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To the creditors of 474572 Ontario Ltd. o/a
Sir Gawain Fashion Clothes

This is further to the Notice of Intention to Make a Proposal (“Notice”), filed by 474572 Ontario Ltd. o/a Sir
Gawain Fashion Clothes (“Sir Gawain” or the “Company”) with the Official Receiver on February 16, 2007
(“Notice Date”), pursuant to Subsection 50.4(1) of the Bankruptcy and Insolvency Act (the “Act”).

Enclosed are the following documents:

* Notice of Proposal to Creditors;

e a copy of the Proposal;

* aCondensed Statement of the Company’s assets and liabilities as at March 10, 2007;
¢ alisting of Sir Gawain’s creditors as at February 16, 2007 that was filed with the Notice;
e proof of claim form;

e voting letter; and

e general proxy.

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

Section A - Introduction and Background

Founded in 1978, Sir Gawain operates as a retailer providing fashionable clothing for men and women.
The Company operates out of leased premises in Kingston, Ontario.

On February 13, 2007, the Ministry of Finance of Ontario (“MOF”) issued a garnishment against Sir
Gawain’s bank account in respect of unpaid Retail Sales Tax; as at that date, there was approximately
$96,000 in the Company’s bank account. In an effort to stay the garnishment and restructure, the Company
filed the Notice on February 16, 2007.

On March 16, 2007, the Company lodged a Proposal with the Trustee, which Proposal was filed with the
Official Receiver on that day.
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Section B - Summary of Proposal

This section contains a brief summary of the Proposal, the terms of which would be effective if:

i) all classes of unsecured creditors vote for the acceptance of the Proposal by a majority in number
and two thirds in value of each class of creditors present, personally or by proxy, at the meeting
and voting on the resolution; and

i) the Proposal is approved by the Court, in accordance with the provisions of the Act.

As set out in the Proposal, the Proposal provides for the following:

1. The Company shall pay or cause to be paid to the Trustee the sum of $180,000 (the “Creditor
Fund”) payable by the following dates:

Date Payment Due . Amount
January 15, 2008 $ 40,000
January 15, 2009 65,000
January 15, 2010 75,000
Total L $ 180,000
2. The claims of Secured Creditors of the Company, other than the MOF Secured Claim (discussed

later herein), are to be paid in accordance with the terms of their security or as may otherwise be
agreed between the Company and the Secured Creditors.

3. The proper fees, expenses, liabilities and obligations of the Trustee, including the legal costs of
the Trustee, in connection with the proceedings arising out of the Proposal, including advice to the
Company in connection therewith, are to be paid from the Creditor Fund in priority to all claims of
the creditors referred to in paragraphs 4, 5 and 6 below.

4. Claims as at the Notice Date of Her Majesty in Right of Canada or a Province that could be subject
to a demand under Section 224(1.2) of the Income Tax Act (the “ITA”) or under any substantially
similar provision of provincial legislation, are to be paid from the Creditor Fund within six months

following Court approval of the Proposal, or as may otherwise be arranged.
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5. Claims outstanding at the Notice Date which are directed by the Act to be paid in priority to other

claims in the distribution of the property of a bankrupt (“Preferred Creditors”), are to be paid, in full,
from the Creditor Fund in priority to all claims of Ordinary Unsecured Creditors.

6. Following the payments referred to in paragraphs 3, 4, and 5 above, the balance of the Creditor
Fund is to be distributed by the Trustee to the remaining Ordinary Unsecured Creditors of the
Company, as follows:

0] a dividend equal to $1,000 or the amount of the Ordinary Unsecured Creditor’s proven
claim if its proven claim is less than $1,000; and

(ii) the balance of the Creditor Fund shall be distributed pro-rata among those Ordinary
Unsecured Creditors having proven claims greater than $1,000.

7. Amounts owing to current and former employees as at the Notice Date equal to amounts that they
would be qualified to receive under Paragraph 136(1)(d) of the Act if the Company became
bankrupt are to be paid immediately after Court approval of the Proposal. For greater certainty,
amounts due pursuant to this paragraph do not include claims for severance or termination.

