
THIS PROPOSED DISCLOSURE STATEMENT HAS NOT BEEN APPROVED UNDER SECTION 
n25(b) OF THE BANKRUPTCY CODE BY THE BANKRUPTCY COURT AS CONTAINING 
ADEQUATE INFORMATION FOR USE IN CONNECTION WITH THE SOLICITATION OF 
ACCEPTANCES OR REJECTIONS OF THE PLAN OF REORGANIZATION DESCRIBED HEREIN. 
ACCORDINGLY, THE FILING AND DISSEMINATION OF THIS PROPOSED DISCLOSURE 
STATEMENT ARE NOT INTENDED AND SHOULD NOT IN ANY WAY BE CONSTRUED AS A 
SOLICITATION OF VOTES ON THE PLAN, NOR SHOULD THE INFORMATION CONTAINED 
HEREIN BE RELIED UPON FOR ANY PURPOSE BEFORE A DETERMINATION BY THE 
BANKRUPTCY COURT THAT THE PROPOSED DISCLOSURE STATEMENT CONTAINS ADEQUATE 
INFORMATION. 

IN T H E UNITED STATES B A N K R U P T C Y C O U R T 
S O U T H E R N DISTRICT OF T E X A S 

H O U S T O N DIVISION 

IN R E : § 

§ 
DIGERATI T E C H N O L O G I E S , INC. § C A S E NO. 13-33264-H4-11 

§ 
D E B T O R § ( C H A P T E R 11) 

PROPOSED DISCLOSURE S T A T E M E N T UNDER 
11 U.S.C. § 1125 AND B A N K R U P T C Y R U L E 3016 IN 

SUPPORT O F P L A N O F R E O R G A N I Z A T I O N O F D E B T O R 

THIS DISCLOSURE STATEMENT IS SUBMITTED TO A L L CREDITORS OF THE DEBTOR 
ENTITLED TO VOTE ON THE PLAN OF REORGANIZATION HEREIN DESCRIBED AND 
CONTAINS INFORMATION THAT MAY AFFECT YOUR DECISION TO ACCEPT OR 
REJECT THE DEBTOR'S PLAN OF REORGANIZATION UNDER CHAPTER 11 OF THE 
UNITED STATES BANKRUPTCY CODE. THIS DISCLOSURE STATEMENT IS INTENDED 
TO PROVIDE ADEQUATE INFORMATION AS REQUIRED BY THE BANKRUPTCY CODE 
AS TO THE DEBTOR'S PLAN OF REORGANIZATION. A L L CREDITORS ARE URGED TO 
READ THE DISCLOSURE STATEMENT AND ATTACHMENTS WITH CARE AND IN THEIR 
ENTIRETY. 

ON , THE BANKRUPTCY COURT APPROVED THIS DISCLOSURE 
STATEMENT AS CONTAINING ADEQUATE INFORMATION UNDER SECTION 1125(b) OF 
THE BANKRUPTCY CODE. SOLICITATION OF ACCEPTANCE OR REJECTION OF THE 
PLAN OF REORGANIZATION HEREIN DESCRIBED AND ATTACHED AS EXHIBIT A, IS 
BEING SOUGHT FROM CREDITORS WHOSE CLAIMS AGAINST THE DEBTOR ARE 
IMPAIRED UNDER THE PLAN OF REORGANIZATION. CREDITORS ENTITLED TO VOTE 
ON THE PLAN OF REORGANIZATION ARE URGED TO VOTE IN FAVOR OF THE PLAN 
AND TO RETURN THE BALLOT INCLUDED WITH THIS DISCLOSURE STATEMENT 
2UPON COMPLETION IN THE ENVELOPE ADDRESSED TO HOOVER SLOVACEK LLP., 
ATTENTION: EDWARD L. ROTHBERG, 5847 SAN FELIPE, SUITE 2200, HOUSTON, TEXAS 
77057, NOT LATER THAN , AT .M. HOUSTON TIME. 
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DISCLOSURE S T A T E M E N T 

D I G E R A T I T E C H N O L O G I E S , INC. ("Digerati" or "Debtor"), debtor and 
debtor-in-possession iierein, submits this Disclosure Statement ("Disclosure Statement") under 
section 1125 of the Bankruptcy Code and Bankruptcy Rule 3016 in Support of its Chapter 11 
Plan of Reorganization to all of its known creditors and interest holders. 

I. I N T R O D U C T O R Y S T A T E M E N T 

Debtor submits this Disclosure Statement Under 11 U .S .C . § 1125 in support of its 
Chapter 11 Plan of reorganization under Chapter 11 of the United States Bankruptcy Code (the 
"Disclosure Statement") in connection with its solicitation of acceptances of the Plan of 
Reorganization under Chapter 11 of the United States Bankruptcy Code filed by the Debtor (the 
"Plan"). A copy o f the Plan is attached as Exhibit A for your review. A l l terms used in this 
Disclosure Statement but not otherwise defined herein have the meanings ascribed to such terms 
in the Plan. 

The Debtor filed a petition under Chapter 11 of the Bankruptcy Code with the United 
States Bankruptcy Couit for the Southern District of Texas, Houston Division, on May 30, 2013 
and has retained Edward L . Rothberg and Hoover Slovacek L L P as its current bankruptcy 
counsel. The Debtor has prepared this Disclosure Statement to disclose that information which, 
in its opinion, is material, impoitant, and necessary to an evaluation of the Plan. Pursuant to the 
teiTDS of the United States Bankruptcy Code, this Disclosure Statement must be presented to and 
approved by the Bankruptcy Court. Such approval is required by statute and does not constitute 
a judgment by the Couit as to the desirability of the Plan or as to the value or suitability of any 
consideration offered thereby. 

The material contained herein is intended solely for the use of known creditors and 
interest holders of the Debtor, and may not be relied upon for any purpose other than a 
determination by them of how to vote on the Plan. A s to Contested Matters, Adversary 
Proceedings and other actions or threatened actions, this disclosure statement shall not constitute 
or be construed as an admission of any fact or liability, stipulation or waiver, but rather as a 
statement made in settlement negotiations under Rule 408 of the Federal Rules of Evidence. 
This disclosure statement shall not be admissible in any non-bankruptcy proceeding nor shall it 
be construed as to be advice on the tax, securities or other legal effects of the plan as to the 
holders of claims against or equity interests in the Debtor. 

To ensure compliance with Treasury department circular 230, each holder of a claim or 
interest is hereby notified that: (a) any discussion of U .S . Federal Tax issues in this disclosure 
statement is not intended or written to be relied upon, and cannot be relied upon, by any holder 
for the purpose of avoiding penalties that may be imposed upon a holder under the Tax Code; (b) 
such discussion is included hereby by the Debtor in connection with the promotion or marketing 
(within the meaning of Circular 230) by the Debtor of the transactions or matters addressed 
herein; and (c) each holder should seek advice based upon its particular circumstances from an 
independent tax advisor. 
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Certain of the materials contained in this Disclosure Statement are taken directly from 
other, readily accessible instruments or are digests of other instruments. While the Debtor has 
made every effort to retain the meaning of such other instruments or the portions transposed, it 
urges that any reliance on the contents of such other instruments should depend on a thorough 
review of the instruments themselves. 

No representations concerning the Debtor or the Plan are authorized other than those that 
are set foith in this Disclosure Statement. A n y representations or inducements made by any 
person to secure your vote which are other than those contained herein should not be relied upon, 
and such representations or inducements should be reported to counsel for the Debtor who shall 
deliver such information to the Bankruptcy Court. Finally, all terms not otherwise defined in this 
Disclosure Statement shall have the meanings assigned to them under the Plan. 

Creditors and interest holders should read this Disclosure Statement in its entirety prior to 
voting on the Plan. N o solicitafion of votes on the Plan may be made, except pursuant to this 
Disclosure Statement and Section 1125 of the Bankruptcy Code. N o other party has been 
authorized to utilize any information concerning the Debtor or its affairs, other than the 
information contained in this Disclosure Statement, to solicit votes on the Plan. Creditors and 
holders of equity interest should not rely on any information relating to the Debtor, other than 
that contained in this Disclosure Statement and the exhibits attached hereto. 

E X C E P T AS SET F O R T H IN THIS DISCLOSURE S T A T E M E N T AND T H E 
A T T A C H M E N T S , NO REPRESENTATIONS CONCERNING T H E D E B T O R , T H E 
ASSETS, T H E PAST OPERATIONS O F T H E D E B T O R , O R T H E P L A N A R E 
A U T H O R I Z E D , NOR A R E A N Y S U C H REPRESENTATIONS T O B E R E L I E D UPON 
IN ARRIVING A T A DECISION W I T H R E S P E C T T O T H E P L A N . A N Y 
R E P R E S E N T A T I O N S M A D E T O S E C U R E A C C E P T A N C E OR R E J E C T I O N OF T H E 
P L A N O T H E R T H A N AS C O N T A I N E D IN THIS D I S C L O S U I ^ S T A T E M E N T 
S H O U L D B E R E P O R T E D T O C O U N S E L F O R T H E D E B T O R . 

E X C E P T AS S P E C I F I C A L L Y N O T E D , T H E R E HAS B E E N NO INDEPENDENT 
AUDIT O F T H E FINANCIAL I N F O R M A T I O N CONTAINED IN THIS DISCLOSURE 
S T A T E M E N T . T H E D E B T O R IS NOT A B L E T O W A R R A N T O R R E P R E S E N T T H A T 
T H E I N F O R M A T I O N C O N T A I N E D H E R E I N IS W I T H O U T A N Y I N A C C U R A C Y . 
T H E F A C T U A L INFORMATION R E G A R D I N G T H E D E B T O R , INCLUDING T H E 
ASSETS AND LIABILITIES O F T H E D E B T O R , HAS B E E N DERIVED F R O M 
N U M E R O U S SOURCES, INCLUDING, B U T NOT LIMITED T O , D E B T O R ' S BOOKS 
A N D R E C O R D S , S C H E D U L E S AND D O C U M E N T S S P E C I F I C A L L Y IDENTIFIED 
H E R E I N . 

