Holdeo 1 and
Holdeo 2, and Spousor shall confirm in wiiting 16 the other Plan
Participants that such capitalization has begn completed.

Avquisition of HMST and AVI

(vii) Upon receiving wiitten confirmation. of the capitalization of the Sponsor
Bubsidiary, Holdco 1 and Holdco 2 as referred fo above, Hazard
Management Solutions Limited (United Kiitgdom): shall distrbule the
shares of Hazard Managemeni Solutions, Inc. (Delaware) (HMSI™) to
VRE.

(vii) Holdeo 1 shall purchase HMSI fiom VRS for cash and (he issuance of a
iote to VRS

(ix) Holdeo 2 shall purcliase(i) 90% of AVI from PW Allen Holdings Limited
(“PW AHL”) for cash and the issuance of a note to PW AHL, and (i)
10% of AVIfrom Allen-Vanguard Technologies Inc. (“AVTI”) for cash.

(x) VRS shall use the: cash proceeds received by it i step (viii) to repay debt
or pay Tees dug winder the ferms of this Plan, gither directly or by furst
transferring the casl to the Company.



(xi] PW AHL and AVTIshall use the sash procesds recgived by them in step
{ix) to repay debf or pay fees due under tlig ferms of this Plan, €ither
direetly or by first transferring fhie: cashi to the Comrpany.

{(xii} HMIST may convert into & limifed lability conipany and Boldeo 1 may
merge into FIMST.

(dify AVT shall converi tato 4 limited liability company and Holdso 2 shall
mergeinio AV

Exchange and Acguisition.of Certain Debtofthe Company

(xiv) The Second Lien Ctedit Agreement shall be sxeculed and becowe
effective such that the Affected Creditors are issued second lien debt

Tiavitig & face anvownt of USS54 .3 niillion (s “Second: Lieu Debt”) i
ex _ ange for a, pfaruon af {he debt pittSi’:andmg under the Bxisting, Credit

(xv)y The Assipniment Agr stivent shall be o% "cuted and becumé eﬂ:‘ 'QIWe §uch
that the Sponsor § phichase f JEREI
Second, Lien Debtfor T _ y: shial
pay US$47.15 millivit fo tlie Ament oif behalf of The Secured Lenders as
the-considetation under fhe Assisndient Apreament,

(xvi] “The Infercreditor Agreement shallbe executed and become effective.
Trengfer of Cormmon Shares

(xviiy The Company shall deliver the: Transfer Wotice to the Transfer Agentm
accordanos with the Axticles of Reprgamization, whereupon the ORE0T
Stubsidiaty shall have acquired, and shall be deemed fo
from gach holder-ofthe Common Shares, all of the Common: Shares

(xviii). The Sponsor Subsidiary shall deliver the Transfer Price to the Transfer
Agent.

Subyeriprion for Additioniad. Commion Sharés of the Company

(xix) The Sponsor Subsidiary shall subscribe for the New Shares for cagh and
shall pay an aggregafe of up to U8$25 miilion i accordance with the
Transaction Agreement less the cash proceeds received in.steps (vifi} afid
{ix) above to the. Company as the congideration for such subseription.

(xxy  The Company shall elect fo cease 1o be = “public corporation” for
pliiposss of the eerie Tax dcr (Canada).

Paymenis and other Transactions under the Plan

() The Conany shall psy US$S million to the Agent on. behalf of the
Secured Lenders as a pemmanent pro rata reduction of the indebtedness
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owed 1o each Secursd Lender under the existing “New Fagility” pursuant
to the Existing Credit Agreement (using 4 portion of the up to USS25
million in the aggregate paid fo the Company by the Sponsor Subsidiary
pursuant to: step (Xix) above Jess the cash proceeds received in step (viii)
and, (ix) above).

(xxify The Credit Agréement shall be executed and becore effective.

{xxii}) The Company shall permanenfly and completely repay all indebtgdness
owed to the Secured Lenders under the “Interim Funding Facility”
pursuant to the Intefim Funding Agreeniesit (sucli repayment to be funded
by cash on liand at ihe Company and, to the extent required, drawings on
the Revolving Credit Facility).

(sxiv) The Company shall pay, or shall cause to be paid, all other tees and
expenses dug under Section 4.3 of the Plan.,

(3)  Uponimplementation of the Plan in accordance with Section 8.2(2), the Company
will deliver to the: Monitor, and file with the Court,a copy of a certificate stating thatedch of the
conditions referred to in Section 8.1 has been satisfied or waived, that the Aficles of
Reorganization have been filed and have become effective:as of the date set.out in the Cerlificate
of Aretidingnt, that the trangactions set out in Section 8.2(2) have oscurred and become
effeetive in the manner set foxth therein-and that the implementation of the Plan has oceurred in
accordance with the Plan as-of the Effective Time, :

@)  Sectionis 95 to 101 of the BIA shall not apply to auy of the ttansactions
implemenfed parsvant (o this Plan,

83  Effect of Plan Generally

The Plan, upon being sanctioned and approved by the Court pursuant fo the Sagetion
Order, will be final and binding as of the Effective Time on the Company and all Affected
Creditors and. all ofher Persony affécted by the Plan and the Reorganizdtion contemplated thereby
(and their respective heits, executors, administrators, lepal personal representatives, successors
and assigns) Trrespective of the jurisdiction. i which, such Affected Creditors or other Persons
reside and shiall constitute, witliout liniting the generdlity of the teftas of the Plan or the
Reorganization:

(a)  a full, final and absolute settlement of all rights of the Affected Creditors in
tespect of thei Affected Claims:

(Y  asof the Effective Time, a partial discharge of certain indebtedness; liabilities and
obligations. of fhe Company and 1hié other Allen-Vanguard Patties under the
Existing Credit Agresment and a restriictirng of fhie rémaining indebtedness,
liabilities and obligations of the Company and the other Allen-Vanguard Parties
under the terms of the Credit Agreement;
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@ a8 Qf' the Effective Time, a canellation and sxtinguishment of all Securities
withopt returs of eapital or other ggns;deraﬁom vontpsnsation or elief of any
kind o the Tiolders thereof:

@) &y of the Bffscive Time, ¢ dischargs and sxfinguishiient of all Equity Clafms
agamst the: Company Cand: A0y SUCCESSOr thereto: or the Spongor Subsidiary)
without retuth of capital or oihél considsiation,, ¢ompensation or feliel of any
kind 1o fhe eurrent ot former holders thereof: and

(e)  as of thy Effective Time, o transfer .of the: Common Shares- o the Sponsor
Subsidiary for the Transfer Price.

84  Guarantess and Similay Govenants

No: Person wlhio tas a4 Clann wides any guarax‘ztee smfety, deninity of sinilar covenant iy
respect ofany Affected Claim thatis sompromised under this. Plan or whio:has any fight o elaim
Qver in respect of orito be subropated to the rights of any Person: in respect of ary Affected
Claim that is compromised under this Plan will be-entitled to-any additional rights beyend he
rights of the Creditor whose Afféoted Claine was compromiised. under this Plan,

85  Cgusenfs, Wyivers And Agrepments

At ihe Bffscrive Tiing, sach Affecred Creditor and any other Person affected. by this Plan

will be deemed to have congented and agreed fo all of the provisions of the Plan in its enfively.

Without limitation to the foregoing, cachs Affected Creditor and any other Ferson affected by this
Plan {ineltding the Sponsor and the Sponsor Subsidiary) will be deeinied:

{a) to lave executed and delivered fo the Compguy all consents, releqses,
assignments and. waivers, statutorg or otherwise, required to'implement and carry
out s Plar fif {8 entirety;.

(b}  to have ‘waived any mon-compliance: or defanlt by the Company or any. other
Allen-Vanguard Party with of of any provision, expfess ot implied, 1 anhy
agresment or oflier arrangement, written or ofal; exisiing betiween such Affecied
Creditor or other Person and the: Company or any ofher Allen-Vanguard Party
with respect to-an Affected Claim or Security that has ocourred on or prior fo the
E_ff‘ecnya Tinie; arid,

() to have: agreed that, if' there is any conflict between. the prowsmns of any such
agreefnent (ather thaﬁ the Transac‘non Agreement and those entered mto by ﬂle

Plan ﬂlen ﬂle p:.owswns of tlns Plan take ‘precedenc& and pnonty tmd the
provisions of such agreeméfit ot other drtangemuiit arg desmed 16 be amended
accordingly.

8.6  Releases

()  Arthe Effsative Time, the Releassdl Parties will be released and dischatged or
deemed fo be released and d1schmged by each of the other Released Partigs-and all Affected
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Creditors and 4ll offier Persons from any and all demands, claims, actions (including any class
actions. 'or proceedings before an administative fribunal), causes of aetion, grievarices,
counterclaims, suits, debts, sums of money, accounts, covenants, damages, j udgments, expenses,
exegntions, Hiens arid oifiet re¢oveiies on account of any liability, obligation, demand or cause of
action of whatever nature that any such Person may be entitled to assert, including, without
limitation, any and all clafms for accounting, reconciliation, contribution or indemnity,
restitution or otherwise, Whether knowi ot unknowh, iatured or inmatored, direct, indirect or
derivative, foreseen or tinforeseen, existing or hereafler atising, based in ‘whole or in parl.on any
act or omission, fransaction, dealing, fermination, disclaimer or repudiation of any contract, lease
or other agreement, whether witteni or oral -vr other occurrence existing or taking place on or
prior to the Bffective Time relating to, arising out of or in conngetion with any Affected Claims,
this Plan, the Articles of Reorganization, the cancellation of the Securities and the transfer of the
Coommon Shares. without consideration, compensation or reliel of any kind, the Restructuring
Documents, the CCAA Procegdings, the Reorganization or any of the transactions implemented
in connection with my of the foregoing Ceollectvely, the “Released Claims™); provided,
however, that nothing herein shall release or discharge a Released Party: (i) from any of its
obligatiens hder the Plar, the Restruchuiing Doguments, the Asticles of Reorganization, the
Transacfion Agresmentorany other agreetnent whigh the: Plan Participauts ot sume of them may
have entered info in conmection with any of the foregoing; (it) if'such Released Party is adjudged
by the sxpress terms of a judgment rendersd on a final deterntination on the nients 1o have
committed gross negligence, frand or willful misconduct, or (i) in the case of directors in
respect of any ¢laim of the kind referred to in subsection 5.1(2) of the CCAA or (iv) the EDC
Clamns.

@iy At the Bffective Time, the Company mnd the current and former officers agd
directors thereof will be released and discharged -or deemed fo be released and. discharged by
each other and all Affeeted Creditors and all othier Persohs from any and all demands, claiis,
actions. {including any class.actions or proceedings before an adminisizative fribubal), causes of
aciion, grievances, counterclaims, suits, debts, sung of money, accounts, covengnts, dgmages,
judgments, expenses, exccutions, liens and other reécoveries off stcount of any Tiability,
obligation, demand of gatiss of action of whatever heiture that auiy suich Petson may bg entitled to.
assett, including, without limitation, guy and all claims for accounting, reconciligtion,
contribution or indemnity, restifution or otherwise, whether known or unknown, matured or
unmatijeed, direct, indirget or derivative, foveseén or wiforeseen, existinig or hereafter arising,
based in whole or in part on any act or omisgion, fransaction, dealing, termination, disclaimer ot
repudiation of any contract, lease or other agreement, whether written or oral.or other occurrence
exisfing or taking place on or prior to the Effective Time relating to, arising eut of er in
cotnection with any Equity Claims; provided, oweyer, that nothing herein shall release a
director or current-or former officer in respect of any claim of the kind referred to in subsection
5.1(2) ofilie CCAA.

8.7  Imjunction

() All Persons {regardléss of whether or not such Persons are Affected Creditors) are
permatiently and fotever barred, estopped, stayed and enjoined, ‘on and affer the Effective Time,
with respect to any and all Released Claims; from (i) commencing, conducting or continuing in
any manner, directly or indirectly, any action, suits, demands or other proceedings of any nature
or kind whatsoever (ineluding, without limitation, any procgeding in a judicial, -arbitral,



ce]lectmg er eﬂlenerse J;ew?ermg er enforemg by any ma:aner or means:: [teefly or 3
any ]udgment award, decrse. or order against. the: Released Parfies or their "property,
Commsnging, Qendﬂéhng oF ¢ontitlniig W any haiisr, disstly of indirgetls, any
demands, including without limitation,, by way ef“eonmbuhen @y indemnity or ﬂ:le,r Iel_ n
cammon lax, or in equity, breacl: of trust or breach of fGduciary duty: or under the provisions of
any stabits of repulation, or other proesedings of any nature: or kind wWhatsogver @ncludmg,
without limitation, any proceeding in & judisial, adbi inigteative-or other forum ) against
any Persort who makes such = claim. or mlght reasonably be expected to make suck a claim; in
gy mantgr or forum,, aga:mst ong of mors of th Released Partiey; (iv) ordating, perfecﬁng,
agserting, or qiherwise enforeing, directly or Inditectly, amy lied of shgtribranee of 4y kit
agamst the Released Pgmes o fnefr prepertj ot (v)- talcmg any acj:{ons o mtet:[’ere W1ﬁ1 ﬂte

Tl:ansaeﬁen Agl;ee_ ) , :
have entered into ; connecf:len w1th any of the fbregemg orin lespeet ef ‘any eIairn. agamst @
diractor of The Kind reforred 1o in subsestion 5. 1(2) of he CEAA.

(11) A]l Persons (regardless ef whether or mt; sueh Persens a,re Aﬁfected Cred;ters] aJ:e

manner dLr’ecﬂy er mdirectlva an.y acue‘:n, emts-. : :
kmd whatseever (mcludmg; wﬂ.heut, lnmtaﬁan a.l;ty proceedmg; in a ]udwlaI "ELI‘BI ral

> Gienf g levyu:tg, atfan g,
coﬂectmg or! otherwrse recovermg or enforcmg by any IIARNES OF MEANS directly or indirsetly,
afiy judgimesiit, awaid, dectee of otder against the Campany [oF any successor thereto oF the
Sponsor Subs;diaryl any current or former offieer of director thereoll of their property, (i)
commencing, conducting or com:mumg in gy manmer, direcily or indirectly, any action, syits. or
dermands, meluding without. imitation,, by way of contabution b indgmaity ofother telief, i
camiion law, o in eqiirsy, breach of trist oF breach of fduciary duty o nde)
any statyte or regulaiion; or othgr progeedings of guy nature or kind whatsoever (inglyding,
without [imitation, any pmceedmg in @ judicial, adbitral, administrative: or vther forom') against
gity Person whio makes steh 4 elaini or might reasonably be-expested 16 1ike sueh 4, chaii, i
any manner-or forum, against the Company: (or any suecessor thereto or the Sponsor Subsidiary)
or any current or fornver officer or director thereof; (iv) -creating, perfecting, assemng or
ofhetwise enforcing, dirsetly or dnditectly, any len. or eficombiance of any kind against. the
Coinpatty (or aiy suecessor thersfo:or thie Sponsor Subsidiary); any eurrent o former officer or
director thereof or their property; or {+¥) taking any actions fo interfere with the unpflementamon
or consuntination of this Plan; provided, iowsver, that the foregoirig shall not apply id respeot of
any clainy against 2 director, or current or former officer of the kind referred to- in subsection
5.1¢2) of the CCAA.

@) Al Persons (regardless of whether or netsusl Persoiis arg Affected Creditons] drfe
permanently .and forever barred, estopped, stayed and gnjoined, on and after the Effgetive Time,
with respect to any claim of the kind referred fo im subsection 5.1(2) of the: CCAA, from: (1)
commencing, conducting of continuing iv any manner, ditectly or indirectly, any 4otoi, suits,
demands or ofher proceedings:of any nature ot kind whaisoever (ncluding, without limitattor,

i the pmvi’slons of
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any proceeding in a judieial, arbitral, sdninistrative ot ether forum) against the Company (01 any
successor theteto ot the Sponser Subsidiary) or iis property; (fi) enforoing, levying, attaching,
collecting or otherwise recovering or enforeing by any manner or means, directly or indirectly,
atiy judgmeiit, award, decrée or order against the Company (or any suceessor thereto or the
Sponsor Subsidiary) ot its propertys (i) commencing, conducting or tontinuing in.any manngr,
directly or indirectly, any action, suits or demands, including without Timitation, by way of
contribufion o mdemnity or other Felief, i conmmon law, or in equity, breach of trust or bieach
of fiduiciary duity ot under the povisions of any statufe of regulation, of other proceedings;of any
nature or kind whatsoever (ncluding, without Timitation, any proceeding in a j udicial, arbitral,
adviimistrative of other forun)-agdinst any Person who makes such.a claim or might reasonably
be expected 1o niake such a. claim, I dny marnner or foran, againgt the Company (or any
successor thereto orthe Sponsor Subsidiary) gt its property; {iv) cregting; perfecting, asserting or
otherwise enforeing, directly or inditectly, any lien or encumbrance of any kind against. the
Company (or any sucgessor thereto or the Sponsor Subsidiary) or its property; or (¥) taking any.
actions to interfere with the-jmplementation or consummation of this Plan;and the sole recourse
for any-such claims against a current or former direclor or officer of the Company as of the: date
hereof ¢hall be, and is Hereby, limited to. any retoveries ayailable from. fhie Corhpany’s insufance
policies in respect-of its ewrrent or former directors and officess; and {hat the holder of any such
valid and proven claim shall be subrogated to the- rights of any such director or officer to any
inisurance Goverage.available in respect.of such 4 claim.