8. Where the Company has disclaimed any lease of real property, the affected Landlord shall have
the right to file a Proof of Claim pursuant to subsection 65.2 (4)(b)(i) of the Act, for the lesser of:

i) the aggregate of:

a) therentprovided for in the lease for the first year of the lease following the date
on which the disclaimer becomes effective, and
b) 15% of the rent for the remainder of the term of the lease after that year, and

i) three (3) years’ rent.
All claims of Landlords under this paragraph shall be included as part of the class of Ordinary

Unsecured Creditors and payments for such claims shall be made from the Creditor Fund as
referred to in paragraph 6 above.
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9. The Preferred Creditors and Ordinary Unsecured Creditors shall accept the distribution from the
Creditor Fund in full and complete settlement of their claims against the Company as at the Notice
Date.

10. With respect to the MOF:

i)  $120,000 of the MOF’s claim shall remain as a Secured Claim (“MOF Secured Claim”), the
payment of which will be in the manner described in paragraph 6a) of the Proposal; and

ify  the balance of the MOF’s claim (approximately $373,000 as at the Notice Date) will be
treated as an Ordinary Unsecured Claim to be paid from the Creditor Fund as referred to in
paragraph 6 above.

The MOF shall accept the dividend of $120,000 plus the dividend from the Creditor Fund in full
and complete settlement of its claim, as at the Notice Date, against the Company.

11. Claims arising in respect of goods supplied, services rendered or other consideration given to the
Company subsequent to the Notice Date are to be paid in full by the Company in the ordinary
course of business and on terms agreed to between the Company and its respective creditors
from funds other than the Creditor Fund.

12. Upon the implementation of the Proposal, each and every director of the Company is released and
discharged as at the Notice Date from any and all claims in respect of the potential statutory
liabilities of the former and present directors of the Company as set out in Section 50(13) of the
Act. If the Company becomes bankrupt before the Proposal is fully performed by the Company,
then this paragraph is to be null and void and have no force and effect.

13. When the Proposal is accepted by the creditors and approved by the Court, the claim(s) of Mr. Jim
Adams, as at the Notice Date, shall be subordinated and postponed until the fulfillment of the
terms of the Proposal. Upon the fulfilment of the terms of the Proposal, Mr. Adams shall be
entitled to pursue payment, in full, for such claims against the Company and receive payment for
such claims.
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14. Sections 91-101 of the Act, shall not apply to any dealings with the Company that took place prior
to the filing of the Notice.

15. Upon the Trustee receiving the payments referred to in paragraphs 1 and 10i) above, the terms of
the Proposal shall be deemed to be fully performed, and the Trustee shall provide a certificate to
the Company and the Official Receiver pursuant to section 65.3 of the Act.

The description of the Proposal in this report is a summary only and is provided for the assistance of
the creditors. In the event there is any inconsistency between this report and the Proposal, the terms
of the Proposal shall govern. Creditors are advised to read the Proposal.

Section C - Financial Position and Causes of Difficulties
The Company has informed the Trustee that its financial difficulties resulted from:
i) a general downturn in the retail clothing industry;

ii) internal accounting problems that resulted in the non-filing of Retail Sales Tax returns and 3
a debt owing to the MOF of approximately $590,000; and

iii) the garnishment of the Company’s bank account by the MOF, including the seizure of
approximately $96,000 by the MOF.

Section D - Interim Receiver

Not applicable.
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Section E - Identification and Evaluation of Assets

According to the Company’s Condensed Statement of Assets and Liabilities as at March 10, 2007, the
Company’s assets consist of the following:

Cash $ 16,000
Due from Shareholder 68,800
Inventory 239,300
Leaseholds 4,500
Capital Assets (net book value) 2,500

$ 331,100

A summary of the above assets (based on information provided by the Company) and the Trustee’s
estimated liquidation values thereof in the event of a bankruptcy, are set out below:

Cash

In a liquidation scenario, the value of cash is $16,000.