T H E D E B T O R A L S O C O M P I L E D T H E INFORMATION C O N T A I N E D IN THIS 
DISCLOSURE S T A T E M E N T F R O M R E C O R D S A V A I L A B L E T O IT, INCLUDING, 
B U T N O T L I M I T E D T O , PLEADINGS AND REPORTS ON F I L E WITH T H E 
B A N K R U P T C Y C O U R T , L O A N A G R E E M E N T S AND BUSINESS RECORDS. 

T H E A P P R O V A L BY T H E B A N K R U P T C Y C O U R T OF T H E DISCLOSURE 
S T A T E M E N T DOES NOT C O N S T I T U T E A N E N D O R S E M E N T BY T H E 
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B A N K R U P T C Y C O U R T O F T H E P L A N O R A G U A R A N T Y O F T H E A C C U R A C Y 
AND C O M P L E T E N E S S O F T H E INFORMATION C O N T A I N E D HEREIN. 

SUBSEOUENT T O T H E N O V E M B E R 26, 2012 T R A N S A C T I O N , DESCRIBED HEREIN 
AND IN T H E P L A N AS T H E "TRANSACTION", VARIOUS UNAUTHORIZED 
TRANSACTIONS W E R E M A D E O N B E H A L F O F T H E D E B T O R BY DISPUTED 
B O A R D M E M B E R S AND M A N A G E M E N T . TRANSACTIONS IMPACTING T H E 
DISCLOSURES H E R E I N M A Y H A V E O C C U R R E D T O W H I C H T H E DEBTOR'S 
M A N A G E R S H A V E NO K N O W L E D G E O R A C C E S S T O R E L E V A N T 
I N F O R M A T I O N . 

THIS DISCLOSURE S T A T E M E N T HAS N O T B E E N A P P R O V E D OR DISAPPROVED 
B Y T H E SECURITIES AND E X C H A N G E COMMISSION, NOR HAS T H E 
COMMISSION PASSED UPON T H E A C C U R A C Y O R A D E Q U A C Y OF T H E 
S T A T E M E N T S CONTAINED HEREIN. 

N E I T H E R T H E D E B T O R NOR C O U N S E L F O R T H E D E B T O R C A N W A R R A N T NOR 
R E P R E S E N T T H A T T H E INFORMATION CONTAINED IN THIS DISCLOSURE 
S T A T E M E N T IS W I T H O U T INACCURACIES. NEITHER T H E D E B T O R NOR ITS 
C O U N S E L HAS VERIFIED T H E I N F O R M A T I O N C O N T A I N E D IN THIS 
DISCLOSURE S T A T E M E N T , A L T H O U G H T H E Y DO N O T H A V E A C T U A L 
K N O W L E D G E O F A N Y INACCURACIES. 

IF T H E REQUISITE V O T E IS A C H I E V E D F O R E A C H CLASS O F IMPAIRED 
C L A I M S A N D T H E P L A N IS S U B S E Q U E N T L Y C O N F I R M E D BY T H E B A N K R U P T C Y 
C O U R T , A L L H O L D E R S O F C L A I M S AGAINST T H E D E B T O R (INCLUDING, 
W I T H O U T LIMITATION, T H O S E H O L D E R S O F C L A I M S W H O DO N O T SUBMIT 
B A L L O T S T O A C C E P T OR R E J E C T T H E PLAN), W I L L B E BOUND BY T H E T E R M S 
O F T H E P L A N AND T H E TRANSACTIONS C O N T E M P L A T E D T H E R E B Y . 

II. V O T I N G P R O C E D U R E S 

A n y creditor of the Debtor whose claim or interest is I M P A I R E D under the Plan is 
entitled to vote, i f either (1) the claim or interest has been scheduled by the Debtor and such 
claim or interest is not scheduled as disputed, contingent or unliquidated, or (2) the creditor or 
interest holder has filed a proof of claim or proof of interest as the case may be, on or before the 
last date set by the Bankruptcy Court for such filings, provided, however, any claim or interest as 
to which an objection has been filed (and such objection is still pending) is not entitled to vote, 
unless the Bankruptcy Court temporarily allows the creditor or interest holder to vote upon 
motion by the creditor. Such motion must be heard and determined by the Bankruptcy Court 
prior to the date established by the Bankruptcy Court to confirm the Plan. In addition, a 
creditor's or interest holders' vote may be disregarded i f the Bankruptcy Court determines that 
the acceptance or rejection was not solicited or procured in good faith or in accordance with the 
provisions of the Bankruptcy Code. 

Holders of impaired claims or interests who are entitled to vote and fail to do so will not 
be counted as either accepting or rejecting the Plan. Nevertheless, i f the requisite vote is 
achieved for your class of impaired claims, you w i l l be bound by the terms of the Plan. 
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A ballot to be used for voting to accept or reject the Plan is enclosed with this Disclosure 
Statement and mailed to creditors and interest holders entitled to vote. A creditor or interest 
holder must (1) carefully review the ballot and the instructions thereon, (2) execute the ballot, 
and (3) return it to the address indicated thereon by the deadline to enable the ballot to be 
considered for voting proposes. 

T H E D E A D L I N E F O R RETURNING Y O U R B A L L O T 
IS . M . C E N T R A L T I M E ON , 2013 

(THE "VOTING DEADLINE") . 

After completion of the ballot, creditors should return the executed ballot in the 
self-addressed envelope to: 

DIGERATI T E C H N O L O G I E S , INC. 
c/o E D W A R D L . R O T H B E R G / K A T H Y M A Y L E 

H O O V E R S L O V A C E K L L P 
5847 SAN F E L I P E , SUITE 2200 

H O U S T O N , T X 77057 

V O T I N G I N F O R M A T I O N AND INSTRUCTION F O R C O M P L E T I N G T H E B A L L O T : 

F O R Y O U R V O T E T O B E C O U N T E D Y O U M U S T C O M P L E T E T H E B A L L O T , 
INDICATE A C C E P T A N C E OR R E J E C T I O N O F T H E P L A N IN T H E BOXES 
INDICATED O N T H E B A L L O T AND SIGN AND R E T U R N T H E B A L L O T TO T H E 
ADDRESS SET F O R T H O N T H E PRE-ADDRESSED E N V E L O P E . IF A B A L L O T IS 
R E C E I V E D A F T E R T H E V O T I N G D E A D L I N E , IT W I L L N O T B E C O U N T E D . 

IF Y O U H O L D C L A I M S OR INTERESTS IN M O R E T H A N O N E CLASS UNDER T H E 
P L A N , Y O U M A Y R E C E I V E M O R E T H A N O N E B A L L O T . E A C H B A L L O T Y O U 
R E C E I V E V O T E S O N L Y Y O U R C L A I M S F O R T H A T CLASS. P L E A S E C O M P L E T E 
AND R E T U R N E A C H B A L L O T Y O U R E C E I V E . Y O U MUST V O T E A L L O F Y O U R 
C L A I M S WITHIN A SINGLE CLASS UNDER T H E P L A N T O E I T H E R A C C E P T OR 
R E J E C T T H E P L A N . A C C O R D I N G L Y , A B A L L O T (OR M U L T I P L E B A L L O T S 
W I T H R E S P E C T T O M U L T I P L E C L A I M S WITHIN A SINGLE CLASS) T H A T 
P A R T I A L L Y R E J E C T S AND P A R T I A L L Y A C C E P T S T H E P L A N W I L L NOT B E 
C O U N T E D . 

T H E B A L L O T IS F O R V O T I N G PURPOSES O N L Y AND DOES NOT CONSTITUTE 
AND S H A L L N O T B E D E E M E D A PROOF O F C L A I M OR INTEREST OR A N 
ASSERTION O F A C L A I M . 
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III. IMPAIRMENT O F C L A I M S 

A class is "impaired" i f the legal, equitable or contractual rights attaching to the claims or 
interest of that class are modified under a plan. Modification for purposes of determining 
impairment however, does not include curing defaults and reinstating maturity or cash payment 
in fu l l . Classes of claims or interests that are not "impaired" under a plan are conclusively 
presumed to have accepted the plan and are thus not entitled to vote. Classes of claims or 
interests receiving no distribution under a plan are conclusively presumed to have rejected the 
plan and thus are not entitled to vote. Acceptances of the Plan are being solicited only from 
those persons who hold claims in an impaired class entitled to receive a distribution under the 
Plan. 

Under Section 1124 of the Bankruptcy Code, a class of claims or interests is impaired 
under a plan, unless , with respect to each claim or interest of such class, the plan: 

1. Leaves unaltered the legal, equitable, and contractual rights of the holder of such 
claim or interest; or 

2. Notwithstanding any contractual provision or applicable law that entitles the 
holder of a claim or interest to receive accelerated payment of its claim or interest after the 
occurrence of a default: 

(a) Cures any such default that occurred before or after the 
commencement of the case under the Bankruptcy Code, other than a 
default of a kind specified in Section 365(b)(2) of the Bankruptcy 
Code; 

(b) Reinstates the maturity of such claim or interest as it existed before the 
default; 

(c) Compensates the holder of such claim or interest for damages incurred 
as a result of reasonable reliance on such contractual provision or 
applicable law; and 

(d) Does not otherwise alter the legal, equitable or contractual rights to 
which such claim or equity interest entitles the holder of such claim or 
interest; or 

3. Provides that, the holder of such claim or interest receives, on account of such 
claim or interest, cash, equal to: 

(a) With respect to a claim, the allowed amount of such claim; or 

(b) With respect to an interest, i f applicable, the greater of: 

(i) Any applicable fixed liquidation preference; or 
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(ii) Any fixed preference at wliicli the Debtor, under the terms of the 
security, may redeem the security. 

4. In Article 4 of the Plan, the Debtor has identified the impaired classes of creditors 
and interest holders under the Plan. In the event there are questions regarding whether a 
person is in an impaired class, the person should assume that his or her claim is impaired and 
vote. If the claim is determined to be impaired, the vote wi l l be considered by the 
Bankruptcy Court. The Class 1, 2, 3, and 4 holders of claims and the Class 5, 6 and 8 of 
interest holders of the Debtor are impaired under the Plan. 