8.8  Mguitor

Subjectto the Sanction Order and.any other Orders, the Monitor shall be disehatged and
released on ilie Plan Implementation Dafe and $hall have no further obligations or
re'spgnsibilfties_,.

ARTICLE. 9
AMENDMENTS OF PLAN

9.1 Plan Amendments

The Company may 1iof amend, fhis Plan, priot fo orafter the Meeting, except by wiitten
instrument “with the prior wiitten consent of the Sponsor and the Affected Creditors. The
Company will provide a copy of any amendinent to,. or ameiided forni of, this Plan to the
Affected Creditors, thie Sponsor and the Mohitor, file 4 copy withi the Court, and post 4 €opy o
the Website. '

ARTICLE 10
GENERAL PROVISIONS

10,1 Termination of the Plan

Notwithstanding a prior approval given at the Meefing or the obtafning, of the Sanction
Order, at any fime pripr to the Effective Time, if the Transaction Agreement is terminated in
aceordance with its femnis 4t 4 finte whei the cofiditions précedent to this Plan referred to
Section 8.1 have not been satisfied or waived in accordance with the terms of the Transaetion
Agreement, then: () this Plan shall become noll and void in all respects; (b) any document or
agreement execufed pursuant to this Plan tother than, for the: avoidance: of ‘doubt, the Transaction



Agwement 'a‘nd %fl] '(‘J'thel ABIGRIENtS executéd conten‘qjeraneously ‘fherewiﬂi)‘ s]iall "be null aml‘
cmlsummmmn of ‘thls Plan (pﬂmr ﬂlan for the avmdanc'e of doﬂbt the: execuﬁon of ﬂle
Transactian Agreenicit and all orlier agreemaiits executed Qantenifioran&eﬁs]? theresvitl) shall:
(1) sonstitute or be deemed to constitute  walver or release of any Affected Clatm (i) prejudice
in any mamner the: nghts of the Sponsor or- any of the Affected Creditors fn any proceedmg
inyolvitig any of thett or ong of Mors of e Allen-Vangouard. Parties; or {ifi) constitute 4n
admission of aity sort by any of the Affested Creditors, the Allen-Vanguard Pariies or any offier
Person.

102 Patamouritey

From and after the Plan lmplementation Date, any gonﬂmt, between this Plan: gnd. the
covenauity, warrdiities, répiessntations, terms, condifony, pravisiony or ebligations, exprasssd. of
tinplied, of ang Contragt, MoTteAse, SECTity apresmient, indenais, foan aprgemsnt, cotmitmant
letter, credit. document, ggreenrent.for sale; by-lgws ofthe: Company, lease or offver dogyment or
agreement, written or oral, and.any and. all amendments or supplements thereto existing between
one ormore of the Affected Craditors and the Allen-Vanguard Patties (or-any of fhem) a8 4t the
Plan [anlemell:tatlo11 Date: exeluding in each ¢ase the Restruchuring Documents, will be- Heeitied
to be govemed. by the terms, conditions and. provisions. of this Plan and fhie. Sanction Order,
which shall tke precedencs a‘nd PHOHEY.

10.3  Severability

If prige to the Plat implénientation Dals, aily provisionof thig Plan is held by: the Cortt
fo: be invalid, void or unsiforgeable, the Court, af the: request of Compaity and subject io- the
consent of the Plan Pamclpan S5 Acting raasonably, may glter and/or interpret such provision o
iake it walid, o enforesabls to the Maxivimh extent practicable, consistent with the orfgmal
pirpose of siicl provision, and such provision will thei bi applicable 45 altered or interpreted
and the remainder of the provisions of thiz Plan will remain in full force and effect and will in ng

way heinvalidated by such alteration or interpretation,

10:4  Deeming Provisiong

In this Plan, fhe deeming provisions are not rebutfable and are conclusive and
iftevocable.

10.5 Binding Effect

At the Effective: Time, the Plan, the Aiticles of Reorganizition and all Restrncining
Doenments and other agreements, dosuntents and fransactions contemplated thereby will become
effective (to the exfent not glready efféctive) and be binding on and enure to the benefit of the
Allén-Vanguaid Parties, the Sponsot, the Sponsor Subsidiaty, the Affected. Creditors and all
othier Persons named or referred fo i, or subject o or affésted by, this Plan, the Arficles of
Reorganizgtion or the Restructuring Documents gnd -their respective: heirs, gdiministrators,
gxecutors,, repfesentanves suceessors and dssigris.
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10.6 Notices

Any nofice or communication to be delivered hereunder shall be in weriting and shall

refererice this Plan and mdy. subject as hetelnafter provided, bie made or givéh by pers
delivery, mail ot facsimile addressed to the respective parties as, follows:

(a)  ifto the Company:

cfo Lang Mighener LLP
Brookfield Place, Suite 2500
181 Bay:Street

Toruits, Ontatio

M5J 2T7

Attention:  Carl De Vaiono

Facsimile:  (4L6)304-3755

Email: EDeVuono@langnilcheiier.ca.

(by  ifto the Secured Lenders:

¢/o TherntonGroutFiimigan LLP
Suite 3200, Canadian Pacific Tower
100 Wellington Street West
Toronto, Ontaris:

M35K 1K7

Attention: Leanne Willtams

Facsimile;  (416)304-1616:
Email: lwilliamstatetica

) if' to the Spongor;
if before December 32, 2009

¢fo Goodmans LLP
250 Yonge Strest
Suite 2400, Box 24
Toronto, Ontatio
MAB 2ZM6

if after Decenber 22, 2009

c/o Goodmans LLP

Bay Adelaide Centre

333 Bay Street, Suite 3400
Toronto, Oniario

M35H 2587

ondl



Attention;  Robert Chadwick and Brendan O Netll

Facsingile:  (416)979:1234
Email: rehadwick@eoodmans:ca; boneill@yoodmans, ca

tdy  if tothe Moitor:

Deloitts & Toughe Ine,
Brookfield Plage, Suife 1400
181 Bay Stiest

Torento, Ontasicy

M3T2V1

Atteiition;  Pigie Lapore, Presideit diid David Boddy, Senior Vige-Presideiit

Facsimiler  (416)601-6690
Ertiail: piiaporte@delaitie.ca: dbaddvididelpitte.ca

with, & copy tor

Opilvy Refault

Royal Baik Plaza, South Tower
200 Bay ‘Street, Suite 3800
P.O. Box ¥4

Toronio, Ontarie

M5 274

Attenition;  Matie Forie

Facsimile: (416 216-3930 _
Email: tiforte@ogilvyrenault toni;

or to sach othier addross ds any party miay fiom, time to timenofify the others i accordance with
this. Section. All such notices and communications. which are delivered shail be deemed to have
béen received on flis date of delivery. All sush rioticesand communidations whith are delivered
by facsimile shall be: deemed o be recelved on the date transmiteed, if sent before 5:00 pri. ona
Business Day and. otherwise shall he deemed tobe received on the Bysingss Day following the
ddy upon which such: facsimile was sent. Any noties o other communication sent by niail shall
be: deemed to have been recsived, on the fifth Business Day after the: date of mailing. The
unintentional failure fo give 4 nofice contemplated fereunder shall nof invalidate any action
taken by any Person pursuant fo this Plan,

107 Different Capacities
Persons who are affécted by this Plan may be affected in more than one capacity. Unless

exprossly provided herein to the conftary, & Person shall be entitled to patticipare herennder in
each such capagity. Any action taken by or any effect of the Plan on a Person in one capagity
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will -only affect such Person in that capasity aiid shall not affect such Person in any other
capacity.

10.8 Responsibilities of the Monitor

The Monitor is acting, in its capasity as Monitor in thie CCAA. Proceedings, and the

Monitor will mot be responsible or liable for any obligations of the Company hersunder. The
Monitor will have only those powers graiited to; it by this Plan, by the CCAA and by any Order
of the Court in the CCAA Progeedings, including the ifial Order,

10.9 Covenant of the Plan Participants

Bacl Plain Participant liereby covenanfs and. agrees, and is deetned to covenant and agree
to execute and defiver, on or afler the Effective Time, all such agreements, instruments and
documatits and 1o take sl such further actions as any of the other Plan Participants may
reasonably deem fiecessary or desirable from fime te time fo. carry oul the full intent and
purposes of this Plan, the Atticles of Reorganization gnd the Restructuring Documents, and any

related agreements or.docaments, and to consummate the transactions confemplated thereby.
10,10 Furthei Agsurances

At the request of the Plan Participants, each ofithe Persons named or referred to herein, or
subject to, this Plan will execiite aud deliver all such documents and instramients and do all such
acts and things as may be reasonably necessary or desirable to earey out the fill infent and
purposes of this Plan, the Arficles of Rearganization and, the Restructuring Documents, and. any
related agreements or documents, and. to consammate the transactions contefuplated therehy,
notyithstanding any provision of this Plan thaf degms any transaction or svent to oceur withiout
furthier formality:.

Diited at Totonto, Ontario a8 of the. 9% day of December, 2009,



551

SCHEDULE A
ARTICLES OF REORGANIZATION
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SCHEDULE B
CREDIT AGREEMENT
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 SCHEDULEC
INTERCREDITOR AGREEMENT
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SCHEDULE D
SECOND LIEN CREDIT AGREEMENT
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SCHEDULE E
ASSIGNMENT AGREEMENT
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This is Exhibit “H” referred to in the
affidavit of Doreen Navarro
sworn before me, this 26" day

of November 2013.

(\//ﬁ/

L
A Commi/sioner for Taking Affidavits
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(J—EAaes SO
Court File No.:
ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

THE HONQURABLE MR. ) WEDNESDAY, THE 9TH DAY
JUSTICE CAMPBELL ) OF DECEMBER, 2009

IN THE MATTER OF THE COMPANIES CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, ¢&. C-36, AS AMENDED:

AND IN THE MATTER OF A PLAN OF ARRANGEMENT
AND REORGANIZATION OF ALLEN-VANGUARD:
CORPORATION UNDER THE COMPANIES® CREDITORS
' ARRANGEMENT ACT, R.8.C. 1985, ¢. C-36, A3 AMENDED
AND SECTION 186 OF THE ONTARIQ™ BUSINESS
CORPORATIONS ACT, R.S.0. 1990, c. B.16, AS AMENDED

THIS APPLICATION, made by Allen-Vanguard Corporation (the “Applicant™),
pursuant to the Companies® Creditors Arrangement Act, R.8.C. 1985, ¢. C-36, as amended
(the “CCAA™) was heard thisday at 330 University Avenue, Toronto, Ontatio.

ON READING ihe affidavit of David E. Luxton: swormn. December 8, 2009 and the
Exhibits thereto, the affidavit of Barry Goldberg, Genuity Capital Markets, sworn December
8, ‘2009, the affidavit of Glepn Satintey, BMOQ Nesbitt Buns Inc., sworn December 8, 2009
and the Exliibits thereto, and the Réport of Deloite & Touche Ine. (the “Monitor”) as
proposed Monitor (the “Maonitor’s Repert™), all filed, and ‘on hegring the submissions. of
counsel forthe Applicant, counsel to the Applicant’s senior secured lenders (the *Affected
Creditors™), counsel to the Monitor, counsel to the independent directors of the Applicant,
anid counsel to Contego AV Investments, LLC (the “Sponser”), and on reading the consent of

Deloitte & Touche Ine. to aet as the Monitor, and-on being. advised that the secured creditors



who are Tikély fo be uffected by the chiarges oreated hersin, weye given notfce of this
Application,,

SERVICE

1. THIS COURT ORDERS that the fime for service of the Notice of Applieation and the
Application Record is hereby abridged so that this Anplication Is properly returnable today
and hereby-dispenses with further-service theteof: ’

APPLICATION

% THIS COURT ORDERS AND DEGCLARES: that the Applivant iy a company to which
the CCAA applies.

PLAN GFF ARRANCEMENT

% THIS COURT ORDERS that, subject-tothe ferms of the Transastion. Agréemem dated
Septerber 12, 2009 between the Applicantand its.subsidiaries, the Affected Creditors and the
Sponser (the “Tansaction Agreenient”), the Applicant shall have the. authority 1o file: auid
may, subject: to farther' ofder of this Couit, file with ‘this Court a plan of compromise ot
artangement {hersinafter teferred to as the “Plan’”) between, infer alia, the Applicant and orie

or more elasses of its securesd ahd/of Unigeetred creditors as it deems appropiiate:

POSSESSION'OF PROPERTY AND OPERATIONS

4. THIS COURT ORDERS that the A‘P“p(ﬁeanf‘ shall remain in possession atid coitrol of
its currentand foture assets, undertakings and properties of evory nature and kind whatsosver,
and. whierevet sittiafe fncluding all proceeds thereof (the “Property™). Subjeet to flrther
Order of this Goutt and the terms of the Transaction Agreement, the Applicant shall centinte
to carry on buSiness in 4 mahner consistent with the preservation of its businesses. (fhe

“Businesses”) and Property and shall be authorized and empowered fo-continue to retain and

employ the employees, consultants, agents, expeits, accountants; counsel and such other

persons (eollectively, *Assistants”) currently retained or employed by it, with Tibeify toretain
such further Assistants & it deetns reasonably necessary or desirable in e ardinary cotse of
business or for the carrying out of the terms of this Order, in. each case econsistent with the

terms of the Transaction Agreement.
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5. THIS COURT ORDERS that thie Applicant shall be enititled to continug to utilize the
central cash management:system currently in place as described in the Luxton Affidavit (the
“Cash Management System™) and that any present. or future bank providing the Cash
Managenient System shall not be under any obligation. whdtsoever to inquite into the
propricty, validity or legality of any transfer, payment, collection or other action taken undéer
the ‘Cash Menagement System, or as 1o the use or application by the Applicant of funds
transferred, paid, collected. or vtherwise dealt with in the Cash Management Systern, shall be
entitled- o provide the Cash Management System ‘without any liability in respect thereof to
any Person (as hereinafter defined) other than the Applicatt, pursuant to the terms of the
docimefitation applicable fo the: Cash. Managemerit Sysfem, and shall be, in it§ eapacity as
provider of the Cash Management Sysfem, an unaffected ereditor under the Plan with regard
to any Elaims ot expenses it may suffer or incur in connection with the provision. 6f the Cash

Management. System.

6. THIS COURT ORDERS that, subject'to the tetms of the Transaction Agreement, the
Applicant shall be entitled but niot reqiiired to pay the following expenses whether incurred

priorto or after this Order:

(@ 4l oufstanding and future wages, salaries, employee and pension benefits,
vacation pay, bonuses and expenses payable on or afier the date of this: Order,
in each case ineurred in the ordinary course of business and consistent with

existing compensation policies and afrangements;

() &l outstanding and future fees and disbursements of any Assgistants retained or
gmployed by the Applicant in respect of these proceedings; at their standard

rates anid chavges;
()  payment for goods or services.actually supplied to the Applicant;

(@  all outsanding and future premiums on existing or fitire directors’ and
officers’ liability insurance, inclnding, without imhitationi, any premiums In

conméction witli any extended reporting period;



{e)  any .fees and experses: nginred of owing by the Applieait during and with
réspectto these CCAA procéedings and/osthe, Transastion Agréementy

) all:amounis with respect 16 chieques issued but: not tleared. prior to the dateof
this Ordery and

{g) sl reasonable expenses incurred by the Applicant in carrying on. the Business
int ‘the ‘ordinary course after the date of this Order, and in carrying out the
provisions of this Order, which expenscs shall include, without limitatien, all
expenses and capiial expenditures reasonaBly nevessary for the preservation of
the Propérty oF the Business including, without limiitation, paynients, on
account affnsirance, fainténance and Secuelty Seivices.