Due from Shareholder

According to the Company, this amount represents payments to Mr. J. Adams.

In the event of a bankruptcy, this amount would likely be set-off against the amount owing to Mr. Adams
from the Company (approximately $66,500 as per the list of creditors attached to the Notice). Accordingly,
the Trustee estimates that in the event of the bankruptcy of the Company, the realizations from the
Company’s shareholder receivable would be $Nil.

Inventory

In a liquidation scenario, the Trustee arbitrarily estimates that the gross realizable value of the Company’s
inventory could be between 40% and 60% of its cost value of $239,300. In this regard, the Company has
informed the Trustee that a significant portion of its inventory consists of items that do not have a full range
of sizes. Accordingly, itis the Trustee’s estimate that the liquidation value of the Company’s inventory could
be between $71,790 and $107,685 calculated as follows:
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Low High
Inventory $ 95720 $ 143,580
Less: commissions / expenses
(estimated at 25%) (23,930) (35,895)
Total 71,79 107,68
Leaseholds

Due to the nature of the leasehold improvements, there is likely no value in these assets. Therefore, in a
liquidation scenario, the Trustee estimates the value of the leasehold improvements to be $Nil.

Capital assets

The Company’s capital assets consist primarily of freestanding store fixtures and computer equipment. As
the majority of the Company’s capital assets are several years old, the Trustee arbitrarily estimates that the
net realizable value (taking into account liquidation costs and commissions) would range between $Nil and
$500.

Section F - Conduct of the Debtor

The Trustee has not as at the date of this report, conducted a preliminary review of the Company’s bank
statements to determine whether there were any payments to related and unrelated parties in the twelve
months and three months, respectively, prior to the date of the Notice which may be considered to be
preferences and subject to review. The Trustee will provide, at the General Meeting of Creditors to
consider the Proposal, a report on its review of the Company’s bank statements.

Mr. Adams has advised the Trustee that the Company made no payments in the twelve months prior to the
Notice Date that were out of the ordinary course of business.
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Section G - Creditors' Claims

According to the Company’s list of creditors as at February 16, 2007, and information provided to the

Trustee, the Company’s creditors consist of the following:

Notes:

Creditor classification ' Amount as at
February 16, 2007

Secured Creditors (Note 1) $ 589,001

Unsecured Creditors

373,231

$ 962,232

Based on the Company’s list of creditors, Sir Gawain’s only secured creditor is the MOF.
According to the terms of the Company’s Proposal, $120,000 of the MOF’s claim shall remain a
secured claim. The balance of the MOF’s claim (approximately $373,000) will be treated as an
ordinary unsecured claim.

In the Trustee’s review of a printout summarizing registrations of security interests against the
Company pursuant to the Personal Property Security Act (Ontario), the Trustee notes that the MOF
registered two security interests totalling approximately $589,000, with the largest registration
being on October 26, 2006 in the amount of approximately $573,000. It is the Trustee’s
understanding that in a bankruptcy, the MOF would have a secured claim of approximately
$493,000, which is net of the approximately $96,000 garnished from the Company’s bank account
by the MOF.

The Trustee also notes that according to the PPSA, there is a registration in favour of Societe
Choletaise du Canada Inc. The Company has informed the Trustee that it was not indebted to this
creditor as of the Notice Date.
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Section H - Previous Business Dealings with the Corporation Company

The undersigned Trustee confirms that neither he nor the firm with which he is related has provided
previous services to the Company in any capacity other than consulting with the Company in respect of its
consideration to file a Proposal. The Trustee further confirms that he does not have any knowledge of any

conflict of interest situation arising from the acceptance of this appointment as Trustee under the Proposal.

Section | - Informal Meetings with Major Creditors

Not applicable.

Section J - Remuneration of Trustee re: Proposal

To date, the Trustee has received a deposit from Mr. Adams in the amount of $5,000 as an advance
against its fees and disbursements.