IMPAIRED CREDITORS AND INTEREST H O L D E R S ANTICIPATED T O R E C E I V E A 
DISTRIBUTION UNDER T H E P L A N A R E BEING SOLICITED T O V O T E . IF Y O U 
H O L D A N ADMINISTRATIVE C L A I M O R UNIMPAIRED C L A I M , T H E DEBTOR IS 
N O T S E E K I N G Y O U R V O T E . 

IV. N A T U R E AND HISTORY OF BUSINESS 

A. Source of Information and Accounting Method 

The Debtor's books are maintained under the supervision of Arthur L . Smith, the 
President of and Chief Executive Officer of the Debtor and Antonio Estrada, Chief Financial 
Officer of the Debtor. Accounting is accrual basis method. The historical financial information 
contained in this disclosure statement as well as the bankruptcy schedules and statement of 
affairs was derived from the Debtor's books and records. Prior to 2013, Debtor's books and 
records were audited by MaloneBailey, L L P . Beginning with the fiscal year ending July 31, 
2012 and the quarter ending October 31, 2012, the books and records were audited and reviewed, 
respecfively by L B B & Associates. 

T H E DEBTOR'S BOOKS H A V E NOT B E E N AUDITED BY A N INDEPENDENT 
PUBLIC A C C O U N T A N T (OTHER T H A N AS E X P R E S S L Y DESCRIBED HEREIN). 
NO A B S O L U T E R E P R E S E N T A T I O N IS M A D E AS T O T H E A C C U R A C Y OF T H E 
D E B T O R ' S R E C O R D S . H O W E V E R , T H E D E B T O R HAS A T T E M P T E D T O 
A C C U R A T E L Y R E F L E C T ITS BUSINESS OPERATIONS. SUBSEOUENT TO T H E 
N O V E M B E R 26, 2012 T R A N S A C T I O N DESCRIBED H E R E I N AND IN T H E PLAN AS 
T H E "TRANSACTION", VARIOUS U N A U T H O R I Z E D TRANSACTIONS W E R E 
M A D E O N B E H A L F O F T H E D E B T O R B Y DISPUTED B O A R D M E M B E R S AND 
M A N A G E M E N T . TRANSACTIONS IMPACTING T H E DISCLOSURES HEREIN M A Y 
H A V E O C C U R R E D T O W H I C H T H E DEBTOR'S M A N A G E R S H A V E NO 
K N O W L E D G E O R A C C E S S T O R E L E V A N T INFORMATION. 
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B. General Information about the Debtor 

1. T H E D E B T O R 

a. History of the Debtor/ Business Model Operations 

The Debtor, Digerati Technologies, Inc. ("Digerati"), was formed in 2004 under the 
name A T S I Communications, Inc. (f/k/a American Telesource International, Inc.) as the 
successor to a telecommunications company originally incorporated in 1993. American 
Telesource International, Inc. was originally incorporated under the laws of the Province of 
Alberta, Canada on December 17, 1993, under the name Latcomm International, Inc. 
("Latcomm"). On December 20, 1993, Latcomm purchased all o f the outstanding shares of Latin 
America Telecomm, Inc., a Texas corporation, for $25,000. On Apr i l 22, 1994, Latin America 
Telecomm, Inc. changed its name to American Telesource International, Inc. ("ATSI-Texas"). 
Effective M a y 26, 1994, Latcomm amalgamated under the laws of the Province of Ontario, 
Canada with Will ingdon Resources, Ltd. ("Willingdon"), a corporation incorporated under the 
laws of the Province of Ontario, Canada. The resulting Ontario Corporation was named 
American Telesource International Inc. ("ATSI-Canada"). In 1996, A T S I Canada merged with 
American Telsource International, Inc., a Delaware corporation created by the Company, to re-
domicile the corporation to the United States. In 2001 the debtor changed its name from 
American Telesource International to A T S I Communications, Inc. ("ATSI"). The Debtor re­
incorporated in the State of Nevada by merger into a wholly-owned subsidiary in 2004 as part of 
a recapitalization plan, but remained known as A T S I Communications, Inc. 

Digerati's global network started in 1995 along the U.S.-Mexico conidor to capitalize 
on the opportunities created by the deregulation of the telecommunication industries within Latin 
America. Over the course of the following decade, the Company expanded its network into 
more than 50 countries utilizing VoIP technology to establish global partnerships with foreign 
carriers and emerging operators in the United States, Latin America, Asia , Europe, and the 
Middle East. 

Digerati experienced problems in 2002 - 2003 due to the crisis in the 
telecommunications industry. During the fiscal year ending July 31, 2003 management 
continued to pursue different avenues for funding, through the issuance of debt or company 
stock. Digerati was not successful during the year ended July 31, 2003 in raising the necessary 
capital to re-start its legacy network, and as a result, two of its subsidiaries, A T S I (Texas), Inc. 
and TeleSpan, Inc., filed for protection under Chapter 11 of the U .S . Bankruptcy Code on 
February 4, 2003 and February 18, 2003 respectively. The cases were jointly administered. 
Subsequently, the cases were converted to Chapter 7 and the assets liquidated. 

In 2010, Digerati expanded beyond its global VoIP transport services by introducing its 
Only in The Cloud telephony product line that includes cloud-based P B X services, SIP trunking, 
and specialized VoIP applications. Digerafi had several operating subsidiaries over the years 
including, A T S I Comunicaciones, S.A. de C . V . , American TeleSource International de Mexico, 
S.A. de C . V . or A T S I Mexico, Sistema de Telefonia Computarizada, S.A. de C . V . or Sistecom, 
Servicios de Infraestructtira, S.A. de C . V . or Sinfra, TeleSpan, Inc., and G l o b a l S C A P E , Inc.. 
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Prior to the telecom industry turmoil, Digerati traded on the American Stock Exchange as 
A T S I Communications, Inc. under the symbol A I and successfully spun-off its Internet software 
subsidiary, Globalscape, Inc. ( N Y S E : G S B ) to its shareholders. Globalscape has become a leader 
in its industry and experienced tremendous success that includes a continued listing on the 
American Stock Exchange to this day. The Debtor's successful track record includes being a 
three-time recipient of Deloitte and Touche's Fast 500 Award for recognition as one of the 500 
fastest growing technology companies in North America. 

On February 1, 2006, Digerati announced the formation of a new wholly owned 
subsidiary, Digerati Networks, Inc., to showcase ATSI's growing global VoIP business. Digerati 
Networks marketed VoIP services with the goal of achieving a leadership position in the industry 
while building brand and name recognition. In 2011, Digerati began its transformation that 
included a coiporate name change from A T S I Communications, Inc. to Digerati Technologies, 
Inc. to align the parent Company's name with its operating subsidiaries' brand. The corporate re-
branding formally launched the Company's strategic shift from traditional international 
telecommunication services to global VoIP and cloud-based telephony services. 

In recent years, Digerati struggled financially as indicated in its S E C reports. The entire 
telecommunications industry had suffered a significant set-back in the last decade causing 
several companies to file bankruptcy, including WorldCom and Global Crossing which owed 
substantial amounts to the Debtor. In addition, the 2008 global economic crisis created problems 
for the Company's wholesale business unit that sold international VoIP services to foreign 
operators. In subsequent years, Digerati had to significantly scale back its wholesale business 
that resulted in declining revenues and profitability. B y August 2012, the Company's VoIP 
wholesale services subsidiary, Digerati Networks, ceased operations. Today, the Company's 
communications technology subsidiary, ShiftS, markets cloud-based telephony services and 
applications through value-added resellers to the enterprise and call center market. 

In early 2012, Digerati was contacted by several financial consultants who proposed a 
reverse merger or acquisition whereby Digerati would acquire Waste Deep, Inc., which was to be 
the 100% shareholder of two oilf ield services businesses, Flurley Enterprises, Inc. and Dishon 
Disposal, Inc., valued in excess of $60 mill ion. In exchange for the stock in Hurley Enterprise 
and Dishon Disposal, Waste Deep issued $60 mill ion in promissory notes payable to the owners 
of those companies secured by the stock of each company. The former owners received no cash 
and continued to operate these companies, as Waste Deep was a mere shell which could not 
manage or operate its subsidiaries. Moreover, the promissory notes contained very short 
payment terms. In fact, $10 mil l ion of the $60 mil l ion was due within 60 days. 

In November 2012, the Debtor entered into an Agreement and Plan of Reorganization 
whereby it would acquire Waste Deep and spin o f f its current subsidiary which was involved in 
VoIP and cloud communications into a separate company (the "Transaction"). The Transaction 
closed on November 26, 2012, and Digerati acquired Waste Deep, Inc, through an arrangement 
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sometimes called a "reverse merger." Just prior to the merger, Digerati, had a market value of 
less than $300,000, but was in compliance with the Securities and Exchange Commission as a 
publicly traded company on the over-the-counter ("OTC") stock exchange. Subsequently, Waste 
Deep was merged into the Debtor rendering the Debtor liable on the $60 mil l ion in notes issued 
to acquire Hurley Enterprises and Dishon Disposal. The spinoff of the VoIP and cloud 
communications subsidiary never occurred. 

Dishon Disposal Inc. is a waste disposal facility with a 25 year track record, focusing on 
solid and liquid wastes from oil field and drilling processes. The solid waste is land filled into 
specially prepared synthetic lined pits and the liquid waste is treated with industry leading water 
treatment technology, which can be applied across mulfiple industries outside of the oil field. 
The company is well respected in the community. 

Hurley Enterprises, Inc. is also an oil field support services company that functions as a 
drilling site service company, with multiple service and rental lines of revenue. Hurley provides 
everything from skid houses, telecommunication services, booster booths, Poi1a-Potfies, 
generators, potable water, and mess halls in service to many of the major drilling contractors and 
oi l majors in the Bakken. Hurley has several sole source contracts with strategic contractors in 
the Bakken that wi l l provide large growth oppoitunity within the next three (3) years. 