7. THIS COURT ORDERS that, subjest to the teriiis of the Transaction Agteement, the
Applicant is authorized to complete any outstanding iransictions &nd engdge in new
transactions: with its subsidiaries and with jointventures in which it has a material direct or
indirect. ownership interest (collecfively with-the Applicant, the AV Group®), subject fo the

followdng:

(d)  the Applicant.may continue on and after the date hereof to buy ‘and sefl goods
and services and allocate; collect and pay costs, including without limitation:
Ligad office expenses and shared goods and services, ftom and to the ather
nyembers of "the AV Group in the omlinary course of business on terms
consistent with existing arrangenients or past prackice;

(b}  the Applicant, with the print approval of the Morifor miay (but is mot obligated
to) (i) make advances to and make payments on behalfof ether members of the
AV Gioup o fund their operations and. expenses on texis. consistent, with
exisfing arrangements: or past pragtice, provided that such: othér miémber-of the
AV Group agrees. that it will not exercise any rights of set-off in respect of any
such; advance and any pre-filing elaim: of such member of the AV Group
agaitst the Applicant, and (ii) meke payments fo other members of the
Applicaiit in respect of goods and services provided prioz to the date hereof
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where thé payment is of benefit to the Applicant having regard to the
préservation of the Bisinesses and Property and its ditect or indirect ownership

interest in such member; and

other-than 4s permitted elsewhere by this Order, the Applicant shall not enter
into any new transactions outside the ordinary course of business with any
other member of the AV Gronp unless such new arrangements are approved by

the Monitor,

8. THIS GOURT DRDERS fhat the Applicant shall remit, in decordance with legal

requirenients, or-pay:

(&)

(b)

{c)

aiiy statitory deerned trust amotuts in favout of the Grown in tight of Canada
or of any Province thereof or any other taxation antherity which are required to
be deducted from employees’ wages, including, withiout limitation, amounts in
respect of (i) employment insurance, (if) Canada Pension Plan, and (iii} income

taxes;

all goods and services or other applicable sales taxes (collectively, “Sales
Taxes”) required fo be remitted by the Applicant in connection with the sale of

goods and services by the: Applicant; and

any amount payable to the Crown in right of Canada or of any Provinee thereof
or any political subdivision thereof or any other taxation authority in respect of
mupicipal realty, municipal business or other taxes, assessments of {evies of
any natore o kifid which are entitled at law to be paid in priority to clajms of
secured creditors and which: are attributable to or in respect of the camying on

of the Businesses iy (he Applicant.

g, THIS COURT ORDERS that the Applicant shall pay all amounts constituting rent ot

payeble as rent under real property leases (includirig, for greater cettainty, common arga

mainteniance charges, utilities and realty taxes and any- 6ther amounts payable to the landlord

under the lease) or as ofherwise may be negotiated between the Applicant and the {andlord

from time 10 time (“Rent”), for the period commencing from and including the date-of this



Order, in each cass n accordance. with the ferms of the applicable Jease and the Transactien

Agreerent

10, THIS COURT ORDERS that &xcept as specifically permited herein or nnder the
torms of the Transaction Agresement; the Applicant is Hereby directed, wnfil further Order of
this Court; (ay to make mo pagiienty of prificipal; Intergst fhigréon or othetwise on account of

amousnits pwing by the Applicant fo.any bf its drediters.asiof this dage; (b) o grant no seeuity

inferests; trust, liens, charges. or encumbrances npon:or inrespest ofany of its Propertys aind
(¢) to ol grant eredit or incur liabilities except in the:ordinary course of the Businesses.

NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

11, THIS COURT ORDERS that until and ;im‘i’lﬁ&ii‘;‘g, Jativary 8; 2010 o such later date ay

ot tribunal (each, a “Proceeding™) shall be commenced or contined agaitist or.in respect of
the Applicant or the Monitot, or affecting the Businesses or the: Property, exeept with the
written, consant of the Applicant and the: Monitor, or as set forth under the temnis of the
iz thig parties thereto, o with Teave of this Court, and 46y and

Transaction: AZIEEHISHt a8 Ao
all Pracecdinigs currerifly nuder way against or fu respect of the Applicant or affetting fhe
Businesses of the Propenty aré hersby stayed and suspended pending further Order-of this
Court.

NO EXERCISEOF RIGHTS OR REMEDIES:

12. THIS COURT ORDERS that, except asset forth under the tstris of the Liansaction
Agreeinent 45 #inong the parties therefo, during the Stay Period, all rights and rémedies of any
individaal, $irm, corporation, governmental body ot ageney; ot any other entities {all of the
foregoing, collectively being “Pevsons” and each bielng g “Person”) against or in respect .of
the: Applicant or the Monitor, or affecting the Busiuesses or the Property, are herehy stayed.
and suspended except with the written consent of the Applicant aud: the Monftor; or Teave of
this Court, provided that nething in this Ordeér shall (i) empower the Applicant fo casty on any
bustiess which the Applicant is not lawfully entitled fo cafiy on; (i) affeer such
investigations, actions, suifs of proceedings by a regulatory body as are- permitted by Section
i1.1 of the CCAA, (iif) pravent the filing of any registration. fo preserve or perfect a security
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interest, (iv), prevent the registration of 2. claim for lien, or (v) prevent the Affected Creditors
or the Sponsor from exercising' any of their respective rights or remcdies wnder the

Transaction Agreement.

NO INTERFERENCE WITH RIGHTS
13.  THIS COURT ORDERS that during the: Stay Period, no Person shall discontinue, fail

to honour; alter, inferforewith, repudiate, terminate or cease to perform any right, renewal
right, contract, agreement, pyant, Hoenog of pertit in favour of of hield by the Applicant,
except 4s set Torthiunder the: terms of the Transaction Agreement as ahong the parties thereto,
or with the written consent of the Applicant and the Monitor, or leave of this Cout.

CONTINUATION OF SERVICES

14, THIS COURT ORDERS that diring the Stay Perigd, all Persons having oral ot
wrilten agreeinents with the Applicant or statutory or regulatory mandates for the supply of
goods andfor setvices, inclading without limitation all metdls and yaw  materials,
subcorporients, inventory, Tools, toolifig, dies, castings; moulds, lease of feal propeity and
warshouse locations ‘which are subject to written or oral lease, computer software,
communication and other datz services, centralized bankihg servides, payroll services,
insuranie, transportation, services, utility- or ofher services {o the Businesses or the Applicant,

are hereby restrained until further Qtder of this Court from discontinuing, altering, interfering

‘with of terminating the supply of such goods or serviees as may be required by the Applicant,

and thot the Applicant shall be-entitled o the. contioued use of its current premises, telephone

nusibers, Fesimile nmunbess, internst addresses and domain names, provided fn each case that

‘the niozimial prices o chaiges for all siith goods or services received after the date of this Qrder

are paid by the Applicait in accordance with norral payment practices of the Applicant or
such other practices as may be agreéd upon by the.sapplier or service pros ider and each of the

Applicant and the Monitor, oras may be, ordered by-this Court.
NON-DEROGATION OF RIGHTS
15,  THIS COURT ORDERS that, notwithstanding anything else contained herein,. other

than the obligations of the Secured Lenders under the Interim Funding Agreement dated
September 12, 2009 (appended to the Transaction Agreemerit) and the Existing Credit



Agteerient (as defined in the Transaction Agresment), no creditor of the Applicarit shall be

@ of this Order foadvaney:or re-advance any monies or

under any obligation after the miakin
otfierise extend any eredit to the Applicant. Wothing in-this Order shall derogate: from the
rights conférred and sbligations iniposed by the CCAA.

PROCEEDINGS AGAINST DIRECTORS AND: OFFICERS

16 THIS COURT QRDERS ihut duging fhe Stay Petiod, and except as permitted by
subsection. 11.03(2) of the CCAA; o Proceeding may be commenced or continued against
any of the former; eurrent or futuré:difesters or officers of this Applicant: with respeet to any
claimy against the directorsior officers that arase before the date hereof and that relates-to any
obligations of the Applicant whereby the directors o1 officers 4t alleged under any law o be

lighle in their capacity as directors or officers for the pagment of perforrianes of sich
obligatons, until & compromise or Arangement i respect of the: Applicant,, if one is filed; §s
sarigtioiied by this Coutt'oris tefused by the.exeditors of the Applicant or this:Comrt.

17, THIS COURT ORDERS. that the Applicant shall indemnify its. ditectors and officers
from gll claims, costs, charges and expenses relatifig 1o (i) fhe failuie of the Applicant, after
the date hereof; 1o make payments of the nature referred 1o in subpéfagraph. 6(d) ot paragraph

8of this Ordex and (1) obligations and labilities which they may ineur of sustain by reason of

being 1 director or officer of the Applicant during the ferm of these prascesdings, exeept 1o the
extent thaf, with rospect fo any officer or direetor, such officer or difector has been grossly
négligent or guilty of willfil iniseonduet.

18, THIS COURT ORDERS that the dirsctors and officers of the Applicant shall be
entitled to the benefit of and aré hiersby grantsd a charge (the “Directoxs” Charge”) on the
Property, which charge shall it exceed an aggregate amommt of $750,000, as. security for-the
indemnity provided fn paragraph 17 of this Order. “The Directars™ Chiarge shall have the

priority set out in paragraphs 29-and 31 hergin.

19. THIS COURT ORDERS that, notwithstanding any language in any applicable
insurance poliey to the contrary, (g} no insurer shall be entitled 10 be: subfogated to or claim

565



566

the benefit of the Directors’ Charge,and (b) the Applicant’s directors and officers shall only
be entitled to the benefit of the Directors™ Charge to the exlent that they do not have coverage
under any directors’ and officers’ insurance policy,, or to the: extent. that such coverage is

insufficierit fo pay amounits indemnified in accordance with paragraph. 17 of this Order.

APPOINTMENT OF MONITOR

20.  THIS COURT ORDERS that Deloitte & Touche Inc. is hereby appointed pursuant o
the, GCAA as the Monitor, 4n officer of this Court, t¢ moniter the Property and the
Applicant’s conduct of the Businesses with the powers and obligations set out in.the CCAA
or set forth herein and thai the Applicant and its officers, directors, and Assistants shall advise-
the Monitor of all material steps taken: by the Applicant pursuant to this Order, and shall ¢o-
operate fully with the Monitor in the exercise of its powers and discharge of its obligations
and provide flie Monitor with the assistance that fs necessary fo. eiable the Monitor o

adedquately carry ot the Monifor’s fitficfions.

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

@)  monitorthe Applicant’s reczipts and disburseménts;

(®)  report to this Cout at such times and intervals as the Monitor may deem
appropriate with respect to matters relating to the Propérty, the Businesses, and

such ofher mattets as may be relevant to the proceedings herein;

(¢)  assist the Applicant, to the exient iequitéd by the Applicant; in its
dissemination, to the Affected Creditors and the Sponsor and theit respective
counsel of financial and other information as agreed to betiween the Applicant
and the Affected Creditors and the Sponsor which may be -used in these
proceedings, including reporting on a basis to be agreed with the Affected

Creditors and the Sponsor;

(@)  advisethe Applicant in its preparation of the Applicant’s cash flow statements
and reporting required by the Affected Creditors and the Sponsor; which



information shall be teviewed with the Monitor and deliversd to the Affested
Creditorsand the Shonsor and theliconnsel as feasonably rediiited by tham;

{e)  advise the AppHodnt, 1o consulation with the Affected Creditois and the
Sponsor, in the Applieant’s. development of any amendments to and
dmplementation of the Plan, in: each case in accordance with the terms of'the

- Transaction Agresment and thie Plan;

B assist the Applicant, to the extent required by the Applicant, with the holding
and admijnistering of dreditors” meefings for vofing on the Plan;

(8) Thave full and domplete access w the books, recorls and management;

Property to the extent yequired: to: perfoitn 115 duties arfising underthis Ordety

(hy  Be.at libesty 10 ehgage independent legal spungel or such. other persons ag the
Motiitor desing fiecessary oradvisable respecting the exercise oF ity powers and
perfarmanee of its obligations under this Ordet;,

(iy  consider, and f decmed. advisable by fhie Mositor, prépate a report and

assessmenton the Plan; dnd

Gy  perform such other duties as are requiréd by this Qrder or by this Comit from:
time to time;

22, THIS COURT ORDERS fliat the Moniter shall not take possessioh of the Propéity
and shall take:ne part. whatsoever in the management. or supervision of the management of the
Businesses and shall not, by fulfifling its obligations hereunder, be:deemedifo have taken or

mafntained possession or control of the Businesses or Property, or any part thereof.

23.. THIS COURT ORDERS thaf nothing herein centained shall require the; Monitor to:
oecupy or 1o take control, eare, clfarme, possession or management (separately andfor
collegtively, “Possession™) of any of thg Property that wight be envirgnmenially
contaminated, might be 4 pollutint or 4 contaminant, or might cduss Or ¢ontiibiite 1o a spill,
discharge, release or depasit of a substaneé contrary to any federal, provincial oi other law
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“11-

respecting the protection, conservation, enhaneement, remediation of rehabilifation of {he:
envitonment or relafing to the disposal of waste or other contamination. including, without

limitation, the Canadian Enviranmental Protection Act, the Ontatio Environmental Protection

Aét, the Ontatio Warer Resources Act, or the Ontatio Occupational Health and Safety Act and

regulations theteunder (the “Environmental Legislation™), provided however that nothing
herein. shalf exempt the Monitor from any duty to Teport or make disclosure imposed by

applicable. Environmental Legislation, The Menitor shall not, as 2 result of this Order or

anything done in pursudnce of the Monitor’s duties and owers. under this Qrder; be deemed
/ [ p )

fo be in Possession of any of the Property within the meanifig of any Envirorurental

Légisiation, tmless it is actually in possession.

24, THIS COURT ORDERS that that the Monitor shall provide any creditor of the

Applicant with information provided by the Applicant in response to réasonable requests for

snformation made in writing by such. creditor addressed to the Monitor. The-Monitor shall not

have any responsibility or Tiability with respect to the information disseminated by if pursuant
io ihis paragraph. Ir the case: of information that the Moritor has been advised by the
Applicant i3 confidential, the Moniter shal] not provide such information to creditors unless

otherwise directed by this Court t-on such terms s the Monitor and the Applicait may ageee.

25.  THIS COURT ORDERS that, in addition to the rights and protections afforded the
Monitor under-the CCAA ot as an officer. of this Court, the Monitor shall incur no lability or
Gbligation as a result of its appoinmnent or the carrying out of the provisions of {his Order,
save and except, for any gross negligence oy willful misconduct on its part. Nothing in this
Osder shall defogate from the protections afforded the Monitor by the CCAA or any
applicable legiskdtion.

26.  THIS COURT ORDERS that the Monitor, counsel. to. the Monitor and counsel to the
Applicant shall be paid their reasonable fees and disbursements, incurred both before and
afier the dafe of this Order, in each case at their standard rates and charges, by the Applicant
as part of the eosts of these proceedings. The Applicant is bhereby authorized and directed to
pay the accounts of the Monitor, counse] for the Monitor and counsel for the Applicant ona

wegkly basis.



27.  THIS COURT ORDERS that: the: Motiitor aind ity legal counsel shall pass their
acocunts: from Hrhe te time,. and for thiy purpose the accotints of the Mofitor and ity lepal
counsel are beréby referred to a. judge of the Commereial Tist of the Orftarie Superior Court
of Justice.

28,  THIS COURT ORDERS that the Monitor, counsel t the: Monitor, if any, and the
AppBeant’s eonrsel shall be entifled to the benefit of and.are hershy granfed a charge (the
“Administration Chaxes") on the Properiy; whish oharge shall niot excesd. an sggregate
arount of §150,000, as seeurity for their professional fees and: disbursements incimred gt the
standard rates and charges of the Manjtor and sueh courisel beth before and after the making
of this Order in respect of these procéedings. The Administeation Chsige Shall have the
ptiority set-out in paragraphs 29 and 31 hereof.

VALIDITY AND PRIORITY OF CHARGES €REATED BY THIS ORDER
39, THIS COURT ORDERS that the pricrities of the Dirssfois™ Charge and the
Administration Charge (¢olléstively, the. “CCAA. Chiarges”); as dmong them. shall be as

foltows:

First - the Adminigteation Charge (to the maximlin, gmeint 0f$1 50,000%;. and.

Second — Directors” Charge (fo the maximum amount of §750,000).

30 THIS COURT ORDERS that the filing, registration or perfestion of the CEAA
Charges shall not be requited, and that:the CCAA Charges shall be valid and enforceable for
all. purposes, including as against any wight, title or interest filed, registered; recorded. or
perfected subsequent to the CCAA Charges coming into existence, notwithstanding any such

fafture 10 file, register, record or perfect.