Section K - Cash-flow statements prepared by Sir Gawain

In accordance with the Act, the Trustee reviewed the cash-flow statements and assumptions for the period
February 1, 2007 to May 31, 2007 that were prepared by Sir Gawain ("Cash-flow") and which were filed
with the Official Receiver. In reviewing the Cash-flow including the hypothetical and probable assumptions
used to compile the Cash-flow, nothing has come to the Trustee's attention which leads the Trustee to
believe that the hypothetical and probable assumptions used by the Company in the preparation of the
Cash-flow are inconsistent with the purpose of the Cash-flow.
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Section L - Statement of Estimated Realizations

Proposal Accepted

i) Ordinary Unsecured Creditors

According to the Proposal, the Creditor Fund to be provided to the Trustee totals $180,000. The Company
has informed the Trustee that the Company is not in a position to make earlier payments towards the
Creditor Fund as a result of the garnishment of its bank account by MOF.

Based on information provided to the Trustee at this time, the Trustee estimates that the dividend to be
paid to the Company’s Ordinary Unsecured Creditors would be as follows:

Low High
» Proposal Fund $ 180,000 $ 180,000
Less:
o Estimated Trustee’s fees and disbursements (60,000) (40,000)
Balance available for distribution (Note 1) 120,00 $ 140,000
Claims of Ordinary Unsecured Creditors
per February 16, 2007 listing (Note 2) 6 00 680,00
Estimated dividend to Ordinary Unsecured
Creditors per dollar of proven claim (Note 3) 17.6% 20.6%
Notes
1. According to the Company, there are no amounts owing to the creditors described in paragraphs
2, 3 and 4 of the Proposal.
2. This amount represents the amount owing to the Ordinary Unsecured Creditors as per the

Company and is subject to variation in the event that amounts included in Proofs of Claim filed by
the Company’s creditors and accepted by the Trustee are different from the amounts included in
the Company’s listing of creditors as at February 16, 2007.
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This amount also takes into account the unsecured portion (approximately $373,000) of the MOF’s
claim and excludes the claim of Mr. J. Adams (approximately $67,000) which has been postponed
in the Proposal.

3. This calculation does not take into account that pursuant to the Proposal, the first $1,000 of
Ordinary Unsecured Creditors’ claims are paid in full, nor the Superintendent of Bankruptcy’s levy
of 5% to be deducted from the dividends to be paid (“Levy”).

i) MOF

According to the Proposal, the MOF would receive $120,000 (before deduction of the Levy) pursuant to its
Secured Claim. In addition, and based on the above, the MOF could receive approximately $71,000
(before deduction of the Levy) in respect of its ordinary unsecured claim.

Proposal Not Accepted

If the Proposal is not accepted, Sir Gawain would become bankrupt on April 4, 2007 and the Company’s
assets would vest with the Trustee in Bankruptcy, subject to the rights of the Company’s secured creditors.
The estimated realizable value of the Company’s assets in a liquidation scenario is outlined in Section E of
this report.

In the event of the Company’s bankruptcy, and assuming the Company’s assets as at April 4, 2007 would
be substantially the same as the assets of the Company as at March 10, 2007 set out herein, the Trustee
estimates that based on the information set out in Section E and information contained herein, the
realizations that would be available for distribution to the Company’s Ordinary Unsecured Creditors would
be as follows:
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Low High
Cash $ 16,000 $ 16,000
Due from Shareholder - --
Inventory 71,790 107,685
Leaseholds -- -
Capital Assets -- 500
Estimated Gross Realizations $ 87,790 $ 124,185

Less: Claims having priority to the Unsecured Creditors

e Costs of Trustee in Bankruptcy (Note 1) (70,000) (50,000)
$ 17,790 $ 74,185
e Claims of Secured Creditors (Note 2) (493,000) (493,000)
Available for Distribution to Ordinary
Unsecured Creditors $ 0 $ 0
Notes:
1. This amount does not include costs of realization such as occupancy costs and
insurance.
2. The claims of Secured Creditors represent the claim of the MOF registered pursuant to

the PPSA, net of the monies (approximately $96,000) garnished by the MOF from the
Company’s bank account.