Prior to closing the Transaction, the financial consultants assured the Debtor that they 
could raise the funds necessary to make payments on the notes issued to acquire Hurley 
Enteiprises and Dishon Disposal. They failed to do so and the notes went into default almost 
immediately. A s a result of these defaults, the Debtor became mired in conflict with various 
parties to the Transaction including its financial consultants. The parties to the Transaction who 
are adverse to the Debtor include, but are not limited, to Phil l ip Johnston, Cloud Capital, John 
Howell , Oleum Capital, L L C , Robert Rliodes Jr., Robert L . Sonfield, Jr., Sonfield & Sonfield, 
P . C , Jennifer Abney, Kelley Kirker, Hunter M . A . Carr, Carol Wilson, Lou Soumas, Damon 
Pistulka, Harold Gewerter, L loyd Kelley, M C I Partners, L L C , Special Waste Management 
Services, L L C , John Doe Stock Promoters, Mark Townsend, Delta S. Ventures, L P , William 
Mcl lwa in , Hunter Can-, Scott Hepford, The Lunaria Heritage Trust, Rliodes Holdings, L L C , 
Recap Marketing and Consulting, L L P , Delta S. Ventures, L P , and W E M Equity Capital 
Investments, Ltd. ("Litigation Opponents"). The conflict resulted in a series of cases where the 
Debtor is a party or where the claims relate to the Debtor. The cases are as follows: 

/; Digerati Technologies, Inc. v. Sonfield & Sonfield, P.C, et al.; Cause N o . 2013-06483 in the 

28 District Court o f Harris County, Texas. This case currently does not have a trial date set and 

the Court ordered the parties to participate in mediation. 

2) Digerati Technologies, Inc. v. Oleum Capital, LLC; Case No . 2 : 1 3 - C V - 0 0 1 9 1 - G M N - V C F in 

the United States District Court for the District o f Nevada. This case was dismissed by Digerati 

and the Court entered the dismissal order on August 22, 2013. 

3) Rhodes Holdings, LLC et al. v. Gorham et al.; Cause No . 2013-CI-02253 in the 285* Judicial 

District Court o f Bexar County, Texas. This case is set for trial and Digerati is not a part)' to the 

case. 
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4) Robert L. Sonfield, Jr., P.C. v. Albeck. et al.; Cause No . 2013-05429 in tlie 129'" District Court 

of Harris County, Texas. Tliis case is set for trial in 2014. 

5) Recap Marketing and Consulting, LLP v. Jaclin et al; Cause No . 2013-04580 in the 15?"' 

District Court o f Harris County, Texas. 

During all o f this litigation, the former owners of Hurley Enterprises and Dishon Disposal 
who are collectively owed $60 mill ion plus interest and attorneys fees have not foreclosed on the 
stock of those companies which was pledged as collateral to secure the debt. Rather, those 
owners have worked with the Debtor to utilize the bankruptcy process to attempt to sell Hurley 
Enterprises and Dishon Disposal in order to pay their notes, the unsecured creditors and 
hopefully generate a return to the equity holders. 

Several parties in the litigation appeared to relnse to comply with the 281^' Court Order 
requiring the parties to attend mediation. Instead, they continued to litigate in other venues 
where they argued over and over the need to preserve Digerati's assets. Digerati filed a voluntary 
Chapter 11 petition in order to preserve, protect and try to maximize the value of the Debtor's 
assets and invoke the automatic stay. The Debtor sought to remove cases identified as 1, 3 and 4 
above. The Bankruptcy Court remanded the first case but cautioned the defendants that they 
could not assert derivative claims owned by the Debtor without risking being held in contempt. 
A s to case number 3, the Court retained certain claims related to Digerati and remanded the 
others. Digerati has filed an adversary complaint in the removed poition of case number 3 above 
which remains in bankruptcy court to clarify various interests. As to case number 4, the 
Bankruptcy Court remanded the claims against all parties except those asserted against the 
Debtor and found that the parties would have to seek to lift the stay to pursue any claims against 
the Debtor. 

Given all o f the problems with the Transaction and competing claims by and between the 
parties arising from the Transaction, bankruptcy appeared to be the best vehicle to create 
consistency and stability for Digerati to allow it to " 'fix" the problems with the Transaction in an 
efficient and economical way, as well as allow for a restructuring subject to court approval. 

b. Assets 

Currently, the Debtor has assets of approximately $60 million, consisting primarily of its 
equity interests in Hurley and Dishon, each valued at $30 mill ion. The Debtor believes these 
assets can be sold for more than $60 mill ion through an orderly sale process. The Debtor's other 
significant assets which, as of the Petition Date, have an unknown current value, are its N O L 
carryforward, of approximately $18 mill ion through the 2010 tax year, and its Litigation 
Opponent Claims against various parties related to the Transaction. Further, after the bankruptcy 
filing, the Debtor received dividends from Flurley and Dishon in the total amount of $500,000. 

{851191/00004/00065725.DOCX 1} - 11 -

Case 13-33264   Document 314   Filed in TXSB on 09/27/13   Page 11 of 40



(1) Litigation Opponents Claims 

A s discussed above, prior to the Fi l ing Date, Digerati was party to numerous lawsuits 
related to the Transaction. A s a result of the disputes surrounding the Transaction and the 
lawsuits, the Debtor holds various claims which may be asserted against the Litigation 
Opponents ("Litigation Opponents Claims"). A nonexclusive chart describing these potential 
claims is attached to the Plan as Exhibit 4 and as Exhibit C hereto. In Ait icle 6.10.3 of the Plan, 
the Debtor specifically reserves the right to pursue these claims. 

c. Liabilities 

The Debtor's liabilities on the petition date are set forth on the claims analysis attached as 
Exhibit B . Generally, these liabilities consisted of the following: 

Secured Liabilities - The Debtor's has secured liabilities of approximately $60 
mill ion owed to the former owners of Hurley and Dishon pursuant to the Dishon Notes and the 
Hurley Notes, each entered into on or about November 15, 2012 and related to the Debtor's 
acquisition of these entities. The Dishon Notes and Flurley Notes are secured by pledges of 
stock on each respective entity. A s of the Petition Date, the principal balance on Dishon Notes 
and the Flurley Notes was $30 mil l ion each, plus interest and related costs. 

Priority Tax Claims - A s of the Petition Date, the Internal Revenue Service has 
filed a claim in the amount $11,000 for estimated taxes related to unfiled tax returns for 2011 and 
2012. The Debtor has now filed the 2011 tax return and wi l l be filing its 2012 tax return prior to 
a hearing on confirmation of the Plan 

Priority Non-Tax Claims - Ai lhur L . Smith and Antonio Estrada hold claims 
related to prepetition wages which constitute Al lowed Priority Claims in the amount of $12,475 
each, with the balance of their respective claims to be treated as Class 4 General Unsecured 
Claims in the Plan. The Eversull Group has also asserted a priority claim in the amount of $2000 
related to prepetition services that it provided to the Debtor. The Debtor disputes that this claim 
is entitled to priority status and wi l l seek to have this claim reclassified as a Class 4 General 
Unsecured Cla im. 

General Unsecured Claims - Approximately $2 mill ion in unsecured claims have 
been filed or scheduled. O f these liquidated claims, approximately $200,000 is disputed. 
Additionally, significant unliquidated claims may be asserted by parties to the Transaction, 
including the Litigation Opponents. Potential claims by the Litigation Opponents are all 
disputed and the Debtor intends to file objections to any claim asserted by any of these parties. 

Unsecured Claims of Insiders - None 

Non-Tax Administrative Claims Analysis 

The Debtor's August 2013 Monthly Operating Report shows that there approximately 
$32,886.65 in post-petition liabilities owed which w i l l be paid in the ordinary course of business. 
Additionally, allowable administrative claims of approximately $55,131.99_are owed to officers 
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of the Debtor for unpaid post petition compensation. Federal taxes obligations of $6,684.72 are 
owed which wi l l be paid in the ordinary course of business. No further administrative expenses 
are knovv^n other than accrued, unpaid professional fees totaling $426,925 (inclusive of retainers 
that have been paid). Floover Slovacek, is owed approximately $276,000 through August 31, 
2013, excluding any retainer. The remaining accrued, unpaid professional fees and expenses are 
owed to Herrera Partners and Epiq, both of which have been paid retainers as approved by the 
Court. Counsel for the Debtor estimates that additional fees and expenses related to its servdces, 
should not collectively exceed more than an additional $1 million. These obligations wi l l be 
paid from the dividend referred to above and the Net Sales Proceeds from the sale Hurley and/or 
Dishon, as provided in Aiticles 3.4 and 3.6 of the Plan and in the Settlement Agreement. In 
summary, the Debtor wi l l be able to satisfy ordinary course post-petition payables and 
professional fees. Based on the foregoing, the Debtor believes that it wi l l have sufficient funds 
to pay all administrative expense claims in the manner provided in the Plan. 

Administrative Tax Claims Analysis 

The Debtor anticipates incuning a federal income tax liability on the gains derived from 
the Hurley Sale and the Dishon Sale that wi l l constitute an Administrative Tax Claim. The 
amount of this liability w i l l be based upon the sales prices for the sales of Hurley and Dishon. As 
further discussed in Article. 3.3 of the Plan, the Debtor wi l l estimate the maximum potential 
amount of this Administrative Tax Claim and deposit that amount into the Disputed Claim 
Reserve Account. The deposit wi l l be paid from the proceeds of the Flurley Sale and the Dishon 
Sale. Once the liability is detennined, the claim wi l l be paid, with excess deposited funds to be 
distributed to creditors and/or interest holders in accordance with the terms of the Plan. 

2. F I N A N C I A L D I F F I C U L T I E S A N D R E S T R U C T U R I N G 

As discussed in Section I V . B . above, after the Transaction, the Debtor was mired in 
conflict with various parties to the Transaction. The conflict resulted in a series of lawsuits 
whereby the Debtor is a party or where the claims relate to the Debtor. This cloud of litigation 
has resulted in a tremendous amount of attorneys fees and impacted Digerati's ability to market 
and sell Hurley and Dishon, raise new equity, or otherwise reorganize, thereby prompting the 
f i l ing of this bankruptcy case. 