3.  THIS COURT ORDERS that each. of the CCAA. Charges shall constituie 2 charge on
all of the Property of the Applicant, other than the excluded property listed on Schedule “A to
this- Order and that the CCAA Charpges shall rank in ‘priority fo all other security interests,
trusts; liens, charges and éncumbiances, statutoty or otherwise; on the Property (collectively,

“Encumbrances™) in favour of‘any Person.
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12, THOS COURT ORDERS that except as otherwise. expressly provided for herein, or as
may be approved by this. Court, the Applicant shall not grant.any Encumbrances over amy
Property that rank in priotity fo, or pari passy with, any of the CCAA Charges unless the
Applicant also obtains thie prior written consent of the Monitor, the Affected Creditors and the
Spomsor, and the bereficiaties of the CCAA, Charges, or further Order of this Court.

23, THIS COURT ORDERS that the CCAA ‘Chaiges shall not be rendered invalid or
unenforceable-and the rights and remedies of the chargées entitled to; the benefit of the CCAA
Charges (collectively, the *Chargees”) thereunder. shall not otherwise be linitited of impaired
in any way by () the pendernicy of these proceedings and the declarations of insolvency made
Werein; (b) dny application(s) fr bankrupfey order(s) issued pursuant to the BIA, or any
bankiuptey order wade pursuant fo such applications; (c) the filing of any assignments for the
getieral benefit of creditoss made pursuaitt to the BIA; (d) the provisions of any federal or
provincial statites; ot {€) any négative covenants, prohibitions ot ofligr similar provisions with
tespect to. borrowings, incuiriiig debt or the. creation of Encunibrances, contained in any
existing Toan documents, lease, sublease, offer to lease ot other agregment {collectively, an
«Agreement™) which binds the Applicant, and notwithstanding any provision to the, contrary

in any Agreenient:

()  the creation ofthe CCAA Charges shall miot create of be degtned to constitutea
breach by the Applicant of any Agreement to which it is a party;

()  none of the Chargees. shail have any Hability to ary Person whatsoeyer 43 a
result of any breach of any Agreement caused by or resulting from the creation
of the CCAA Charges; and

()  thepayments madeby the Applicant pursuant to this Order, and the granfing of
the CCAA Charges, do not and will not constitute fraudulent ‘prefercnces,
fraudulent conveyances, oppressive conduet, settlements or other

challengeable, voidable or reviewable transactions under any applicable law.



VW

34, THIS: COURT QRDERS that any Charge created by this Order over leases of vedl
pioperty it Canada shall vuly be 4 Charge i the Applhaht’& interest in such, redl property

lesses.

SERVICE AND NOTICE
35.  THIS COURT ORDERS that the Moniter shall immediately post a.eopy of this Order
orf its website www.dsloitte com/fsdfallen-vangiard {the *Weébsife?), andithe Applicant shall

forthwith strve a gupy of tliis Order on eqtinssl for the Affected Creditars by email or
facsimile, and the Applicaritshall prowiptly sehd 4 copy of s Order (a) 10 all pafies filidg a
Notiee: of .Appearance: in respect of this Applieation: aad (b) to any ofher interested Persor
requesting:a.copy of this Order.

36,  THIS COURT ORDERS that the: Applicant and the Momitor be at liberty to serve this
Ordet, any other materfals and orders in these proceedings, any notices or other
cotresporidenee; by forwardiiig tre coples thereof by gourfer, personal delivery or-elecfronio
transmigsion to the Appl’i;aa:z‘f".\_sa creditors or other inferested parties af their respective
addresses as last showm oti the recerds of the Applicant and tharany such service or niotice: by
courier; peiSonal delivery or electrofie wansmission shall be dechded o be received o the
next business day followiig the-date of forwarding thefeof.

37.  THIS COURT ORDERS that the: Applicant, the Monitor, and any party who has filed
a Notics of Appeardnee may Sétve dny court mzterdaly in tess proceedings by e-

PDF or other electronic copy of such mateérials to contisels’ eimail addresses ay recotded on
the Service List From fime to time, in accordance, with: the E-filing firotocol of the Conriereial
List o the extent practicable, and the: Monitor:may post 4.copy-of any or all such riatetials on

the Website.

38, THIS COURT ORDERS that the Applicait o the Momiter may from time to {ime
apply to this. Court for advice and directions iti the discharge of its poyeers and duties

kereunder.
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39.  THIS COURT ORDERS that xiothing in this Order shall preveiit the Monitor fitin
acting as an interim receiver, a receiver, 4 teceiver and manager, or a trustee in bankruptey of
the: Applicant, the Businesses or the Property.

40. THIS COURT ORDERS that, niotwithstanding any other provision of this Order,
Export. Development Canada shall not be xequired, during the pendency of these CCAA
proceedings, fo providerany petformance security guarantees, financial security guarantees of

any other guatantees to'the Applicants or any Affected Creditor.

41. THIS COURT HEREBY REQUESTS the aid and recognition of any court; tribunal,
regulatory or adwinisirative body having jurisdiction in Canada, in the United. States, in the
United Kingdoin, 1o Ireland of ini India; to give effect to this Order and to agsistfhe Applicant,
the Moritor and their respective agents in carrying out thie termis of this Order.. All eourts,
tribuirials, regulatory and administrative bodies are hereby respectfully requested tomike such
orders and to provide such assistance to the Applicant.and. to the Monitor, as-an officer of this
Court, as may be necessary or desirable fo give effect to this Oxder, to grant. representative
statusto-the Monitor in any foreign proceeding, o to assist the Applicant and the Monitor and

their respective agents in earrying out the terms of this Order,

43 THIS COURT ORDERS that each of the Applicant and the Monitor be at Hberty and
is hersby authorized and empowered to apply fo any coust, tribunal, regulatory or
carrying out the terms of this Order, and the Monitor is authorized and gmpowered 10 act as

foreign representative if réquired in such proccedings,

43,  THIS COURT ORDERS that any interested party (including the Applicant and. the
Monitot) may apply to this Court to vary or amend this Order on niot less than twe (2) days’®
hotice To any other party ot parties likely to be affected by the arder saught or upon such other

natice, if any, as this Gourt may order.
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44.  THIS'COURT ORDERS: that this Order.and all of its provisions are effective as of
12:01 4.1, Eastern Standard/Daylight Time on the date of this Order.

ENSEHca al FINBERIT A TORONTO
O/ EDOX
LE"BHANS ] E RESISTRE NG

DEC 182009

PERTPAR: f\/ '
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SCHEDULE “A”
All equipment leased from Ikon Office Solutions Inc. and relating to PPSA. Registration
Number 2005 0411 1945 1531 5117 ‘

2008 Ford Fusion VIN 3FAHP08168R275708 leased from Surgenor National Leasing
Limited and relating to PPSA Registration 2009 0827 0959 1488 5813

2009 Subaru IMP-9G2BP VIN JF1GH61679H805494 leased from Toyeta. Credit Canada
Inc. and relating to PPSA Registration 2008 1119 1451 1330 7475



This is Exhibit “)” referred to in the
affidavit of Doreen Navarro
sworn before me, this 26™ day

of November 2013.

4 $

725

A Commiszl/@{ner for Taking Affidavits
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This is Exhibit “1” referred to in the
affidavit of Doreen Navarro
sworn before me, this 26" day

of November 2013.

L
A Comm%ner for Taking Affidavits
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Court File No. 09-00008502-00CL

ONTARIO SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION
or
ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY")
UNDER THE COMPANIES' CREDITORS ARRANGEMENT ACT, R.8.C. 1985, c. C-36,
AS AMENDED AND SECTION 186 OF THE ONTARIO BUSINESS CORPORATIONS
ACT, R.8.0. 1990, c. B.16, AS AMENDED

SECOND REPORT OF THE MONITOR

DATED DECEMBER 10, 2009

DOCSTOR: 18212362



Court File No. 09-00008502-00CL

ONTARIO SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION
OF
ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY”)
UNDER THE COMPANIES' CREDITORS ARRANGEMENT ACT, R.S,C, 1985, ¢. C-36,
-AS AMENDED AND SECTION 186 OF THE ONTARIO BUSINESS CORPORATIONS
ACT, R.8.0. 1990, ¢, B.16, AS AMENDED

SECOND REPORT OF THE MONITOR

DATED DECEMBER 10, 2009

INTRODUCTION

1. OnDecember 9, 2009 the Company filed for and obtained protection from its creditors pursvant
to the Companies' Creditors Arrangement Act, R.8.C. 1985, ¢. C-36, as amended (the “CCAA”),
The terms of these proceedings are governed by an Order of this Honourable Court dated
December 9, 2009 (the “Initial Order™). Pursuant to the Initial Order, Deloitte & Touche Inc.
(“Deloitte™) was appointed as monitor (the “Monitor”) of the Applicant,

2. Capitalized terms not defined in the Second Report of the Monitor (the “Report”) are as defined
in the Initial Order, the Plan of Arrangement and Reorganization (the “Plan”), the Plan Filing and
Meeting Order (the “Meeting Order”) and the previous Monitor's report (the “Monitor's First
Report”). All references to dollars are in Canadian currency unless otherwise noted.

3. The purpose of this Report is to provide this Honourable Court with information regarding the
results of the Creditors® Meeting held on December 9, 2009 and to support the Applicant’s
request for the Sanction Order.

4, In preparing this Report, the Monitor has relied upon unaudited financial information, Company
records, Company prepared financial information and discussions with management of the
Applicant (“Management”). The Monitor has not performed an audit or other verification of
such information.

5. OnDecember 9, 2009, this Honourable Court made the Initial Order and the Meeting Order
approving the filing of the Plan and authorizing the Applicant to call and hold a meeting of the
Affected Creditors on December 9, 2009 at 2:00 p.m.

6. In accordance with the provisions of the Initial Order, the Monitor posted a copy of the Initial

Order on the Monifor's website at www.deloitte.com/ca/allen-vangnard on December 9, 2009,
The Monitor also posted a copy of the Meeting Order on its website.

DOCSTOR: 182123612
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7.

In accordance with the provisions of the Initial Order the Applicant served a copy of the Initial
Order on counsel to the Affected Creditors by email or facsimile. '

The Applicant filed the Plan which was presented to the Affected Creditors on December 9, 2009,
A copy of the Plan is attached as Appendix “A” to the Report without schedules. A full copy of
the Plan was posted on the Monitor's website at www.deloitte.com/ca/allen-vanguard on
December 9, 2009.

Prior to the meeting of creditors, the Monitor reviewed the business and financial affairs of the
Company, and filed the Monitor's First Report thereon to the Court, the whole in accordance with
the provisions of section 23(1) of the CCAA. The Monitor's First Report was filed in Court on
December 9, 2009 and was made available on the Monitor's website at
www.deloitte.com/ca/allen-vanguard on December 9, 2009.

SUMMARY OF THE RESULTS OF THE CREDITORS’ MEETING

10.

11.

12.

13.

14.

Pursuant to the Meeting Order, the Applicant was authorized to call, hold and conduct a meeting
of creditors to consider and vote on the Plan. The Meeting Order sets out the procedures for the
calling and conduct of the Creditors' Meeting. The Creditors' Meeting was held on December 9,
2009 at the offices of Ogilvy Renault LLP, Royal Bank Plaza, 200 Bay Street, Suite 3800,
Toronto, Ontario, starting at 2:00 p.m.

All of the documents identified below (collectively, the “Meeting Materials) are in the
possession of the group of Affected Creditors:

A copy of the Initial Order;

A copy of the Plan;

The form of agreement and proxy for creditors to vote on the Plan; and
A copy of the Meeting Order.

The Meeting Materials were also made available on the Monitor's website on and after December
9, 2009,

In accordance with the Meeting Order, M, Pierre Laporte of Deloitte acted as the chair and as
secretary (the “Chair”) of the Creditors' Meeting. Mr. David Boddy of Deloitte acted as
scrutineer (the “Serutineer”) of the Creditors' Meeting.

At the Creditors’ Meeting, a quorum was present and accordingly, the Chair declared that the
Creditors' Meeting was properly constituted. The Scrutineer's report with respect to attendance is
attached as Appendix “B” to this Report.

RESULTS OF THE VOTING

15.

A motion to consider a resolution to approve the Plan was proposed at the Creditors' Meeting (the
“Resolution”) and a vote by ballot was called for by the Chair. The Affected Creditors at the
Creditors' Meeting voted as a single class as provided for in the Plan. A copy of the Resolution is
attached as Appendix “C”.

DOCSTOR: 182123612
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16, The Scrutineer tabulated the ballot cast in respect of the Plan and the Chair reported the results at
the Creditors' Meeting.

17. The Affected Creditors or their proxy holders voted on the resolution to approve the Plan as
follows:

FOR AGAINST
: # USS$ # US$
Affected Creditors havinga 7 206,274,639 - -
voting claim voting in person or
by proxy :
Percentage of the total votes 100% 100% - -

18. A copy of the Scrutineet's report on the results of the voting is attached as Appendix “D”.

19. In summary, a majority in number representing in excess of two-thirds in value of the Affected
Creditors holding proven claims and voting in person or by proxy at the Creditors’ Meeting,
voted in favour of the resolution to approve the Plan and hence the requisite majorities of
Affected Creditors required by section 6 of the CCAA were obtained. A copy of the minutes of
the Creditors' Meeting, excluding exhibits, is attached as Appendix “E”.

20. As soon as reasonably practicable following the voting on the Plan, and its acceptance by the
requisite majorities of Affected Creditors, the materials for the Sanction Hearing are to be, and
will be, served on the persons listed in Schedule “B” of the Meeting Order. Similasly,
advertisements (“Notice of Sanction Hearing”) are to be published by the Applicant in each of
the Globe and Mail (National Edition), La Presse (the French langnage translation thereof) and
the Wall Street Journal (National Edition) giving Notice of the Sanction Hearing. The Applicant
and the Monitor have posted the Notice of Sanction Hearing on their websites as required by
paragraph 23 of the Plan Filing and Meeting Order.

21. On December 9, 2009, a press release was issued by the Company containing substantively
similar information as contained in the Notice of Sanction Hearing to be published in the above
newspapers.

APPROVAL AND IMPLEMENTATION OF THE PLAN

22. The Meeting Order and the CCAA provide that the Plan can be sanctioned by the Court following
approval by the requisite majoriiies, which has occurred. The motion seeking an order
sanctioning the Plan (the “Sanction Hearing”) is scheduled to be heard on December 16, 2009 at
10:00am. Subject to this Honourable Court sanctioning the Plan on December 16, 2009, the
Applicant believes that the Plan Implementation Date will be on or about December 18, 2009.

DOCSTOR: 18212362
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RELEASES AND INJUNCTIONS GRANTED UNDER THE PLAN

23.

24,

25,

26.

27.

28.

29.

30.

The Plan provides certain releases to:

» the Company;
the Secured Lenders and the Agent;
the Plan Sponsor, the Sponsor Subsidiary and Versa Capital Management, inc.;
Deloitte in its capacity as the Monitor;
the Transfer Agent; and
each of their respective subsidiaries and affiliates and present and former partners,
officers, directors, shareholders, employees, financial advisors, auditors, legal counsel,
other professional advisors and agents, as applicable.

A general release (ihe “General Release”) covers any claims existing or taking place on or prior
to the Effective Time of the Plan relating to the CCAA Proceeding or any transaction
implemented in connection therewith, subject to the below exclusions.

The General Release does not cover any claims related to obligations under the Plan or the
associated documents, or to claims where the released party has been found to have engaged in
gross negligence, willful misconduct or fraud, or to claims referred to in subsection 5.1(2) of the
CCAA.,

The Plan also provides, as of the Effective Date, for comprehensive releases of the Company and
the current and former officers and directors of the Company from any claims relating to any
Equity Claims (the “Equity Claims Release”).

The Equity Claims Release does not release a director in respect of any claim referred to in
subsection 5.1(2) of the CCAA.

The injunctions provided in the Plan are limited by section 5.1(2) of the CCAA. The injunctions
bar any person from commencing, continuing or pursuing any proceeding on or after the
Effective Time for a claim that such person may have against the Company or any current or
former officer of the Company of the type referred to in subsection 5.1(2) of the CCAA (the
“Supplemental Injunction”), but permit any such subsection 5.1(2) claim to proceed against a
current or former director of the Company except that any such claim against a current or former
director of the Company is permitted recourse, and sole recourse, to the Company’s insurance
policies in respect of its current and former directors. The estimated value of any coverage under
such insurance is $30 million as per the Luxton Affidavit.