3. According to the Company, there are no amounts outstanding for source deductions.
4, In a bankruptcy, and based on the information in this report, the MOF could expect to

realize between approximately $17,000 and $74,000. There would be no funds available
for Ordinary Unsecured Creditors.
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Section M — Recommendation

Based on the Company’s assets as at March 10, 2007 as set out in this report and the information set out
herein, the Trustee believes that the amount available for distribution to the Company’s creditors, including
the MOF, would be higher if the Proposal is accepted by the Company’s creditors, and approved by the
Court, than in a bankruptcy scenario.

Accordingly, the Trustee recommends that the Proposal be accepted by the Company’s creditors, including
the MOF, in order to allow them to attempt to maximize their return from the Company’s indebtedness to
them.

Section N - Procedures for Dealing with Proposal and Completing a Proof of Claim

In completing the proof of claim form submitted herewith, creditors should only include all amounts

outstanding as at February 16, 2007.

It is expressly noted and should be clearly understood that Mintz & Partners Limited, in its capacity
as Trustee, assumes no personal liability for any claims against the Company before, on or after

the filing of the Notice.

Creditors may attend, in person or by proxy, the meeting to consider the Proposal which will be held at the
Office of the Superintendent of Bankruptcy, 25 St, Clair Avenue East, 6™ Floor, Toronto, Ontario, M4T 1M2
on the 4™ day of April, 2007 at 2:00 o'clock in the afternoon.

Please note that in order for your vote to count in connection with the Proposal, it is necessary that

you complete and submit the enclosed documents at this time.
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Creditors who do not wish to attend or to be represented at the meeting but who wish to vote, may forward
their proofs of claim and voting letters to the Trustee so as to be received prior to the meeting. If you have
any questions on the Proposal or this report, please contact Mr. Adam Sherman of the Trustee’s office at
(416) 644-4425,

Dated at Toronto, Ontario, the 23™ day of March, 2007.

MINTZ & PARTNERS LIMITED

Trustee re the Proposal of

474572 Ontario Ltd.

o/a Sir Gawain Fashion Clothes
~

Daniel R. Weisz, CAeCIRP, CIRP
Senior Vice President

AS/

Enc.
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IN THE MATTER OF THE PROPOSAL OF

474572 ONTARIO LTD. O/A SIR GAWAIN FASHION CLOTHES
OF THE CITY OF KINGSTON
IN THE PROVINCE OF ONTARIO

Notice of Proposal to Creditors

Take notice that 474572 Ontario Ltd. o/a Sir Gawain Fashion Clothes has lodged with Mintz & Partners
Limited a Proposal under the Bankruptcy and Insolvency Act.

A copy of the debtor's Proposal, a condensed statement of the debtor's assets and liabilities and a list
of creditors affected by the Proposal are enclosed herewith.

A general meeting of creditors of the debtor will be held on Wednesday April 4, 2007 at 2:00 p.m., at

the Office of the Superintendent of Bankruptcy — Toronto, 25 St. Clair Avenue East, Suite 600, Toronto,
Ontario.

The creditors or any class of creditors qualified to vote at the meeting may by special resolution accept
the Proposal made by the debtor, either as made or as altered or modified at the meeting. If so

accepted and if approved by the Court, the Proposal is binding on all creditors or any class of creditors
affected.

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

Dated at North York, Ontario this 23" day of March, 2007.

MINTZ & PARTNERS LIMITED
Trustee re: the Proposal of
474572 Ontario Ltd. o/a

Sir Gawain Fashion Clothes

- %

Daniel R. Weisz, CAeCIRP, CIRP
Senior Vice President

Direct Line: 416-644-4386

Fax Line: 416-644-4303
E-mail: daniel_weisz@mintzca.com

AK/

Encls. )
::ODMA\PCDOCS\MINTZ\311221\1

This office is an independently owned

and operated member of the Collins Barrow
National Cooperative Incorporated.

The Collins Barrow trademarks are

used under license.

A member of
&) Moores Rowland International,
IMI] / anassociation of independent
accounting firms throughout

the world