The Debtor intends to utilize the bankruptcy to sell Hurley and Dishon, use the sale 
proceeds to significantly reduce its debt and return to its pre-Transaction core business. The 
Debtor has engaged Gilbert Herrera and Herrera Partners as Investments Bankers to market and 
sell Hurley and Dishon. The proceeds from the sales of Flurley and Dishon, along with relevant 
financial provisions of the Settlement Agreement, wi l l be used to help fund payments required in 
the Plan. 

3. F I N A N C I A L S I T U A T I O N A S O F P E T I T I O N D A T E 

A s of the Fi l ing Date, the Debtor had liabilities of approximately $62 million, including 
approximately $60 mil l ion owed to the fomier owners of Hurley and Dishon. On the Fil ing 
Date, the Debtor also had liquidated general unsecured claims of approximately $2 million. 
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Additionally, disputed unliquidated claims of undetermined amounts may exist against the 
Debtor by the Litigation Opponents. 

It is the position of the Debtor that through the end of tax year 2010, the Debtor has an 
approximate $18 million net operating loss carryforward for federal income tax purposes. The 
Plan is designed to preserve the net operating loss carryforward for the benefit of the 
Reorganized Debtor. The net operating loss carryforward is intended and anticipated to offset 
the income recognized from the gain on the Debtor's sale of its subsidiaries, Hurley and Dishon. 

It is the position of the Debtor that under the provisions of the Plan, there is no "change 
in ownership" as defined in I .R.C. § 382 that would invoke the limitations of I . R . C . § 382 on the 
net operating loss carryforward. 

Debtor has not sought a letter ruling or any other determination from the Internal 
Revenue Service regarding the status of the net operating loss carry forward. There can be no 
assurance that a subsequent ruling from the Internal Revenue Service may not adversely affect 
the Debtor's ability to use the net operating loss carryforward. There can be no assurance that 
subsequent actions or transactions might constitute a "change in ownership" as defined in I .R .C . 
§ 382 and thus limit the utilization of the net operating loss carryforward. 

4. O W N E R S H I P A N D M A N A G E M E N T 

a. General Overview 

Digerati is a publicly traded company whose shares of common stock are traded in the 
over-the-counter and N A S D A Q markets under the ticker symbol D T G I Q . A s of the Filing Date, 
the number of outstanding shares of Digerati common stock was 1,985,635. The Debtor also has 
disputed Preferred Series " A " and " E " stock which may exist or may be authorized on the Filing 
Date. However, as further described in Article 4.5 of the Plan, rights, i f any, to the disputed 
shares are rescinded. Arthur L . Smith is the C E O , Chairman of the Board and sole director of 
Digerati. Antonio Estrada is the company's C F O . During the pendency of the bankruptcy case, 
Arthur L . Smith agreed to reduce his monthly base compensation of $13,750for his services to 
the Debtor to $5,650. Likewise, Antonio Estrada agreed to reduce his monthly base 
compensation from $12,500 to $5,650 for his services from the Debtor. Mr . Smith spends a 
tremendous amount of time managing the litigation refeiTed to above and working with Flurley 
and Dishon to maximize the value of those companies for sale. M r . Estrada spends a tremendous 
amount of time working with Hurley and Dishon on collection financial information needed for 
reporting purposes, audit purposes, tax purposes and sale purposes. 

5. S I G N I F I C A N T A C T I O N S IN B A N K R U P T C Y C A S E 

a. Voluntary Petition filing 

The Debtor filed for Chapter 11 relief on May 30, 2013. The Debtor continues to operate 
as a debtor-in-possession subject to the supervision of the Bankruptcy Court and in accordance 
with the Bankruptcy Code and is authorized to operate its business and manage its property in 
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the ordinary course, with transactions outside of the ordinary course of business requiring 
Bankruptcy Court approval. A n immediate effect of the filing of the Debtor's bankruptcy 
petition is the imposition of the automatic stay under the Bankruptcy Code which, with limited 
exceptions, enjoins the commencement or continuation of all collection efforts by creditors, the 
enforcement of Liens against property of the Debtor, and the continuation of litigation against 
the Debtor. The relief provides the Debtor with the "breathing room" necessary to reorganize its 
business and prevents creditors from obtaining an unfair recovery advantage while the Chapter 
11 Case is ongoing. 

b. Employment of Professional Persons 

The Debtor is currently represented in this Chapter 11 proceeding by Edward L . Rothberg 
and the law firm of Hoover Slovacek L L P and an order authorizing the employment of M r . 
Rothberg and this firm was entered by the Court on June 27, 2013 (Docket #60). 

A n order authorizing the retention of Epiq Bankruptcy Solutions, L L C as Debtor's 
Noticing Agent and Possible Balloting Agent for the Debtor was entered on June 11, 2013 
(Docket #27). 

Additionally, on July 12, 2013, the Court entered orders authorizing the employment of 
(i) Wesley Middleton and Middleton+Raines as accountants to file relevant federal and state tax 
returns (Docket #93) and (ii) Gilbert Herrera and Herrera Partners as Investments Bankers to 
market and sell Hurley and Dishon ("Herrera Order") (Docket #94). In the Herrera Order, the 
Court also approved the payment of an additional fee to Gilbert Hen-era and Herrera Partners of 
2% of any amount received from a sale (as defined in the engagement letter) which is in excess of 
$30 million for either Hurley or Dishon. Further, on August 7, 2013, the Court entered an order 
authorizing the employment of Gordon R. Goolsby and Armstrong Teasdale as Special Local 
Litigation Counsel in connecfion with the litigation styled as Case No . 2:13-cv-00191-GMN-
V C F , Digerati Technologies, Inc. v. Oleum Capital, LLC pending in the United States District 
Couit for the District of Nevada ("Nevada" Litigation"). 

c. Other Relevant Pleadings: 

(1) Order Regarding Status Conference: On June 27, 2013, the Court 
conducted a status conference and entered an order establishing various 
deadlines requiring that the Debtor: i) file its Plan and Disclosure 
Statement by September 30, 2013; ii) timely file operating reports; (iii) 
timely pay post petition taxes; (iv) maintain insurance; (v) pay required 
U S Trustee fees; and (vi) provide to U S trustee proof of closing bank 
accounts and filing tax returns (Docket #61). 

(2) Motion for Order Establishing Interim Procedures for 
Compensation of Professionals: B y this motion, the Debtor sought to 
establish interim procedures for compensation of professionals engaged 
in this case. On September 13, 2013, after a hearing on this motion, the 
Court entered an order approving modified procedures for 
compensation of professional whereby the rule requiring that 

{851191/00004/00065725.DOCX 1} - 15-

Case 13-33264   Document 314   Filed in TXSB on 09/27/13   Page 15 of 40



applications for compensation only be filed no sooner than every 120 
days be suspended and authorizing professionals to file applications 
with the Court seeking compensation at any time (Docket #280). 

(3) Motion to Transfer Venue: B y this motion, Rhodes Holding L L C 
sought to transfer venue of this case to another district. The Court 
conducted a lengthy evidentiary hearing on this matter on August 6 
and 8, 2013, respectively. On August 21, 2013, the Court orally 
denied the motion and retained venue in the Southern District of 
Texas. On September 20, 2013, the Court orally approved the 
admission of additional exhibits by RJiodes Holding L L C for 
appellate purposes. A written order denying this motion has not yet 
been entered. 

(4) Emergency Motion Pursuant to Section 105(a) of the Bankruptcy 
Code and Bankruptcy Rules 105(c) and 9007 Seeking Authority to 
Implement Certain Notice Procedures: B y this motion, the Debtor 
sought to have the Court establish certain procedures regarding noticing 
of pleadings in this case. A n order approving this motion and 
establishing noticing procedures was entered on June 11, 2013 (Docket 
#26). 

(5) Emergency Motion for Authority to Incur Debtor Under 11 U.S .C. 
$364(C) and §105 to Obtain Debtor in Possession Financing: By this 
motion, Debtor sought to obtain secured DIP financing from Hurley 
Fairview, L L C and Riverfront Capital, L L C totaling $750,000 to help 
fund operations and expenses. After conducting an evidentiary hearing, 
on June 28, 2013, the Court entered an order denying this motion 
(Docket #63). 

(6) Emergency Motion for Authority to Incur Debtor Under 11 U.S .C. 
§364(b) to Obtain Debtor in Possession Financing: B y this motion. 
Debtor sought to obtain unsecured DIP financing totaling $750,000 to 
help fund operations. The motion contemplated receiving funds from 
and granting superpriority status to Hurley Fairview, L L C and 
Riverfront Capital, L L C . After conducting an evidentiary hearing, on 
July 30, 2013, the Court entered an order denying this motion (Docket 
#156). Subsequently, the Debtor received dividends from Flurley and 
Dishon in the total amount of $500.000 to fund post petition operations 
and expenses.. 

(7) Motion for 1) Contempt and Sanctions for W i l l f u l Violation of the 
Automatic Stay by Harold Gewerter: and 2) to Compel Turnover of 
Documents and Retainer from Harold Gewerter, a Nevada Attorney, 
Who Claims to Represent the Debtor Post Petition: B y this motion, the 
Debtor sought to hold Flarold Gewerter in contempt for failure to 
turnover records of the Debtor and purporting to act on behalf of the 
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Debtor, post petition, in the Nevada Litigation udthout authorization. 
A n evidentiary hearing was conducted on this matter on July 22, 2013. 
The Court subsequently entered an interim order requiring that M r . 
Gewerter dismiss the Nevada Litigation in accordance with Debtor's 
instructions and turnover all documents to the Court for review to 
determine i f they should be produced to the Debtor (Docket #132). 
Subsequently, the documents were produced and turned over to the 
Debtor and the Nevada Litigation was dismissed. On August 9, 2013, 
the Court entered an order authorizing the withdrawal of this motion 
(Docket #205). 