The Monitor is aware of at least one group of stakeholders affected by the Supplemental
Injunction, being a group of current and former shareholders of the Company that have served a
Notice of Action and Statement of Claim on the Company seeking approximately $80.0 million
in damages from the Company and its directors and officers, as further described in the Monitor's
First Repost. As stated above, the terms of the Supplemental Injunction would permit this claim
to survive against the current and former directors of the Company with recourse limited to the
Company’s insurance as referenced above,

The releases and injunctions contained in the Plan are reflected in the Sanction Order.

POCSTOR: 1821236\2
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CONDITIONS PRECEDENT AND BREAK FEES:

31. The conditions precedent to the implementation of the Plan are extensive, but are commonly
found in transactions.of this nature and complexity. The significant conditions precedent to the
implementation of the Plan and the completion of the transactions contemplated therein are
highlighted below:

» The Company, the Plan Sponsor and the Secured Lenders shall have executed and \
delivered a new amended credit agreement, a new junior secured credit agreement and an
inter-creditor agreement giving effect to the recapitalization contemplated by the Plan;’

e The Plan shall have been approved and the Sanction Order entered in the form proposed
and agreed upon by the Applicant, the Secured Lenders, and the Plan-Sponsor; and

* Allnecessary consents and approvals, regulatory or otherwise, shall have been obtained.

32. While not strictly a condition precedent to the implementation of the Plan, the Secured Lenders
may terminate and refuse to complete the Transaction Agreement, and thus terminate the
implementation of the Plan, if various financial and other support is not provided by third parties.

33, Cerfain termination events entitle the Plan Sponsor to a termination fee of US$7.5 million
payable by thé Company or a break fee of US$6 million payable by the Secured Lenders and/or a
reimbursement of any and all reasonable out-of-pocket expenses in connection with the
Transaction Agreement and the transactions contemplated thereby. Payment of the termination
fee or expense reimbursement by the Company is secured by the Company and its direct and
indirect subsidiaries, such security inferest being subordinated to the existing security interest that

- the Secured Lenders hold for amounts owing under the Existing Credit Agreement and associated
documents. Given the Monitor’s understanding that under a liquidation scenario there would be
a significant shortfall to the Secured Lenders, no parties other than the Secured Lenders would be
impacted by the existence of these termination fees and expense reimbursements and the Secured
Lenders have agreed to these fees and reimbursements pursuant to the terms of the Transaction
Agreement.

34. Asreferenced above, the Applicant intends to close the Transaction and implement the Plan on
December 18, 2009, which is the “outside date” for doing so under the terms of the Transaction
Agreement,

SUMMARY OF ACTIVITIES OF THE MONITOR

35. Below is a summary of some, but not all, of the activities undertaken, or to be undertaken, by the
Monitor during the CCAA Proceedings:

a) Apprised Creditors and other stakeholders apprised of the status of the
CCAA Proceedings through various means including the maintenance of a
website on which the Monitor posted all relevant motion materials, orders of
this Honourable Court, Monitor's reports, the Meeting Materials and other
relevant information relating to the CCAA Proceedings;

¥ The form of these documents have been agreed to and will be executed on the Effective Date

DOCSTOR: 182123612
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b) Monitor and report on the Applicant’s receipts and disbursements;

c) Assisted the Applicant with the preparation of its cash flow forecasts;

d) Chaired the Creditors' Meeting and tabulated the results of the Creditors'
Meeting; and

e} Prepared reporis.to this Honourable Court, as required.

MOTION FOR COURT SANCTION OF THE PLAN AND RECOMMENDATION

36.

37.

38.

39.

40.

41,

42.

The Monitor has been advised that the Company will file a motion with this Court for the
sanction of the Plan. o

A majority in number representing 100% in value of the Affected Creditors voting in person or by
proxy at the Creditors' Meeting voted in favour of the resolution to approve the Plan and hence
the requisite majorities required by section 6 of the CCAA were obtained.

The Monifor continues to believe that the Plan is the best course of action for the Company. The
Plan is more beneficial to the creditors than a sale or liquidation under the Bankruptcy and
Insolvency Act. There is no value for the shareholders or other security holders under any
available or achievable scenario and, therefore, it is reasonable that their equity interests in, and
any equity claims against, the Company be extinguished such that the Plan Sponsor can become
the new owner of the Company in exchange for its significant investment into the Company for
purposes of funding the Plan and the recapitalization of the Company.

To the best of the Monitor's knowledge, the Applicant has acted in good faith and with due
diligence, has complied with the provisions of the CCAA and the Orders of this Honourable
Court made in these CCAA Proceedings and has not done or purported to have done anything that
is not authorized by the CCAA.

The Plan and the transactions contemplated thereunder are complex, and are subject to various
conditions precedent, many of which are to be satisfied at closing. Such conditions are normal
for transactions of this nature and complexity.

The Monitor believes the Plan is fair and reasonable in the circumstances taking into account the
provisions of the CCAA and the entitlements of stakeholders inciuding Affected Creditors
thereunder, and the claims of those parties holding equity claims, as that term is defined in the
CCAA. With respect to injunctions which limit equity holders’ recourse for certain claims to the
Applicant’s directors’ and officers’ liability insurance we express no view, other than to note that
it is commonly the case that such recourse is for all practical purposes the only source of recovery
in respect of such claims, and the injunction purports to crystallize that circumstance. Given the
benefits which accrue pursuant to the Plan to Affected Creditors, their approval of the Plan, and
the incidental benefits to all other creditors arising from the transactions contemplated in the Plan,
which permit the Company to continue to conduct business in the ordinary course, the Monitor
recommends that the Plan be sanctioned by this Honourable Court.

The Monitor’s Certificate as contemplated in the Sanction Order is included in Appendix F.
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All of which the Monitor respectfally subinits to the Court.

Dated this 10® day of December, 2009,

Deloitte & Touche Inc.,
In its capacity as Court-appomted Momtor of
Allen-Vanguard Corporation

e —

Pierre Lapoite
President

Per: ‘
David Boddy
Senior Vice-President

DOCSTOR: 182123612
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IN THE MATTER OF THE COMPANIES® CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, ¢, C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION
OF .

ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY?”)
UNDER THE COMPANIES’ CREDITORS ARRANGEMENT ACT, R.S.C. 1985, ¢, C-36,
AS AMENDED AND SECTION 186 OF THE ONTARIO BUSINESS CORPORATIONS

ACT, R.8.0. 1990, c. B.16, AS AMENDED

MEETING OF CREDITORS
DECEMBER 9, 2009
2:00 P.M.

REPORT OF SCRUTINEER ON ATTENDANCE

The undersigned scrutineer hereby reports that the following holders (“Affected Creditors™) of proven
claims (“Proven Claims”) against Allen-Vanguard Corporation (the “Company”), were present at the
meeting referred to above (the “Meeting™) either in person or by proxy, as indicated, representing an
aggregate value of Proven Claims for purposes of voting (“Voting Claims™) as set out below, which
Affected Creditors filed an agreement and proxy prior to the commencement of the Meeting,

Method of Voting Number of Affected Creditors Agpregate Value of Voting
Represented Claims (USS)
By Proxy 6 $179,331,682.00
In Person 1 $26,942,957.00
Totals 7 $206,274,639.00

The total number of Affected Creditors represented in person or by proxy at the Meeting was seven (7)
Affected Creditors, representing 100% of the Affected Creditors who filed an agreement and proxy prior
to the commencement of the Meeting. Accordingly, the undersigned scrutineer hereby reports that a
quorum, consisting of at least one Affected Creditor present in person or by proxy, was present at the

Meeting,

Dated the 9™ day of December, 2009

DOCSTOR: 18212362
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SCRUTINEER
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IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION
: : OoF
ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY”)
UNDER THE COMPANIES' CREDITORS ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36,
AS AMENDED AND SECTION 186 OF THE ONTARIO BUSINESS CORPORATIONS
ACT, R.8.0. 1990, ¢c. B.16, AS AMENDED

PLAN RESOLUTION FOR AFFECTED CREDITORS

BE 1T RESOLVED THAT the Plan of Arrangement and Reorganization and the transactions
contemplated therein affecting claims against Allen-Vanguard Corporation, as more particularly
set out in-such plan, presented at the meeting of creditors pursuant to the Order of the Ontario
Superior Court of Justice (Commercial List) made on December 9, 2009 under the
COMPANIES’ CREDITORS ARRANGEMENT ACT be and is hereby authorized and approved.
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IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REQORGANIZATION
OF '
ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY”)
UNDER THE COMPANIES' CREDITORS ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36,
AS AMENDED AND SECTION 186 OF THE ONTARIO BUSINESS CORPORATIONS
ACT, R.8.0. 1990, c. B.16, AS AMENDED ]

MEETING OF CREDITORS
DECEMBER 9, 2009
2:00 P.M.
REPORT OF SCRUTINEER ON VOTING

The undersigned scrutineer hereby reports on the results of voting by the holders (“Affected Creditors™)
of proven claims (“Proven Claims™) of Allen-Vanguard Corporation (the “Company™), who were
present at the meeting referred to above (the “Meeting™) either in person or by proxy, as indicated,
representing an aggregate value of Proven Claims for purposes of voting (“Voting Claims”) as set out
below, which Affected Creditors filed an agreement and proxy for voting purposes prior to the
commencement of the Meeting,

L. Number of Affected Creditors and Value of Voting Claims Voted FOR the Resolution Approving

the Plan
Method of Voting Number of Affected Creditors Aggregate Value of Voting
Represented Claims (USS$)
By Proxy 6 $179,331,682.00
In Person 1 $26,942,957.00
Totals 7 $206,274,635.00

One (1) Affected Creditor, holding six (6) proxies and representing an aggregate value of $179,331,682 of
Voting Claims, and one (1) Affected Creditor attending in person and representing a value of $26,942,957
of Voting Claims, voted FOR the resolution approving the Plan, representing 100% of the total number of
Affected Creditors and which value of Voting Claims represents 100% of the aggregate value of the
Voting Claims held by the Affected Creditors present and voting in person or by proxy at the Meeting,

2. Number of Affected Creditors and Value of Voting Claims Voted AGAINST the
Resolution Approving the Plan

Method of Voting Number of Affected Creditors Aggregate Value of Voting
Represenied Claims
By Proxy - -
In Person - -
Totals - -
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None of the Affected Creditors voted AGAINST the resolution approving the Plan.

3. On the basis of the foregoing, a majority in number of the Affected Creditors voting at the
Meeting, representing more than two-thirds of the value of the Voting Claims, of such Affected
Creditors have voted in favour of the resolution approving the Plan.

Dated the 9th day of December, 2009

oA

David J. Boddy

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

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION
OF
ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY™)
UNDER THE COMPANIES' CREDITORS ARRANGEMENT ACT, R.8.C. 1985, ¢. C-36,
AS AMENDED AND SECTION 186 OF THE ONTARIO BUSINESS CORPORATIONS
ACT, R.8.0. 1990, c. B.16, AS AMENDED

MINUTES OF THE MEETING OF CREDITORS
HELD ON DECEMBER 9, 2009 AT 2:00 P.M.
AT THE OFFICES OF OGILVY RENAULT LLP, ROYAL BANK PLAZA
200 BAY STREET, SUITE 3800
TORONTO, ONTARIO

Present at the meeting for the Monitor were:

Pierre Laporte (Deloitte & Touche Inc.) Chair and representative of the Monitor
David J. Boddy (Deloitte & Touche Inc.) Scrutineer and representative of the Monitor
Mario Forte (Ogilvy Renault LLP) Monitor's Legal Counsel
Evan Cobb (Ogilvy Renault LLP) Monitor's Legal Counsel
Richard Hall (Royal Bank of Canada) Holding proxies for:

Bank of Montreal

The Bank of Nova Scotia

Bank of America, N.A., Canada Branch
Sumitomo Mitsui Banking Corporation of
Canada

State Bank of India (Canada)

Mark Conzelman (Canadian Imperial Bank of Commerce)
Doug Brown (Canadian Imperial Bank of Commerce)
Leanne Williams (ThorntonGroutFinnigan LLP) ~ Representing the Secured Lenders

Mr. Pierre Laporte acted as Chair and secretary and Mr. David Boddy acted as Scrutineer of the
meeting.

INTRODUCTION

At 2:00 p.m. the Chair called the meeting to order and briefly outlined the business to be
conducted at the meeting to the participants. The Chair informed the participants that the
meeting was being called pursuant to the Plan Filing and Meeting Order of December 9, 2009.
The Chair confirmed that based on the scrutineer’s report on attendance, a quorum was present
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and the meeting duly constituted for business (a copy of the scrutineer’s report on attendance is
included as Appendix B of the Monitor’s Second Report),

APPROVAL OF THE COMPANY’S PLAN OF ARRANGEMENT AND
REORGANIZATION

The Chair provided an overview description of the Plan and read the Plan Resolution on which
the Voting Creditors were asked to vote and reviewed the required voting criteria for the
approval of the Plan.

The Chair asked for a motion to consider the Plan Resolution, The motion was brought forward
by Mr. Richard Hall, proxy holder for the Royal Bank of Canada and others as referenced above,
and was seconded by Mark Conzelman of the CIBC.

The Chair provided the Affected Creditors an opportunity to ask questions and there being no
questions the Chair called for a vote on the Plan Resolution,

VOTE ON THE COMPANY’S PLAN OF ARRANGEMENT AND REORGANIZATION

The ballots were collected and the meeting was briefly adjourned while the scrutineer compiled
the votes. The Chair confirmed that he had received a copy of the scrutineer’s report on voting
and that the votes cast by the Affected Creditors having a proven claim and voting on the Plan
Resolution in person or by proxy were as follows (a copy of the scrutineer’s report on voting is
included as Appendix D of the Monitor’s Second Report):

FOR AGAINST

US$ # USS

Creditors having a voting claim 7 $206,274,639 - -
voting in person or by proxy

Percentage of the fotal votes 100% 100% - -

Consequently, the Chair confirmed that since the voting requirements undex the CCAA were
met, the Plan was approved by the Affected Creditors.
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TERMINATION OF THE MEETING

All matters of business having been discussed, the Chair requested that a motion be brought to
terminate the meeting, A motion to terminate the meeting was brought by Mr. Richard Hall,
proxy holder for the Royal Bank of Canada and others and was seconded by Mark Conzelman of
the CIBC. There being no further business to discuss, the Chair terminated the meeting at 2:20
p.m.

DATED at Toronto, Ontario this 9th day of December, 2009

=

Pierre Laporte, Chair

Deloitte & Touche Inc., in its capacity as
Monitor of Allen-Vanguard Corporation,
with no personal or corporate liability
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ONTARIO SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMEN. TACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF ARRANGEMENT AND REORGANIZATION
OF
ALLEN-VANGUARD CORPORATION (“APPLICANT” OR THE “COMPANY”)
UNDER THE COMPANIES’ CREDITORS ARRANGEMENT ACT, R8.C. 1985, ¢ C-36,
AS AMENDED AND SECTION 186 OF THE ONTARIO BUSINESS CORPORA TIONS
ACT, R.8.0. 1990, ¢, B.16, AS AMENDED

MONITOR'S CERTIFICATE

Whereas pursuant to the Order of the Ontatio Superior Court of Justice (Commercial List) (the “Court")
dated December ___, 2009, effective immediately and without further notice or Order of the Court, upon
filing with the Court the Monitor's Certificate confirming that Deloitte & Touche Inc., in its capacity as
the Monitor of Allen-Vanguard Corporation (the “Monitor™), has completed the Monitor's duties and
responsibilities as set out in the Order of the Honourable Justice Campbell dated December 9, 2009 (the
“Initia] Order®), the plan of arrangement and reorganization dated December 9, 2009 (the “Plan”), and

the Monitor's Second Report to the Court dated December 10, 2009 (the “Report”):
(i) The CCAA proceedings and Initial Order be and are immediately terminated;

(ii) The Administrative Charge (as defined in the Initial Order) be and is immediately
terminated; and

(iii) Deloitte & Touche Inc. be and is immediately discharged and released from any and all
further obligations as Monitor in the CCAA Proceedings.

HAVING BEEN ADVISED IN WRITING BY THE APPLICANT AND THE PLAN SPONSOR
THAT THE PLAN OF ARRANGEMENT AND REORGANIZATION HAS BEEN COMPLETED
IN ACCORDANCE WITH THE PLAN, THE UNDERSIGNED HEREBY CERTIFIES that the
Plan has been implemented and the Monitor has completed its duties and obligations as set out in the

Report.