(8) Emergency Motion for Contempt and Sanctions for Wi l l fu l 
Violation of the Automatic Stay by Scott Hepford and The Lunaira 
Trust: B y this motion, the Debtor sought to hold Scott Hepford and 
The Lunaria Trust in contempt for improperly seeking relief against the 
Debtor in an intervention filed in the Nevada Litigation. A n 
evidentiary hearing was conducted on this matter on July 22, 2013. The 
C o m l subsequently entered an interim order requiring that Mr . Hepford 
and The Lunaria Trust amend their pleading to remove any requested 
relief pertaining to the Debtor (Docket #131). Subsequently, the 
pleading was amended and the Nevada Litigation was ultimately 
dismissed. On August 9, 2013, the Court entered an order authorizing 
the withdrawal of this motion (Docket #206). 

(9) Motion for Relief from Stay Appellants' Motion for Determination 
that Automatic Stay Does Not Apply or Has Been Lifted with Respect 
to Appellate Proceedings Pending Before the 14th Couit of Appeals of 
Texas: By this motion, ceitain Litigation Opponents (William 
Mcl lwa in , Robert C Rhodes, Rliodes Holdings, L L C , Sonfield & 
Sonfield, P . C , Robert L Sonfield Jr) sought to determine that the 
automatic stay had been terminated or did not apply to appellate 
proceedings pending before the 14th Court of Appeals of Texas, in 
Cause No . 14-13-00249-CV. On September 10, 2013, the Court 
entered an order terminating the automatic stay to allow the District and 
appellate courts determine whether claims were derivative or direct. 
The Court also fotmd that i f derivative claims are pursued in tiiis 
litigation, as determined by the state courts, the Debtor may return to 
the Bankruptcy Court to seek sanctions (Docket #276). 

(10) Motion to (1) Confirm October 16. 2013 as Bar Date for Fi l ing 
Proof of Claims: (II) Establish October 16, 2013 as Bar Date for Fi l ing 
Proofs of Equity Interest: (III) Approve Form, Manner, and Sufficiency 
of Notice: and (IV) Request for Expedited Consideration: By this 
motion, the Debtor sought to confirm October 16, 2013 as the last date 
to file Proofs of Cla im in this case, establish this same date as the 
deadline for filing Proofs of Interest, and approve form, manner and 
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sufficiency of notice. On August 27, 2013, the Court entered an order 
approving the motion (Docket #246). 

(11) Emergency Motion to Extend Deadline to Provide Proof of Fi l ing 
2012 Tax Return: B y this motion. Debtor sought permission from the 
Court to extend the September 15, 2013 until November 15, 2013 
deadline to provide proof of filing its 2012 Federal Income Tax Return. 
After conducting a hearing on this matter, the Court denied this motion 
(Docket #291). 

6. O T H E R L I T I G A T I O N 

A significant amount of litigation exists involving the Debtor which is related to the 
Transaction, both in the Banki-uptcy Court, in the form of adversary proceedings, and in various 
state courts. A chart detailing this litigation and describing the current status of each case is 
attached hereto as Exhibit D . 

C. Case Management Going Forward 

1. P L A N N E G O T I A T I O N S 

The Debtor has an exclusive period within which it may propose a plan of reorganization 
and is proposing a Plan within that period. 

2. A S S U M P T I O N A N D R E J E C TION 

The bankruptcy law allows the Debtor to assume or reject any pending lease agreements 
or executory contracts that exist on the date of the order for relief. Additionally, the law 
provides that the Debtor can assign its interest in lease agreements and executory contracts 
provided they cure all defaults and provide adequate assurance that the assignee wi l l comply 
with the terms of the lease or contract. Executory contract and lease assumption and rejection 
are treated in the Plan. A n y contract or lease not specifically assumed in the Plan, or by prior 
court order, is deemed rejected. 

V. DESCRIPTION O F P L A N 

S U M M A R Y O F T H E P L A N O F R E O R G A N I Z A T I O N 

THIS SECTION PROVIDES A S U M M A R Y O F T H E S T R U C T U R E AND 
I M P L E M E N T A T I O N O F T H E P L A N AND T H E CLASSIFICATION AND 
T R E A T M E N T O F C L A I M S AND INTERESTS UNDER T H E P L A N AND IS 
QUALIFIED IN ITS E N T I R E T Y BY R E F E R E N C E T O T H E P L A N , WHICH 
A C C O M P A N I E S THIS DISCLOSURE S T A T E M E N T , AND T O T H E EXHIBITS 
A T T A C H E D T H E R E T O . T H E S T A T E M E N T S CONTAINED IN THIS DISCLOSURE 
S T A T E M E N T I N C L U D E SUMMARIES O F T H E PROVISIONS C O N T A I N E D IN T H E 
P L A N AND IN D O C U M E N T S R E F E R R E D T O T H E R E I N . T H E S T A T E M E N T S 
C O N T A I N E D IN THIS DISCLOSURE S T A T E M E N T DO NOT PURPORT TO B E 
PRECISE OR C O M P L E T E S T A T E M E N T S O F A L L T H E T E R M S AND PROVISIONS 
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O F T H E P L A N OR D O C U M E N T S R E F E R R E D T O T H E R E I N , AND R E F E R E N C E IS 
M A D E T O T H E P L A N AND T O S U C H D O C U M E N T S FOR T H E F U L L AND 
C O M P L E T E S T A T E M E N T S O F SUCH T E R M S AND PROVISIONS. T H E P L A N 
I T S E L F AND T H E D O C U M E N T S R E F E R R E D T O T H E R E I N W I L L C O N T R O L T H E 
T R E A T M E N T O F C L A I M S AGAINST, AND INTERESTS IN, T H E D E B T O R UNDER 
T H E P L A N A N D W I L L B E BINDING UPON H O L D E R S O F C L A I M S AGAINST, O R 
INTERESTS IN, T H E D E B T O R , T H E l ^ O R G A N I Z E D D E B T O R , AND O T H E R 
PARTIES IN INTEREST. IN T H E E V E N T O F A N Y C O N F L I C T B E T W E E N THIS 
DISCLOSURE S T A T E M E N T AND T H E P L A N O R A N Y O T H E R O P E R A T I V E 
D O C U M E N T , T H E T E R M S O F T H E P L A N AND/OR S U C H O T H E R O P E R A T I V E 
D O C U M E N T W I L L C O N T R O L . 

A. Overall Structure of the Plan 

Chapter 11 is the principal business reorganization chapter of the Bankruptcy Code. 
Under Chapter 11, a debtor is authorized to reorganize its business for the benefit o f its creditors 
and shareholders. Upon the filing of a petition for relief under Chapter 11, Section 362 of the 
Bankruptcy Code provides for an automatic stay of substantially all acts and proceedings against 
the debtor and its property, including all attempts to collect claims or enforce liens that arose 
prior to the commencement of the Chapter 11 Case. 

The consummation of a plan of reorganization is the principal objective of a Chapter 11 
case. A plan of reorganization sets forth the means for satisfying claims against and interests in a 
debtor. Confimiation of a plan of reorganization by the Bankruptcy Court makes the plan 
binding upon the debtor, any issuer of securities under the plan, any person acquiring property 
under the plan, and any creditor of, or equity security holder in the debtor, whether or not such 
creditor or equity security holder (i) is impaired under or has accepted the plan or (ii) receives or 
retains any property under the plan. Subject to certain limited exceptions, and other than as 
provided in the plan itself or the confinnation order, the confirmation order discharges the debtor 
from any debt that arose prior to the date of confirmation of the plan and substitutes for such debt 
the obligations specified under the confirmed plan, and terminates all rights and interests of 
equity security holders. 

The Plan should be read carefully and independently of this Disclosure Statement. The 
following analysis of the Plan is intended to provide a context for understanding the remainder of 
this Disclosure Statement and to assist in an understanding of the Plan and the proposed 
treatment of the Creditors. 

The Debtor expects to implement its plan and continue in its business restructuring which 
should provide growth and fu l l compliance with the plan. The Debtor has a strong core business 
in a growing market and intends to reorganize around that streamlined business, which, together 
with certain other operational improvements, is expected to be the basis for a viable 
reorganization plan. 

The terms of the Debtor's Plan are based upon, among other things, the Debtor's 
assessment of its ability to achieve the goals of its business plan, make the distributions 
contemplated under the Plan, and pay its continuing obligations in the ordinary course of 
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business. Under the Plan, Claims against and Interests in the Debtor are divided into Classes 
according to their relative seniority and other criteria. 

A copy of the Plan is attached as Exhibit A . Generally, If the Plan is confirmed by the 
Bankruptcy Court and consummated, (1) Al lowed Non-Tax Administrative Claims shall be paid 
in Cash in ful l from the Net Sales Proceeds on the later of thirty (30) days after the Closing Date 
or the date such Claim becomes an Al lowed Administrative Claim; (2) Al lowed Administrative 
Tax Claims resulting from the sale of Hurley or Dishon wi l l be paid in ful l from the relevant 
sales proceeds in the manner set forth in the Art. 3.2 of the Plan; (3) Al lowed Priority Claims 
wi l l be paid in cash in fu l l on the later of 30 days from the Confirmation Date or when allowed o 
the extent cash is available; otherwise, from the Net Sales Proceeds, along with simple interest at 
a rate of 5% after payment in fu l l o f Class 1 or Class 2 Al lowed Claim, as applicable; (4) 
Al lowed Class 1 Secured Claim of Terry Dishon shall be paid in ful l on the Closing Date from 
the Net Sales Proceeds of the Dishon Sale; (5) Al lowed Class 2 Secured Claims of Hurley 
Fairview L L C and Sheyenne Hurley shall be paid in ful l on the Closing Date from the Net Sales 
Proceeds of the Hurley Sale ; (6) Holders of Al lowed Class 3 General Unsecured Claims of 
$1000 or Less shall be paid in fu l l within 30 days of the Confirmation Date, to the extent cash is 
available; otherwise to be paid from the Net Sale Proceeds of either Dishon or Hurley, whichever 
occurs first, after payment in ful l o f Class 1 or 2 in ftill as applicable and the Allowed Priority 
Claims, along with simple interest at a rate of 5%; (7) Holders of Al lowed Class 4 General 
Unsecured Claims in Excess of $1000 shall be paid in fu l l , with simple interest at a rate of 5%, 
from the Net Sale Proceeds of either Dishon or ITurley, whichever occurs first, after payment in 
fu l l o f Class 1 or 2 in fu l l as applicable, Al lowed Priority Claims, and Class 3 claims; (8) 
Al lowed Class 5 Subordinated Unsecured Claims Arising Out of Disputed Rights to Preferred 
Series " A " Interests shall receive, after Classes 1-4 are paid in accordance with the Plan, pro-rata 
shares of the Suiplus Net Sales Proceeds in exchange for any claim to any rights arising out of 
the Preferred Series " A " Interests; (9) Class 6 any and all Super voting rights that may have 
arisen out of the disputed rights to Preferred Series " E " Interests of Oleum Capital, L L C . shall be 
rescinded and receive no distribution under the Plan; (10) Al lowed Class 7 Equity Interests of 
Digerati Common Stock shall retain their common stock in the Reorganized Debtor. Further, 
after payments set forth in the Plan, Reorganized Debtor, on behalf of Class 7 wi l l receive Class 
5% of the remaining Surplus Net Sales Proceeds; (11) Class 8 Options and Warrants Issued by 
Digerati prior to the Fi l ing Date shall be canceled. 

On the Confirmation and at certain times thereafter, the Reorganized Debtor wi l l 
distribute Cash and other property in respect of Classes of Claims as provided in the Plan. 

B. Administrative Expenses and Priority Tax Claims and Timing of 
Payment 

The Holders of Administrative Expense Claims against the estate and Tax Claims are treated as 
generally described below 

Payment of Non-Tax Administrative Claims. Each Holder of an unpaid Allowed 
Administrative Claim, except for administrative tax claims allowed under Section 
503(b)(1), shall be paid in Cash in ful l from the Net Sales Proceeds on the later of thiity 
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(30) days after the Closing Date or the date such Claim becomes an Allowed 
Administrative Claim, unless the Holder of such Claim agrees to a different treatment. 

Payment of Administrative Tax Claims. The Debtor anticipates incurring a federal 
income tax liability on the gains derived from the Hurley Sale and the Dishon Sale that 
w i l l constitute an Administrative Tax Claim. The Debtor w i l l estimate the maximum 
potential amount of this Administrative Tax Claim and deposit that amount into the 
Disputed Claim Reserve Account from the Net Sales Proceeds. In accordance with the 
provisions of Section 505(b)(2), the Debtor w i l l submit a tax return to the IRS, pay the 
amount it believes is due at the time, and request the IRS to make a determination that the 
amount paid is correct. If the return is not selected for audit within sixty (60) days of the 
request, the balance contained in the Disputed Cla im Reserve Account for the 
Administrative Tax Claim shall be distributed to the other creditors as set forth herein. If 
the return is selected for audit within the foregoing sixty (60) day period, the Debtor w i l l 
retain the funds in the Disputed Cla im Reserve Account attributable to the potential 
Administrative Tax Claim until one hundred and eighty (180) days after the request for 
determination is made. If the IRS has not completed the audit after expiration of one-
hundred and eighty (180) days from the date the request for determination is made, the 
balance contained in the Disputed Cla im Reserve Account for the Administrative Tax 
Cla im shall be distributed to the other creditors as set fo i lh herein. If the IRS determines 
that an additional amount is due with the one-hundred and eighty (180) day time period, 
the Debtor reserves the right to request the Bankruptcy Court to determine the coiTect 
amount in accordance with Section 505(b)(2)(B). Once the actual amount of the 
Administrative Tax Claim is determined, it shall be paid from the Disputed Claim 
Reserve Account and any amount reserved in excess of that amount shall be distributed to 
the other creditors as set fo i lh herein. 

Payment of Priority Claims. To the extent that cash is available, each Holder of an 
unpaid Allowed Priority Cla im shall be paid in Cash in ful l on the later of thirty (30) days 
after the Confirmation Date or the date such Cla im becomes an Allowed Priority Claim, 
unless the Holder of such Cla im agrees to a different treatment. Arthur L . Smith and 
Antonio Estrada hold claims related to prepetition wages which constitute Allowed 
Priority Claims in the amount of $12,475 each, with the balance of their respective claims 
to be treated as Class 4 General Unsecured Claims, unless the Holder of such Claim 
agrees to a different treatment. 

If sufficient Cash is not available to pay Al lowed Priority Claims in the manner 
provided in Article 3.4 of the Plan, then Allowed Priority Claims shall be paid from the 
Net Sales Proceeds received from the sale of either Dishon or Hurley, along with simple 
interest at the rate of 5% after the payment in ful l of the Class 1 or Class 2 Allowed 
Secured Claims as applicable, unless the Holder of such Claim agrees to a different 
treatment. 

Payment of United States Trustee Fees. A l l fees incurred pursuant to 28 U.S .C. 
§ 1930(a)(6) for time periods prior to entry of Order Confirming Plan shall be paid by the 
Debtor on or before the Effecfive Date. The Reorganized Debtor shall be responsible for 
timely payment of fees incurred pursuant to 28 U . S . C . § 1930(a)(6) and entry of the Order 
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Confirming Plan. After confinnation, the Reorganized Debtor shall file with the 
Bankruptcy Court and serve on the United States Trustee a monthly financial report for 
each month (or portion thereof) the case remains open in a format prescribed by the 
United States Trustee and provided to Digerati by the United States Trustee. 

Payment to Professionals. A l l payments to professionals for actual, necessary services 
and costs advanced in behalf of the bankruptcy cases up until the Confirmation Date shall 
be pursuant to Bankruptcy Court order and subject to the restrictions of 11 U.S .C. §330. 
Professional fees incurred for services rendered and costs advanced subsequent to the 
Effective Date shall be the liability of the Reorganized Digerati Technologies, Inc. and 
shall be paid from available Cash and/or Net Sales Proceeds. To the extent that there is 
insufficient cash to pay the Holders of the Class 1 and Class 2 Al lowed Secured Claims, 
Professional fees incurred for services rendered and costs advanced shall be paid in 
accordance with the carve out provided for in the Settlement Agreement. 

C. Classes of Secured and Unsecured Claims and Treatment of Interests 

The Classes of Claims against and Interests in the Debtor created under the Plan, the treatment of 
those Classes under the Plan, and the other property to be distributed under the Plan, are 
generally described below 

Class 1. Allowed Secured Claim of Terry Dishon. 

Class 1 consists of the Allowed Secured Claim of Terry Dishon, related to the 
Dishon Notes, in the principal amount of $30 mill ion, plus interest at the nondefault rate, and 
any reasonable costs, charges and fees as may be allowable under 11 U . S . C . §506(b), secured 
by a lien on 100% of the stock of Dishon Disposal, Inc. Class 1 Claims are impaired. 

Treatment: The Al lowed Secured Class 1 Claim shall be paid in ful l on the 
Closing Date from the Net Sales Proceeds of the Dishon Sale, or in accordance 
with the Settlement Agreement i f the sale proceeds are insufficient to pay this 
claim in fu l l . To the extent the Allowed Secured Class 1 Claim is not paid in fu l l , 
the deficiency balance shall be entitled to treatment as a Class 4 General 
Unsecured Claim. The Allowed Secured Class 1 Claims Holder shall retain his 
lien until such time as he is paid in fu l l or as provided in the Settlement 
Agreement. 

Class 2.Allowed Secured Claims of Hurley Fairview L L C and Sheyenne Hurley. 

Class 2 consists of the Allowed Secured Claims of Hurley Fairview, L L C and 
Sheyenne Rae Nelson Hurley related to the Hurley Notes. ITurley Fairview L L C holds an 
Al lowed Secured Cla im in the principal amount of $20 million, plus interest at the nondefault 
rate, and any reasonable costs, charges and fees as may be allowable under 11 U .S .C . §506(b), 
and Sheyenne Rae Nelson Flurley holds and Al lowed Secured Claim in the principal amount of 
$ 10 mil l ion, plus interest at the nondefault rate, and any reasonable costs, charges and fees as 
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may be allowable under 11 U . S . C . §506(b), each secured by liens on 100% of the stock of 
Hurley Enterprises, Inc. The Class 2 Claims are impaired. 

Treatment. The Allowed Class 2 Secured Claims shall be paid in full on the 
Closing Date from the Net Sales Proceeds of the Hurley Sale, or in accordance 
with the Settlement Agreement i f the sale proceeds are insufficient to pay this 
claim in fu l l . To the extent the Al lowed Secured Class 2 Claims are not paid in 
fu l l , the deficiency balance shall be entitled to treatment as Class 4 General 
Unsecured Claims. The Al lowed Secured Class 2 Claims Holders shall retain 
their liens until such time as they are paid in ful l or as provided in the 
Settlement Agreement. 

Class 3. Allowed General Unsecured Claims of $1000 or Less. 

Class 3 consists of the Allowed Unsecured Claims of $1000 or Less. Class 3 Claims 
are impaired. 

Treatment: The Holders of Al lowed Class 3 General Unsecured claims shall be 
paid in fu l l , without interest, within 30 days of the Confirmation Date, f rom 
available sutplus Cash on hand, to the extent sufficient Cash is available. If 
sufficient cash is not available to pay Class 3 claims, the Allowed Class 3 Claims 
shall be paid in fu l l with simple interest, at a rate of 5%, from the Net Sale 
Proceeds of either Dishon or Hurley, whichever occurs first, after payment in fu l l 
o f Class 1 or 2 in fu l l as applicable and the Al lowed Priority Claims. In this 
event, payment to Holders of Al lowed Class 3 General Unsecured Claims shall 
occur on the later of (i) thirty (30) days after the Closing Date of Dishon or 
Hurley or (ii) the Allowance of the Class 3 Claim. 

Class 4. Allowed General Unsecured Claims in Excess of SIOOO. 

Class 4 consists of the Al lowed General Unsecured Claims in Excess of $1000. 
The Class 4 Claims are impaired. 