DATED at Otiawa this day of L20

DELOITTE & TOUCHE INC,, in its capacity as
Monitor of Allen-Vanguard Corporation, with no
personal or corporate liability

Per:

David J. Boddy
Senior Vice President
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affidavit of Doreen Navarro
sworn before me, this 26™ day
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Court File No.: CV-09-00008502-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)
THE HONOURABLE MR. ) WEDNESDAY, THE 16TH DAY
)
JUSTICE CAMPBELL ) OF DECEMBER, 2009

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

IN THE MATTER OF A PLAN OF ARRANGEMENT
REORGANIZATION OF  ALLEN-VANGUARD
ORPORATION UNDER THE COMPANIES’' CREDITORS

&

o3 , /gi 2
_ \::\'% Sg}’ARRANGEMENT ACT, R.S.C. 1985, ¢c. C-36, AS AMENDED
%me@‘-‘ AND SECTION 18 OF THE ONTARIO BUSINESS

CORPORATIONS ACT, R.8.0. 1990, c. B.16, AS AMENDED

SANCTION ORDER

THIS MOTION made by Allen-Vanguard Corporation (the “Applicant”) for an Order
pursuant to section 6 of the Companies’ Creditors Arrangement Aet, R.S.C. 1985, ¢. C-36, as
amended (the “CCAA”) sanctioning the Applicant’s Plan of Arrangement and Reorganization
dated December 9, 2009, as amended, and as it may be further amended from time-to-time in
accordance with its terms (the “Plan™) and for ancillary relief associated with the

implementation of the Plan, was heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the Notice of Motion dated December 10, 2009, the affidavit of David
E. Luxton sworn December 8, 2009 and the Exhibits thereto, the affidavit of Barry Goldberg,
Genuity Capital Markets, sworn December 8, 2009, the affidavit of Glenn Sauntry, BMO Capital
Markets, sworn December 8, 2009 and the Exhibit thereto, all filed, and the First and Second
Reports of Deloitte & Touche Inc. (the “Monitor”) in its capacity as Monitor dated December 8,
2009, and December 10, 2009 and the Appendices thereto (the “Reports™), all filed, and on
being advised by counsel present that the Monitor, the Affected Creditors and the Sponsor (as
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defined in the Plan) consent to the relief sought on this motion, and on hearing the submissions
of counsel for the Applicant, the Monitor, the Affected Creditors, the Sponsor, Export
Development Canada, the directors of the Applicant and for the Plaintiff in the Action (as
defined below), no one else appearing although notice and service of this motion was duly and
properly given in accordance with the requirements of this Honourable Court’s Plan Filing and
Meeting Order dated December 9, 2009 (the “Meeting Order”), as appears from the Affidavit of
Service of David E. Luxton sworn December 14, 2009 (the “Luxton Affidavit of Service™):

SERVICE

1. THIS COURT ORDERS AND DECLARES that in accordance with the Meeting Order
this Motion is properly returnable today and hereby dispenses with further service hereof.

DEFINITIONS

2. THIS COURT ORDERS that any capitalized terms not otherwise defined in this Order

shall have the meanings ascribed to such terms in the Plan.

SERVICE AND MEETING OF CREDITORS

3. THIS COURT ORDERS AND DECLARES THAT the Meeting Or‘der remains in full

force and effect, unvaried and unamended.

4, THIS COURT ORDERS AND DECLARES that there has been good and sufficient
notice of the Meeting (as defined in the Meeting Order) and that the Meeting called pursuant to

' paragraph 6 of the Meeting Order was duly convened, held and conducted, in conformity with
the CCAA and the Meeting Order.

AMENDMENT OF PLAN

5. THIS COURT ORDERS AND DECLARES that the amendments to the Plan described
in Schedule “B” to this Order (the “Amendments™) are hereby approved and the Applicant is
hereby (a) anthorized and directed to forthwith deliver to the Monitor, for posting on the website,
an amended version of the Plan adopting and reflecting the Amendments and dated as of the date

hereof and (b) deemed to have complied with the requirements of section 9.1 of the Plan and
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paragraph 4 of the Plan Filing and Meeting Order concerning amendments to the Plan. (A
blackline reflecting the Amendments made to the Plan is enclosed as Schedule “C” to this
Order.)

SANCTION OF PLAN

6. THIS COURT ORDERS AND DECLARES that:

(a) the Plan has been approved by the requisite majorities of the Affected Creditors
present and voting, either in person or by proxy, at the Meeting, all in conformity
with the CCAA and the terms of the Initial Order and the Meeting Order;

(b)  the Applicant has acted in good faith and with due diligence, has complied with
the provisions of the CCAA, and has not done or purported to do (nor does the
Plan do or purport to do) anything that is not authorized by the CCAA;

'(c)  the Applicant has adhered to, and acted in accordance with, all Orders of this
Court in the CCAA Proceedings; and

(@)  the Plan, together with all of the compromises, arrangements, reorganization,
recapitalization, transfers, transactions, corporate transactions, releases and results
provided for therein and effected or contemplated thereby are fair, reasonable and
in the best interests of the Applicant, the Affected Creditors and the other
stakeholders of the Applicant, and does not unfairly disregard the interests of any

Person (whether an Affected Creditor or otherwise).

7. THIS COURT ORDERS that the Plan, including the compromises, arrangements,
reorganization, recapitalization, transfers, transactions, corporate transactions, releases and
results provided for therein and effected or contemplated thereby, including the Articles of
Reorganization and the Restructuring Documents and the transactions contemplated thereby, be
and are hereby sanctioned and approved pursuant to section 6 of the CCAA and, at the Effective
Time, will enure to the benefit of, become effective and be binding upon the Applicant, the
Affected Creditors, the Sponsor and all other Persons affected thereby, and on their respective
heirs, administrators, executors, legal personal representatives, successors and assigns, in the

order stipulated in the Plan,



PLAN IMPLEMENTATION

8. THIS COURT ORDERS that the Applicant, the Monitor and the Transfer Agent, as the
case may be, arc authorized and directed to take all steps and actions, and to do all things,
necessary or appropriate to enter info or implement the Plan in accordance with its terms,
including making the distributions and implementing the transactions contemplated by the Plan,
and to enter into, exccute, deliver, implement émd consummate all of the steps, transactions and
agreements contemplated under and pursuant to the Plan, including the Articles of
Reorganization and the Restructuring Documents and the transactions contemplated thereby, in

accordance with their respective terms.

9. THIS COURT ORDERS that in completing the Plan, the Applicant, the Monitor and
the Transfer Agent, as the case may be, be and are hereby authorized and directed:

(@) to execute and deliver such additional, related and ancillary documents and
assurances governing or giving effect to the Plan, including as set out in or
contemplatéd by the Transaction Agreement, the Restructuring Documents and
the Articles of Reorganization, which are reasonably necessary or advisable to
conclude the Plan and the transactions contemplated thereby, including the
execution of such powers of attorney, conveyances, deeds, releases, bills of sale,
transfers, instruments and such other documents, in the name and on behalf of the
Applicant or otherwise, as may be reasonably necessary or advisable to effect the

Plan and transactions contemplated thereby; and

(b)  to take any such steps, actions and proceedings that are reasonably necessary or

incidental to conclude the Plan and the transactions contemplated thereby.

10. THIS COURT ORDERS that the Bulk Sales Act, R.S.0. 1990, ¢. B-14, as amended, and
any other legislation affecting sales in bulk in all jurisdictions in which the Applicant’s assets are
located do not apply to the Plan, and the Plan may be completed without compliance with any
notice, statutory or otherwise, which a creditor or other party may be required to issue in any

jurisdiction within which any of the Applicant’s assets are located.
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11, THIS COURT ORDERS AND DECLARES that the reorganization of the capital of
the Applicant under section 186 of the Business Corporations Act (Ontario), R.8.0. 1990, c.
B.16, as amended (the “OBCA”), by the (i) cancellation and extinguishment, without a return of
capital or any other consideration, of all issued and outstanding Securities; (ii) amendment of the
Applicant’s Articles of Amalgamation by way of the Articles of Reorganization; and (iii) the
issuance of the New Shares to the Sponsor Subsidiary, in the manner set forth in section 8.2(2) of

the Plan and the Articles of Reorganization, be and is hereby approved, authorized and directed.

12. THIS COURT ORDERS that the Applicant is hereby authorized and directed to file the
Articles of Reorganization in the form attached hereto as Schedule “A” with the Director
appointed under the OBCA pursuant to section 186(4) of the OBCA prior to closing to reflect the

reorganization approved in paragraph 11 above.

13. THIS COURT ORDERS AND DECLARES that at the Effective Time, all Securities
shall and are hereby cancelled and extinguished without a return of capital or other

consideration, compensation or relief of any kind to the holders thereof.

14. THIS COURT ORDERS AND DECLARES that at the Effective Time, all Claims
against the Applicant (and any successor thereto or the Sponsor Subsidiary) in respect of the
Securities (including, without limitation, any Claims against the Applicant resulting from the
ownership, purchase or sale of the Securities by any current or former holder thereof, and any
Claims for contribution or indemnity against the Applicant in respect of any such Claims) shall
be and are hereby discharged and extinguished without a return of capital or other consideration,

compensation or relief of any kind to the current or former holders thereof.

15. THIS COURT ORDERS AND DIRECTS the Applicant and the Transfer Agent to
transfer the Common Shares and to issue the New Shares to the Sponsor Subsidiary pursuant to

section 8.2(2) of the Plan and the Articles of Reorganization.

16. THIS COURTS ORDERS AND DECLARES that no meetings or votes of any holders
of Securities or of Common Shares are required in connection with the Plan or the

Reorganization.
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17.  THIS COURT ORDERS AND DECLARES that all New Shares issued to the Sponsor

Subsidiary in connection with the Plan are validly issued and outstanding on and as of the

Effective Time as fully-paid and non-assessable.

18.  THIS COURT ORDERS AND DECLARES that at the Effective Time, all Claims
against the Applidant (and any successor thereto or the Sponsor Subsidiary) in respect of the
Common Shares (including, without limitation, any Claims against the Applicant resulting from
the ownership, purchase or sale of the Common Shares by any current or former holder thereof,
and any Claims for confribution or indemnity against the Applicant in respect of any such
Claims) shall be and are hereby discharged and extinguished without a return of capital or other
consideration, compensation or relief of any kind to the current or former holders thereof, and
the Transfer Agent shall not be required to distribute the Transfer Price (CDN$ 1.00) to the

holders of the Common Shares.

19. THIS COURT ORDERS AND DECLARES that, in accordance with the terms of the
Plan, and the Articles of Reorganization, the legal and beneficial right, title and interest of the
Sponsor Subsidiary in and to the Common Shares shall vest and hereby are vested as of the
Effective Time in the Sponsor Subsidiary absolutely and forever, free and clear of and from any

and all Claims.

20. THIS COURT ORDERS that upon implementation of the Plan in accordance with
Section 8.2(2) thereof, the Applicant shall deliver to the Monitor and file with the Court a copy
of a certificate stating that all conditions precedent set out in the Plan have been satisfied or
waived, the Articles of Reorganization have been filed and have become effective as of the date
set out in the Certificate of Amendment, the transactions set out in Section 8.2(2) of the Plan
have occurred and become effective, and that the implementation of the Plan shall have occurred

in accordance with the Plan at the Effective Time.

21. THIS COURT ORDERS that each Contract shall remain in full force and effect and no

Person who is a party to any Contract shall, following the Plan Implementation Date, accelerate,

terminate, rescind, refuse to perform or repudiate its obligations thereunder, or enforce or.

exereise any right (including any right of set-off, dilution or other remedy) or make any demand

or declare any default, violation or breach under or in respect of any such Contract and no
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automatic termination under or in tespect of any such Contract will have any validity or effect,

by reason:

(a)  of the insolvency of the Applicant (or any of its subsidiaries on account of the
insolvency of the Applicant) or the fact that the Applicant sought or obtained
relief under the CCAA, that the CCAA Proceedings have been commenced or
completed, or that the within restructuring or recapitalization has been

implemented in respect of the Applicant; or

(b)  of any compromises or arrangements effected pursuant to, or in connection with,
the Plan or any action taken or transaction effected pursuant to the Plan, the
Articles of Reorganization, any of the Restructuring Documents or this Sanction
Order, including the change in control of the Applicant or any of its subsidiaries;
provided, however, that nothing in this paragraph shall affect or otherwise limit
any contractual right that an employee of the Applicant may have with respect to

a change in control of the Applicant.

RELEASES, DISCHARGES AND INJUNCTIONS

99.  THIS COURT ORDERS AND DECLARES that the compromises, arrangements,
reorganizations, releases, discharges and other transactions contemplated in and by the Plan,
including the Articles of Reorganization and the Restructuring Documents, including those
granted by and for the benefit of the Released Parties, are integral components thereof and are
necessary for, and vital to, the success of the Plan and that, effective on the Plan Implementation
Date, all such releases, discharges and injunctions are hereby sanctioned, approved and given full

force and effect in accordance with and subject to their respective terms.

23.  THIS COURT ORDERS that, without limiting the generality of any provision of this
Order or the Plan, immediately upon the Plan Implementation Date having occurred, every
Person (regardless of whether or not such Persons are Affected Creditors) hereby fully, finally,
irrevocably and unconditionally releases and discharges each of the Released Parties of and from
any and all demands, claims, actions (including any class actions or proceedings before an
administrative tribunal), causes of action, grievances, counterclaims, suits, debts, sums of money,

accounts, covenants, damages, judgments, expenses, executions, liens and other recoveries on
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account of any liability, obligation, demand or cause of action of whatever nature that any such
Person may be entitled to assert, including, without limitation, any and ail claims for accounting,
reconciliation, contribution or indemnity, restitution or otherwise, whether known or unknown,
matured or unmatured, direct, indirect or derivative, foreseen or unforeseen, existing or hcrea_fter
arising, based in whole or in part on any act or omission, transaction, dealing, termination,
disclaimer or repudiation of any contract, lease or other agreement, whether written or oral or
other occurrence existing or taking place on or prior to the Effective Time relating to, arising out
of or in connection with any Affected Claims, the Plan, the Articles of Reorganization, the
cancellation of the Securities and the transfer of the Common Shares without consideration,
compensation or relief of any kind, the Restructuring Documents, the CCAA Proceedings, the
Reorganization or any of the transactions implemented in connection with any of the foregoing
(collectively, the “Released Claims”); provided, however, that nothing herein shall release or
discharge a Released Party: (i) from any of its obligations under the Plan, the Restrugturing
Documents, the Articles of Reorganization, the Transaction Agreement or any other agreement
which the Plan Participants or some of them may have entered into in connection with any of the
foregoing; (ii) 'if such Released Party is adjudged by the express terms of a judgment rendered on
a final determination on the merits to have committed gross negligence, frand or willful
misconduct; or (iii) in the case of directors in respect of any claim of the kind referred to in
subsection 5.1(2) of the CCAA or (iv) the EDC Claims.

24.  THIS COURT ORDERS that, without limiting the generality of any provision of this
Order or the Plan, immediately upon the Plan Implementation Date having occurred, every
Person (regardless of whether or not such Persons are Affected Creditors) hereby fully, finally,
irrevocably and unconditionally releases and discharges the Applicant (énd any successor thereto
ot the Sponsor Subsidiary) and the current and former officers and directors thereof of and from
any and all demands, claims, actions (including any class actions or proceedings before an
administrative tribunal), causes of action, grievances, counterclaims, suits, debts, sums of money,
accounts, covenants, damages, judgments, expenses, executions, liens and other recoveries on
account of any liability, obligation, demand or cause of action of whatever nature that any such
Person may be entitled to assert, including, without limitation, any and all claims for accounting,
reconciliation, contribution or indemnity, restitution or otherwise, whether known or unknown,

matured or unmatured, direct, indirect or derivative, foreseen or unforescen, existing or hereafter
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arising, based in whole or in part on any act or omission, transaction, dealing, termination,
disclaimer or repudiation of any contract or other agreement, whether written or oral or other
occurrence existing or taking place on or prior to the Effective Time relating to, arising out of or
in connection with any Equity Claims; provided, however, that nothing herein shall release or
discharge a director or current or former officer in respect of any claim of the kind referred to in

subsection 5.1(2) of the CCAA.

25. THIS COURT ORDERS that, without limiting the generality of any provision of this
Order or fhe Plan, immediately upon the Plan Implementation Date having occurred, all Persons
(regardless of whether or not such Persons are Affected Creditors) are permanently and forever
barred, estopped, stayed and enjoined, on and after the Effective Time, with respect to any and
all Released Claims, from (i) commencing, conducting or continuing in any manner, directly or
indirectly, any action, suits, demands or other proceedings of any nature or kind whatsoever
(including, without limitation, any proceeding in a judicial, arbitral, administrative or other
forum) against the Released Parties; (ii) enforcing, levying, attaching, collecting or otherwise
recovering or enforcing by any manner or means, directly or indirectly, any judgment, award,
decree or order against the Released Parties or their property; (iii) commencing, conducting or
continuing in any manner, directly or indirectly, any action, suits or demands, including without
limitation, by way of contribution or indemnity or other relief, in common law, or in equity,
breach of trust or breach of fiduciary duty or under the provisions of any statute or regulation, or
other proceedings of any nature or kind whatsoever (including, without limitation, any
proceeding in a judicial, arbitral, administrative or other forum) against any Person who makes
such a claim or might reasonably be expected to make such a claim, in any manner or forum,
against one or more of the Released Parties; (iv) creating, perfecting, asserting or otherwise
enforcing, directly or indirectly, any lien or encumbrance of any kind against the Released
Parties or their property; or (v) taking any actions to interfere with the implementation or
consummation of this Plan; provided, however, that the foregoing shall not apply to the
enforcement of any obligations under Plan, the Restructuring Documents or the Transaction
Agreement or any other agreement which the Plan Participants or some of them may have
entered into in connection with any of the foregoing or in respect of any claim against a director
of the kind referred to in subsection 5,1(2) of the CCAA.
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26. THIS COURT ORDERS that, without limiting the generality of any provision of this
Order or the Plan, immediately upon the Plan Implementation Date having occurred, all Persons
(regardless of whether or not such Persons are Affected Creditors) are permanently and forever
barred, estopped, stayed and énjoined, on and after the Effective Time, with respect to any and
all Equity Claims, from (i) commencing, conducting or continuing in any manner, directly or
indirectly, any action, suits, demands or other proceedings of | any nature or kind whatsogver
(including, without limitation, any proceeding in a judicial, arbitral, administrative or other
forum) against the Applicant (or any successor thereto or the Sponsor Subsidiary) or any current
or former officer or director thereof; (ii) enforcing, levying, attaching, collecting or otherwise
recovering or enforcing by any manner or means, directly or indirectly, any judgment, award,
decree or order against the Applicant (or any successor thereto or the Sponsor Subsidiary), any
current or former officer or director thereof, or their property; (iii) commencing, conducting or
continuing in any manner, directly or indirectly, any action, suits or demands, including without
limitation, by way of contribution or indemnity or other relief, in common law, or in equity,
breac}f bf trust or breach of fiduciary duty or under the provisions of any statute or regulation, or
other jiaroceedings of any nature or kind whatsoever (including, without limitation, any
proceéiiing in a judicial, arbitral, administrative or other forum) against any Person who makes
such a claim or might reasonably be expected to make such a claim, in any manner or forum,
against the Applicant (or any successor thereto or the Sponsor Subsidiary) or any current or
former officer or director thereof, (iv) creating, perfecting, asserting or otherwise enforcing,
directly or indirectly, any lien or encumbrance of any kind against the Applicant (or any
successor thereto or the Sponsor Subsidiary), any current or former officer or director thereof, or
their property; or (v) taking any actions to interfere with the implementation or consummation of
this Plan; provided, however, that the foregoing shall not apply in respect of any claim against a

director or current or former officer of the kind referred to in subsection 5.1(2) of the CCAA.

27. THIS COURT ORDERS that, without limiting the generality of any provision of this
Order or the Plan, immediately upon the Plan Implementation Date having occurred, all Persons
(regardless of whether or not such Persons are Affected Creditors) are permanently and forever
barred, estopped, stayed and enjoined, on and after the Effective Time, with respect to any claim
of the kind referred to in subsection 5.1(2} of the CCAA, from (i) commencing, conducting or

continning in any manner, directly or indirectly, any action, suits, demands or other proceedings
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of any nature or kind whatsoever (including, without limitation, any proceeding in a judicial,
arbitral, administrative or other forum) against the Applicant (or any successor thereto or the
Sponsor Subsidiary), or its property; (if) enforcing, levying, attaching, collecting or otherwise
recovering or enforcing by any manner or means, directly or indirectly, any judgment, award,
decree or order against the Applicant (or any successor thereto or the Sponsor Subsidiary), or its
property; (iil) commencing, conducting or continuing in any manner, directly or indirectly, any
action, suits or demands, including without limitation, by way of contribution or indemnity or
other relief, in common law, or in equity, breach of trust or breach of fiduciary duty or under the
provisions of any statute or regulation, or other proceedings of any nature or kind whatsoever
(including, without limitation, any proceeding in a judicial, arbitral, administrative or other
forum) against anf/ Person who makes such a claim or might reasonably be expected to make
such a claim, in any manner or forum, against the Applicant (or any successor thereto or the
Sponsor Subsidiary) or its property; (iv) creating, perfecting, asserting or otherwise enforcing,
directly or indirectly, any lien or encumbrance of any kind against the Applicant (or any
successor thereto or the Sponsor Subsidiary), or its property; or (v) taking any actions to interfere
with the implementation or consummation of this Plan; and that the sole recourse for any such
claims against a current or former director or officer of the Applicant as of the date hereof shall
be, and is hereby, limited to any recoveries available from the Applicant’s insurance policies in
respect of its current or former directors or officers, and that the holder of any such valid and
proven claim shall be subrogated to the rights of any such director or officer to any insurance

coverage available in respect of such a claim.

28.  THIS COURT ORDERS that, pursuant to paragraphs 14 and 24 of this Order, the action
styled as Laneville v. Allen-Vanguard Corporation, et al., Court File No. 64170, commenced at
London (the “Action™) is hereby dismissed without costs as against the Applicant.
Notwithstanding the dismissal of the Action as against the Applicant and the full release of the
Applicant from the claims in the Action pursuant to the Plan and this Order, the Applicant shall
preserve all documentation within its possession, power and control relevant to the Action,
pending further Order of the Court. This Order is without prejudice to: (a) the Plaintiff in the
Action requesting documentary discovery and oral discovery of a representative of the Applicant
under the provisions of R. 30.10 and R. 31.10 of the Rules of Civil Procedure; (b) the Plaintiff in

the Action serving a summons to wiiness on an employee of the Applicant under the provisions
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of R. 39.03 of the Rules of Civfl Procedure; and (c) the Applicant’s rights in responding to any

such actions.
DISCHARGE OF MONITOR

29. THIS COURT ORDERS that as of the Effective Time, the Monitor shall be discharged
and released and shall have no further obligations and responsibilities, save and expect with
respect to any remaining duties and responsibilities required to give effect to the terms of the
Plan and this Order.

30.  THIS COURT ORDERS that the completion of the Monitor’s duties shall be evidenced,
and its final discharge shall be effected by the Monitor filing a certificate of discharge with this
Court.

31. THIS COURT ORDERS AND DECLARES that the actions and conduct of the
Monitor in the CCAA Proceedings are hereby approved and that the Monitor has satisfied all of

its obligations up to and including the date of this Sanction Order, and that in addition to the

protections in favour of the Monitor as set out in the Initial Order, the Monitor shall not be liable

for any act or omission on the part of the Monitor, including with respect to any reliance thereof,
including without limitation, with respect to any information disclosed, any act or omission
pertaining to the discharge of duties under the Plan or as requested by the Applicant or with
respect to any other duties or obligations in respect of the implementation of the Plan, save and
except for any claim or liability arising out of any gross negligence or willful misconduct on the
part of the Monitor. Subject to the foregoing, and in addition to the protections in favour of the
Monitor as set out in the Orders of this Court, any Claims against the Monitor in connection with
the perfoﬁnance of its duties as Monitor are hereby released, stayed, extinguished and forever

barred and the Monitor shall have no liability in respect thereof.

32. THIS COURT ORDERS that no action or other proceeding shall be commenced against
the Monitor in any way arising from or related to its capacity or conduct as Monitor except with
prior leave of this Court and on prior written notice to the Monitor and such further order
securing, as security for costs, the solicitor and his own client costs of the Monitor in connection
with any proposed action or proceeding as the Court hearing the motion for leave to proceed may

deem just and appropriate.
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33. THIS COURT ORDERS that the Reports of the Monitor and the activities of the

Monitor referred to therein be and are hereby approved.

CCAA CHARGES

34. THIS COURT ORDERS that the Director’s Charge (as such term is defined in the
Initial Order) is hereby discharged and released and of no further force or effect as of the

Effective Time.

35. THIS COURT ORDERS that on the Plan Implementation Date, or as soon as
reasonably practicable thereafter, the Applicant shall pay all professional fees and disbursements
incurred at their standard rates due to the Monitor, counsel for the Monitor and counsel for the
Applicant in respect of these proceedings for the period up to and including the Plan
Implementation Date, to the extent not already paid in accordance with the terms of the Initial
Order, and upon such payments having been made by the Applicant, the Monitor shall file an
acknowledgment confirming same with the Court (with a copy to the Sponsor) at which time the
Administration Charge (as such term is defined in the Initial Order) shall hereby be discharged
and released and of no further force or effect or, failing the filing of such acknowledgement by

the Monitor, at such time as determined by this Honourable Court.

INITIAL ORDER AND OTHER ORDERS

36. 'THIS COURT ORDERS that:

(a)  except to the extent that the Initial Order has been varied by or is inconsistent
with this Order or any further Order, the provisions of the Initial Order shall
remain in full force and effect until the Effective Time; provided that the
protection granted in favour of the Monitor in the Initial Order shall continue in

full force and effect after the Effective Tirue;

(b)  the stay of proceedings set out in the Initial Order is hereby extended until the
Effective Time without further order of this Court.



.14 -

EFFECT, RECOGNITION, ASSISTANCE

37.  THIS COURT ORDERS that this Order shall have full force and effect in all prbvinces
and territories in Canada, outside Canada and against all Persons against whom it may otherwise

be enforceable.

38. THIS COURT REQUESTS the aid, recognition and assistance of other courts in
Canada in accordance with Section 17 of the CCAA and requests that the Federal Court of
Canada and the courts and judicial, regulatory and administrative bodies of or by the provinces
and territories of Canada, the Parliament of Canada, the United States of America, the states and
other subdivisions of the United States of America including, without Iimifation, the U.S. District
Court, the United Kingdom, Ireland, India and other nations and states act in aid, recognition and
assistance of, and be complementary to, this Court in carrying out the terms of this Order and
ahy other Order in this proceeding. Each of the Applicant, the Monitor and the Sponsor shall be
at liberty, and is hereby authorized and empowered, to make such further applications, motions
or proceedings to or before such other court and judicial, regulatory and administrative bodies,
and také such other steps, in Canada, the United States of America, the United Kingdom, Ireland,

India, and other nations as may be necessary or advisable to give effect to this Order.

39,  THIS COURT ORDERS that, in the event that the Affected Creditors and the Sponsor
cannot resolve the quantum of the equity injection to be made by the Sponsor pursuant to the
Transaction Agreement prior to-the Effective Time, such quantum shall be determined by this
Honourable Court on an expedited basis (within thirty days or less, subject to Court availability)
on -a mutually agreed timetable and process between the Affected Creditors and the Sponsor.
Prior to the Effective Time, the Affected Creditors, the Sponsor and the Allen-Vanguard Parties
shall agree on amended terms to the Credit Agreement and any other agreements among them

required to outline the mechanism to resolve the quantum of the equity injection and related

matters,

ENTERED AT / INSCRIT A TORONTO

Eg flgf?;\i:,KLTzoéaala‘\TRE NQL: M C&-"/I\{:A/\-' {;!—
DEC 16 2008

A <Y Joanne Nicoara
PERIE Rogistrar, Superior Court of Justice
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Ontario Corporation Number

. 'For Ministry Use Only
A Pusage exclusif du ministére Numéro de la sociélé en Ontario
1633813
ARTICLES OF REORGANIZATION
STATUTS DE REORGANISATION
Form 9 1. The name of the corporation is: (Set out in BLOCK CAPI{TAL LETTERS)
ceusine:fs Dénomination sociale de la société : {Ecrire en LETTRES MAJUSCULES SEULEMENT) :
orperations
At A|LIL|E|N|-|V]AIN|G{UJA|R|D| IC|O|RIP{O|R|A[T|!I|O|N
Formule 9
Lol surles
socigtds par
aclions

2. The new name of the corporation if changed by the reorganization: {Set out in BLOCK CAPITAL LETTERS)
Nouvelle dénomipation sociafe de ia société si elle est modifide par suite de la réorganisation : (Ecrire en LETTRES
MAJUSCULES SEULEMENT) :

3. Date of incorporationfamalgamation: / Date de /a constitution ot de fa fusion :
2005 February 10
Year, Month, Day / annéde, mo's, four

4. The reorganization was ordered by the courl on / La cour a ordonné la réorganisation le
[DATE TO BE INSERTED PRIOR TO FILING]

Yoar, Menth, Day / année, mois, jour

and a cerlified copy of the Order of the court is attached fo these arlicles as Exhibit *A". / une copfe certifiés conforme de
Fordonnance da Ia cour consiitua Fannexe «As,

5. Inaccordance with the Order for rearganization the aricles of the corporation are amended as follows:
Conformeément & l'ordonnance de réorganisation, les statuls de la sociéte sont modifiés de la fagon suivante :

Amend the rights, privileges, resfrictions and conditions attaching to the common shares by adding the
provisions set out in Schedule 1 and Schedule 2 which are attached to these articles.

07114 (03/2006)
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SCHEDULE 1
TO THE ARTICLES OF REORGANIZATION OF
ALLEN-VANGUARD CORPORATION

The additional rights, privileges, restrictions and conditions attaching to the common shares as a
class shall be as follows: -

1. Defined Terms

For the purposes of paragraphs 2 and 3 hereof:

(@)  “Corporation” means Allen-Vanguard Corporation;

(b)  “Comtego AV” means Contego AV Luxembourg S.a 1.1, 2 Luxembourg S.ar.l;

(c)  “Tramsfer” has the meaning ascribed to such term in paragraph 2(b) hereof;

(d)  “Transfer Agent” means CIBC Mellon Trust Company;

()  “Transfer Date” means the date upon which the Transfer Notice is delivered to
the Transfer Agent in accordance with paragraph 2(a) hereof;

) “Transfer Price” means $1.00;

(g)  “Transfer Notice” means the notice advising of the Transfer, substantially in the
form attached hereto as Schedule 2; and

(h)  “Transfer Time” means the time the Transfer Notice is delivered to the Transfer
Agent on the Transfer Date in accordance with paragraph 2(a) hereof.

2. Transfer

(@) At any time, the Corporation may cause the Transfer through the delivery by the
Corporation of the Transfer Notice to the Transfer Agent by hand delivery to an
authorized signing officer of the Transfer Agent, which delivery shall be deemed
to be delivery of the Transfer Notice to each holder of common shares of the
Corporation, with a copy to Contego AV by delivery to an authorized signing
officer of Contego AV.

(b)  In the event the Transfer Notice is delivered by the Corporation in accordance

with paragraph 2(a) hereof, at the Transfer Time, each holder of common shares
shall be deemed to have transferred, to Contego AV all of such person’s right,
title and interest in and to its common shares and Contego AV shall acquire, and
shall be deemed to.have acquired, from each such holder of common shares all,
but not less than all, of the common shares held by each such holder (which
transfer and acquisitions are referred to herein as the “Transfer”) and, at the
Transfer Time, each holder of common shares shall not be entitled to exercise any
of the rights of a holder of common shares in respect thereof other than the right
to receive its pro rata share of the Transfer Price for the common shares.



1b

(¢)  Contego AV shall, on the Transfer Date, deposit with, or otherwise cause to be
deposited with, the Transfer Agent sufficient funds to pay the Transfer Price to
the holders of the common shares and, in the event that the Transfer Notice is
delivered by the Corporation in accordance with paragraph 2(a) hereof, such
deposit shall constitute a full and complete discharge of Contego AV’s obligation
to pay the Transfer Price to the holders of the common shares. On and after the
Transfer Time, any such money deposited with the Transfer Agent shall be held
by the Transfer Agent as agent for the holders of the common shares, and receipt
of payment by the Transfer Agent shall be deemed to constitute payment of the
Transfer Price to the holders of the common shares for all of the common shares
transferred pursuant to the Transfer. The holders of the common shares
transferred pursuant to the Transfer shall be entitled to receive their pro rata share
of the Transfer Price (rounded down to the nearest $0.01), without interest, for the
common shares so transferred, (i) on presentation and surrender of the certificate
or certificates representing all common shares held by such holder (or, in respect
of any such certificate or certificates which have been lost, destroyed or
wrongfully taken, an indemnity bond together with an affidavit confirming
ownership, each in a form satisfactory to Contego AV, acting reasonably) or any
other evidence of ownership with respect to the common shares which is
satisfactory to Contego AV, acting reasonably, and (ii) on presentation of a fully
completed and duly executed letter of transmittal in a form acceptable to Contego
AV and the Transfer Agent, acting reasonably, provided that no holder shall be
entitled to receive an amount less than $0.01. Should any holder of any common
shares transferred pursuant to the Transfer fail to present and surrender the above
mentioned documentation, Contego AV shall have the right, after four (4) years
from the Transfer Date, to have all remaining funds deposited with the Transfer
Agent returned to Contego AV and Contego AV shall thereafter be responsible
for payment of the Transfer Price to any former holder of a common share upon
presentation and surrender of such documentation as Contego AV may require.

If the Transfer Notice has not been delivered to the Transfer Agent in accordance with
paragraph 2(a) hereof on or prior to 11:59 p.m. on the date that is two (2) business days
after the date on which the certificate of amendment is received by the Corporation from
the Ministry of Government Services, the provisions of paragraphs 1 and 2 hereof shall
be of no force or effect.
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SCHEDULE 2
TO THE ARTICLES OF REORGANIZATION OF
ALLEN-VANGUARD CORPORATION

TRANSFER NOTICE
TO: CIBC Mellon Trust Company
COPY TO: Contego AV Luxembourg S.ar.l.
FROM: Allen-Vanguard Corporation
DATE: [insert date]
All capitalized terms in this Transfer Notice that are not defined herein have the meaning
ascribed to such terms in the share provisions attaching to the common shares of Allen-Vanguard
Corporation.
In accordance with the share provisions attaching fo ﬁle common shares, Allen-Vanguard

Corporation hereby gives notice to the Transfer Agent and Contego AV Luxembourg S.a r.l. of
the Transfer.

ALLEN-VANGUARD CORPORATION

Per:

Name:
Title:

Date on which this Transfer Notice is delivered to the Transfer Agent:

Time on the Transfer Date this Transfer Notice is delivered to the Transfer Agent:

\5772457.8
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8. The terms and conditions to which the reorganization is made subject by the Order have been complied with.
Les conditions que Fordonnance impose i la réorganisation ont é16 respectées.

Thesa articles are submitted under section 186 of the Business Corporations Act and are signed in dupficale.

Las présents statuts sont déposés en vertu de f'article 186 de fa Loi sur les sociétés par actions, lis sont signés en double
exemplaire.

ALLEN-VANGUARD CORPCORATION

621

Name of Corporation / Dénomination sociale de fa sociélé

By/
Par:

{TO BE COMPLETED]

E e L Descripton of Otfice / Fonclion
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EXHIBIT A
TO THE ARTICLES OF REORGANIZATION OF
ALLEN-VANGUARD CORPORATION

CERTIFIED COPY OF THE ORDER OF THE COURT



Schedule “B”

Amendments

Section 8.6(i)

Delete carrent section 8.6(i) and replace with:

)] At the Effective Time, the Released Parties will be released and discharged or
deemed to be released and discharged by each of the other Released Parties and all
Affected Creditors and all other Persons from any and all demands, claims, actions
(inchuding any class actions or proceedings before an administrative tribunal), causes of
action, grievances, counterclaims, suits, debts, sums of money, accounts, covenants,
damages, judgments, expenses, executions, liens and other recoveries on account of any
liability, obligation, demand or cause of action of whatever nature that any such Person
may be entitled to assert, including, without limitation, any and all claims for accounting,
reconciliation, contribution or indemnity, restitution or otherwise, whether known or
unknown, matured or unmatured, direct, indirect or derivative, foreseen or unforeseen,
existing or hereafter arising, based in whole or in part on any act or omission, transaction,
dealing, termination, disclaimer or repudiation of any contract, lease or other agreement,
whether written or oral or other occurrence existing or taking place on or prior to the
Effective Time relating to, arising out of or in connection with any Affected Claimus, this
Plan, the Articles of Reorganization, the cancellation of the Securities and the transfer of
the Common Shares without consideration, compensation or relief of any kind, the
Restructuring Documents, the CCAA Proceedings, the Reorganization or any of the
transactions implemented in connection with any of the foregoing (collectively, the
“Released Claims™); provided, however, that nothing herein shall release or discharge a
Released Party: (i) from any of its obligations under the Plan, the Restructuring
Documents, the Articles of Reorganization, the Transaction Agreement or any other
agreement which the Plan Participants or some of them may have entered into in
connection with any of the foregoing; (ii) if such Released Party is adjudged by the
express terms of a judgment rendered on a final determination on the merits to have
committed gross negligence, fraud or willful misconduct; or (iii) in the case of directors
in respect of any claim of the kind referred to in subsection 5.1(2) of the CCAA or (iv)
the EDC Claims.

~ Section 8.6(i)

Delete current section 8.6(ii) and replace with:

(i) At the Effective Time, the Company and the current and former officers and
directors thereof will be released and discharged or deemed to be released and discharged
by each other and all Affected Creditors and all other Persons from any and all demands,
claims, actions (including any class actions or proceedings before an administrative
tribunal), causes of action, grievances, counterclaims, suits, debts, sums of money,
accounts, covenants, damages, judgments, expenses, executions, liens and other

623
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cecoveries on account of any liability, obligation, demand or cause of action of whatever
nature that any such Person may be entitled to assert, including, without limitation, any
and all claims for accounting, reconciliation, contribution or indemnity, restitution or
otherwise, whether known or urknown, matured or unmatured, direct, indirect of
derivative, foreseen or unforeseen, existing or hereafter arising, based in whole or in part
on any act or omission, transaction, dealing, termination, disclaimer or repudiation of any
contract, lease or other agreement, whether written or oral or other occurrence existing or
taking place on or prior to the Effective Time relating to, arising out of or in connection
with any Equity Claims; provided, however, that nothing herein shall release a director or
current or former officer in respect of any claim of the kind referred to in subsection
5.1(2) of the CCAA.

Section 8.7(ii)

e Delete current section 8.7(ii) and replace with:

(i)  All Persons (regardless of whether or not such Persons are Affected Creditors) are
permanently and forever barred, estopped, stayed and enjoined, on and after the Effective
Time, with respect to any and all Equity Claims, from (i) commencing, conducting or
continuing in any manner, directly or indirectly, any action, suits, demands or other
proceedings of any nature or Kind whatsoever (including, without limitation, any
proceeding in a judicial, arbitral, administrative or other forum) against the Company {or
any successor thereto or the Sponsor Subsidiary) or any current or former officer or
director thereof; (ii) enforcing, levying, attaching, collecting or otherwise recovering or
enforcing by any manuer or means, directly or indirectly, any judgment, award, decree or
order against the Company (or any successor thereto or the Sponsor Subsidiary), any
current or former officer or director thereof, or their property; (iil) commencing,
conducting or continuing in any manner, directly or indirectly, any action, suits or
demands, including without limitation, by way of contribution or indemmity or other
relief, in common law, or in equity, breach of trust or breach of fiduciary duty or under
the provisions of any statute or regulation, or other proceedings of any nature or Kind
whatsoever (including, without limitation, any proceeding in a judicial, arbitral,
administrative or other forum) against any Person who makes such a claim or might
reasonably be expected to make such a claim, in any manner or forum, against the
Company (or any successor thereto or the Sponsor Subsidiary) or any current or former
officer or director thereof; (iv) creating, perfecting, asserting or otherwise enforcing,
directly or indirectly, any lien or encumbrance of any kind against the Company (or any
successor thereto or the Sponsor Subsidiary), any current or former officer or director
thereof, or their property; or (v) taking any actions to interfere with the implementation or
consummation of this Plan; provided, however, that the foregoing shall not apply in
respect of any claim against a director or current or former officer of the kind referred to
in subsection 5.1(2) of the CCAA.



Section 8.7(jii)

Delete current section 8.7(iii) and replace with:

(iii)  All Persons (regardless of whether or not such Persons are Affected Creditors) are
permanently and forever barred, estopped, stayed and enjoined, on and after the Effective
Time, with respect to any claim of the kind referred to in subsection 5.1(2) of the CCAA,
from (i) commencing, conducting or continuing in any manner, directly or indirectly, any
action, suits, demands or other proceedings of any nature or kind whatsoever (including,
without limitation, any proceeding in a judicial, arbitral, administrative or other forum)
against the Company (or any successor thereto or the Sponsor Subsidiary) or its property;
(i) enforcing, levying, attaching, collecting or otherwise recovering or enforcing by any
manner or means, directly or indirectly, any judgment, award, decree or order against the
Company (or any successor thereto or the Sponsor Subsidiary) or its property; (iif)
commencing, conducting or continuing in any manner, directly or indirectly, any action,
suits or demands; including without limitation, by way of contribution or indemnity or
other relief, in common law, or in equity, breach of trust or breach of fiduciary duty or
under the provisions of any statute or regulation, or other proceedings of any nature or

'kind whatsoever (including, without limitation, any proceeding in a judicial, arbitral,

administrative or other forum) against any Person who makes such a claim or might
reasonably be expected to make such a claim, in any manner or forum, against the
Company (or any successor thereto or the Sponsor Subsidiary) or its property; (iv)
creating, perfecting, asserting or otherwise enforcing, directly or indirectly, any lien or
encumbrance of any kind against the Company (or any successor thereto or the Sponsor
Subsidiary) or its property; or (v) taking any actions to interfere with the implementation
or consummation of this Plan; and the sole recourse for any such claims against a current
or former director or officer of the Company as of the date hereof shall be, and is hereby,
limited to any recoveries available from the Compary’s insurance policies in respect of
its cutrent or former directors or officers, and that the holder of any such valid and
proven claim shall be subrogated to the rights of any such director or officer to any
insurance coverage available in respect of such a claim.,
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Schedule “C”

Blackline of Amendments

Section 8.6(i):

(1) At the Effective Time, the Released Parties will be released and discharged or
deemed to be released and discharged by each of the other Released Parties and all
Affected Creditors and ail other Persons from any and all demands, claims, actions
(including any class actions or proceedings before an administrative tribunat), causes of

action, grievances, counterclaims, suits, debts, sums of money, accounts, covenants,
damages, judgments, expenses, executions, liens and other recoveries on account of any
liability, obligation, demand or cause of action of whatever nature that any such Person
may be entitled to assert, including, without limitation, any and all claims for accounting,
reconciliation, contribution or indemnity, restitution or otherwise, whether known or
unknown, matured or unmatured, direct, indirect or derivative, foreseen or unforeseen,
existing or hereafter arising, based in whole or in part on any act or omission, transaction,
dealing, termination, disclaimer or repudiation of any contract, lease or other agreement,
whether written or oral or other occurrence existing or taking place on or prior to the
Effective Time relating to, arising out of or in connection with any Affected Claims, this
Plan, the Articles of Reorganization, the cancellation of the Securities and the transfer of
the Common Shares without consideration, compensation or relief of any kind, the

. Restructuring Documents, the CCAA Proceedings, the Reorganization or any of the

transactions implemented in connection with any of the foregoing (collectively, the
“Released Claims”); provided, however, that nothing herein shail release or discharge a
Released Party: (i) from any of its obligations under the Plan, the Restructuring
Documents, the Articles of Reorganization, the Transaction Agreement or any other
agreement which the Plan Participants or some of them may have entered into in
connection with any of the foregoing; (ii) if such Released Party is adjudged by the
express terms of a judgment rendered on a final determination on the merits to have
committed gross negligence, fraud or willful misconduct; or (iii} in the case of directors
in respect of any claim of the kind referred to in subsection 5.1(2) of the CCAA or @iv)
the EDC Claims. _

Section 8.6(ii):

(i) At the Effective Time, the Company and the current and former officers and
directors thereof will be released and discharged ot deemed to be released and discharged
by each other and all Affected Creditors and all other Persons from any and all demands,
claims, actions (including any class actions or proceedings before an administrative
tribunal), causes of action, grievances, counterclaims, suits, debts, sums of money,
accounts, covenants, damages, judgments, expenses, executions, liens and other
recoveries on account of .any liability, obligation, demand or cause of action of whatever
nature that any such Person may be entitled to assert, including, without limitation, any
and all claims for accounting, reconciliation, contribution or indemnity, restitution or
otherwise, whether known or unknown, matured or unmatured, direct, indirect or
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derivative, foreseen or unforeseen, existing or hereafter arising, based in whole or in part
on any act or omission, transaction, dealing, termination, disclaimer or repudiation of any
contract, lease or other agreement, whether written or oral or other occurrence existing or
taking place on or prior to the Effective Time relating to, arising out of or in connection
with any Equity Claims; provided, however, that nothing herein shall release a director or
current or former officer in respect of any claim of the kind referred to in subsection
5.1(2) of the CCAA.

Section 8.7(ii):

(ii)  All Persons (regardless of whether or not such Persons are Affected Creditors) are
permanently and forever barred, estopped, stayed and enjoined, on and after the Effective
Time, with respect to any and all Equity Claims, from (i) commencing, conducting or’
continuing in any manner, directly or indirectly, any action, suits, demands or other
proceedings of any nature or kind whatsoever (including, without limitation, any
proceeding in a judicial, arbitral, administrative or other forum) against the Company (or
any successor thereto or the Sponsor Subsidiary) or any current or former officer or
director thereof: (ii) enforcing, levying, attaching, collecting or otherwise recovering or
enforcing by any manner or means, directly or indirectly, any judgment, award, decree or
order against the Company (or any successor thereto or the Sponsor Subsidiary), any
current or former officer or director thereof, or their property; (iii) commencing,
conducting or continuing in any manner, directly or indirectly, any action, suits or
demands, including without limitation, by way of contribution or indemnity or other
relief, in common law, or in equity, breach of trust or breach of fiduciary duty or under
the provisions of any statute or regulation, or other proceedings of any nature or kind
whatsoever (including, without limitation, any proceeding in a judicial, arbitral,
administrative or other forum) against any Person who makes such a claim or might
reasonably be expected to make such a claim, in any manner or forum, against the
Company (or any successor thereto or the Sponsor Subsidiary) or any current or former
officer or director thereof; (iv) creating, perfecting, asserting or otherwise enforcing,
directly or indirectly, any lien or encumbrance of any kind against the Company (or any
successor thereto or the Sponsor Subsidiary), any current or former officer or director
thereof, ot their property; or (v) taking any actions to interfere with the implementation or
consummation of this Plan; provided, however, that the foregoing shall not apply in
respect of any claim against a director or current or former officer of the kind referred to
in subsection 5.1(2) of the CCAA.

Section 8.7(iii):

(iii)  All Persons (regardless of whether or not such Persons are Affected Creditors) are
permanently and forever barred, estopped, stayed and enjoined, on and after the Effective
Time, with respect to any claim against-a-current-or-former-director-of-the-Cow b4
the-date hereof of the kind referred to in subsection 5.1(2) of the CCAA, from (i)
commencing, conducting or continuing in any manner, directly or indirectly, any action,
suits, demands or other proceedings of any nature or kind whatsoever (including, without
limitation, any proceeding in a judicial, arbitral, administrative or other forum) against
the Company (or any successor thereto or the Sponsor Subsidiary) or any-evrrent-or
formeroffiecerthereofits property; (ii) enforcing, levying, attaching, collecting or

Y - a = ata = 2.
Y




628

otherwise recovering or enforcing by any manner or means, directly or indirectly, any
judgment, award, decree Ot order against the Company (or any successor thereto or the
Sponsor Subsidiary)s S ie or its property; (i)
commencing, conducting or continuing in any manner, directly or indirectly, any action,
suits or demands, including without limitation, by way of contribution or indemnity or
other relief, in common law, or in equity, breach of trust or breach of fiduciary duty or
under the provisions of any statute of regulation, or other proceedings of any nature or
kind whatsoever (including, without limitation, any proceeding in a judicial, arbitral,
administrative or other forum) against any Person who makes such a claim or might
reasonably be expected to make such a claim, in any manner or forum, against the
Company (or any successor thereto or the Sponsor Subsidiary) or any-current-oxformer
officer-thereofits property; (iv) creating, perfecting, asserting ot otherwise enforcing,
directly or indirectly, any lien or encumbrance of any kind against the Company (or any
successor thereto or the Sponsor Subsidiary); ;
thei or its property; or (v) taking any actions to interfere with the implementation or
consummation of this Plan; and the sole recourse for any such claims against a current or
former director or officer of the Company as of the date hereof shall be, and is hereby,
limited to any recoveries available from the Company’s insurance policies in respect of
its current or former directors or officers, and that the holder of any such valid and
proven claim shall be subro gated to the rights of any such director or-officer to any
insurance coverage available in respect of such a claim.
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