Treatment. The Holders of Al lowed Class 4 General Unsecured Claims shall be 
paid in ful l with simple interest, at a rate of 5%, from the Net Sale Proceeds of 
either Dishon or Hurley, whichever occurs first; but only after payment in ful l 
o f Class 1 or 2 in ful l as applicable, the Al lowed Priority Claims and the Class 3 
Claims. Payment to Holders of Al lowed Class 4 General Unsecured Claims 
shall occur on the later of (i) thirty (30) days after the Closing Date of Dishon or 
Hurley or (ii) the Allowance of the Class 4 Cla im. Alternafively, the Holder of 
a Class 4 claim may elect to reduce the amount of its claim to $1,000 and to 
have such Allowed Claim included in Class 3 by indicating such election on the 
form utilized for purposes of acceptance or rejection of the Plan. 
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Class 5. Allowed Subordinated Unsecured Claims Arising Out of Disputed Rights 
to Preferred Series "A" Interests. 

Class 5 consists of the Al lowed Subordinated Unsecured Claims arising out of disputed 
rights to Preferred Series " A " Interests. The Preferred Series " A " Equity Interests held by the 
following parties are undisputed and deemed Al lowed Class 5 Interests under the terms of this 
Plan and the Settlement Agreement: Hurley Fairview, L L C , Terry Dishon, Sheyenne Hurley, 
and Riverfront Capital. The Class 5 Interests are impaired. 

Treatment. After Classes 1 through 4 are paid in fu l l . Al lowed Class 5 
Subordinated Unsecured Claims Arising out of disputed rights to Preferred 
Series " A " Interests shall be treated as follows: 

i . In exchange for the rescission of any claim to any rights arising out of 
the Preferred Series A Interests, ITurley Fairview, L L C shall receive a 
Pro-Rata share of Surplus Net Proceeds calculated by using the 
number 108,000 as the numerator and by using either the number 
582,326 as the denominator or such lower number determined after 
resolution of all Disputed Class 5 Subordinated Unsecured Claims. 

i i . In exchange for the rescission of any claim to any rights arising out of 
the Preferred Series A Interests, Terry Dishon shall receive a Pro-Rata 
share of Surplus Net Proceeds calculated by using the number 54,000 
as the numerator and by using either the number 582,326 as the 
denominator or such lower number detemiined after resolution of all 
Disputed Class 5 Subordinated Unsecured Claims. 

i i i . In exchange for the rescission of any claim to any rights arising out of 
the Preferred Series A Interests, Sheyenne Hurley shall receive a Pro-
Rata share of Surplus Net Proceeds calculated by using the number 
54,000 as the numerator and by using either the number 582,326 as the 
denominator or such lower number determined after resolution of all 
Disputed Class 5 Subordinated Unsecured Claims. 

iv. In exchange for the rescission of any claim to any rights arising out of 
the Prefen-ed Series A Interests, Riverfront Capital shall receive a Pro-
Rata share of Suiplus Net Proceeds calculated by using the number 
108,000 as the numerator and by using either the number 582,326 as 
the denominator or such lower number detemnined after resolution of 
all Disputed Class 5 Subordinated Unsecured Claims. 

V . Preferred Series " A " Interests held by Arthur L . Smith and Antonio 
Estrada are voluntarily rescinded. Digerati Common Stock owned by 
Arthur L . Smith and Antonio Estrada is not affected by this provision 
and is treated as Class 7 Allowed Equity Interests of Digerati Common 
Stock. 
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v i . Tlie Debtor has filed a complaint seeking to declare that the 408,000 
Preferred Series A shares issued to Oleum Capital, L L C should be 
cancelled. The Debtor has already settled a portion of this claim 
pursuant to the Settlement Agreement such that only 204,000 shares 
are at issue. If the Debtor or Reorganized Debtor is not successful and 
Oleum Capital, L L C is determined to have rights arising out of the 
204,000 Prefen-ed Series " A " shares, then Oleum Capital, L L C shall 
receive a Pro Rata Share of the Surplus Net Sales Proceeds calculated 
by using the number 204,000 as the numerator and by using either the 
number 582,326 as the denominator or such lower number determined 
after resolution of the Disputed Class 5 Subordinated Unsecured 
Claims. If the Debtor is successful, then the Pro Rata calculations set 
forth in subparagraphs (i) - (iv) shall be modified in accordingly. 

v i i . A l l remaining claims arising out of disputed rights to Preferred Series 
" A " Interests held by any other party are Disputed Equity Interests. 

v i i i . If Proof of a Disputed Equity Interest is not filed by the Bar Date in 
the manner provided in the Equity Bar Date Notice, then the Disputed 
Equity Interests are disallowed and the Preferred Series " A " Interests 
are cancelled. 

ix. If Proof of a Disputed Preferred Series " A " Interest is filed by the Bar 
Date in the manner provided in the Equity Bar Date Notice, it is 
subject to disallowance in accordance with Ai t ic le 7 of this Plan. If 
any such Disputed Interest subsequently becomes an Allowed Interest, 
then it shall be rescinded in exchange for an Al lowed Subordinated 
Unsecured Cla im which shall receive a Pro Rata share of the Surplus 
Net Proceeds calculated by using the Al lowed amount as the 
numerator and either the number 582,326 as the denominator or such 
lower number detemiined after resolution of all Disputed Class 5 
Subordinated Unsecured Claims. 

Class 6. Super voting rights arising out of the disputed rights to Preferred Series 
" E " Interests of Oleum Capital, L L C . 

Class 6 consists of the Super voting rights arising out of the disputed rights to Preferred 
Series " E " Interests of Oleum Capital, L L C . Class 6 Claims are impaired. 

Treatment: The Class 6 voting rights arising out of disputed rights to Prefened Series 
" E " Interests in the Debtor held by Oleum Capital, L L C shall be rescinded and shall 
receive no distribution under this Plan. 

Class 7. Allowed Equity Interests of Digerati Common Stock. 
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Class 7 consists of the Allowed Equity Interests of Digerati Common Stock. Class 7 
Claims are unimpaired. 

Treatment: After payments as set forth in this Plan, Reorganized Debtor, on behalf of 
Class 7 w i l l receive 5% of the remaining Suiplus Net Sales Proceeds. Further, the Class 
7 shareholders wi l l retain their common stock in the Debtor and therefore remain 100% 
of the shareholders of the Reorganized Debtor. 

Class 8. Options and Warrants Issued by Digerati prior to the Filing Date. 

Class 8 consists of all options and warrants issued by Digerati prior to the Filing Date. 
The Class 8 options and wairants are impaired. 

Treatment: A l l options and warrants issued by Digerati prior to the Bankruptcy Fil ing 
shall be cancelled. 

D. Means of Execution of Plan 

1. S E T T L E M E N T A G R E E M E N T . A l l terms of the Settlement 
Agreement, whether or not set forth in the Plan, are hereby incorporated into the 
Plan. To the extent the terms of the Settlement Agreement conflict with the Plan, the 
Plan terms shall control. 

2 . C R E A T I O N O F G R A N T O R T R U S T . The stock of Hurley and Dishon 
shall be transfeiTcd to the Hurley/Dishon Trust subject to existing liens and shall 
remain property of the estate until sold and shall not vest in the Reorganized Debtor. 
A copy of the trust agreement is attached hereto as Exhibit B and made a part hereof 
The Trustee of the trust shall be Arthur L . Smith. The beneficiary of the Trust shall 
be the Reorganized Debtor. 

3. S A L E OF H U R L E Y A N D D I S H O N . Pursuant to Bankruptcy Court 
order upon motion and notice to all interested parties, the Trustee of the 
Hurley/Dishon Trust shall sell the stock or assets of Hurley and Dishon free and 
clear of all liens, claims and encumbrances of the Debtor. Upon each Closing Date, 
all right, title and interest of the Debtor and its Estate in and to Hurley or Dishon, as 
applicable, shall vest in the respective Purchaser free and clear of all Claims, Liens, 
encumbrances, interests, restrictions, easements, leases, tenancies, agreements of 
sale and other title objections. At each Closing Date, respective holders of Liens 
against Hurley or Dishon, as applicable, shall release their Liens as provided in this 
Plan, and such holders shall execute any instruments reasonably requested to 
confiiTn and/or effectuate such release. Liens shall attach to the Net Sale Proceeds in 
the same priority as they previously attached to the underlying collateral. 

4. NET S A L E S P R O C E E D S OF F I U R L E Y A N D D I S H O N S A L E S . The Net 

Sales Proceeds of the Hurley Sale and the Dishon Sale shall be transferred to the 
Reorganized Debtor solely for distribution by the Disbursing Agent in accordance 
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with the terms of Article 4 of the Plan. After entry of the Confirmation Order or the 
Sale Approval Orders, the sales of Hurley and Dishon, as the case may be, shall be 
consummated at the Closings pursuant to Sections 363, 1123, 365 and 1146(c) of the 
Bankruptcy Code, as applicable. The Sale Approval Orders or the Confirmation 
Order, as the case may be, shall contain such terms and provisions as are necessary 
to effectuate the Hurley Sale and Dishon Sale. The Confirmation Order or the Sale 
Approval Orders shall authorize and direct the Trustee of the Hurley/Dishon Trust to 
take all actions and steps necessary to consummate the Hurley Sale and the Dishon 
Sale. 

5. V E S T I N G O F P R O P E R T Y O F T H E E S T A T E IN R I ^ O R G A N I Z E D D I - B T O R . 

On the Confirmation Date of the Plan, except as otherwise provided by the terms of 
the Plan, all property of the Debtor and of its Estate shall vest in the Reorganized 
Debtor, including but not limited to, the common stock in its remaining subsidiary 
Shifts Teclmologies, Inc., and any causes of action described in the Disclosure 
Statement, free and clear of liens, claims and encumbrances. 

6. C O N T I N U A T I O N OF BLJSINESS O P E R A T I O N S . From and after the 
Confirmation Date of the Plan, the Reorganized Debtor shall be authorized to 
continue its normal business operations. Reorganized Debtor shall enter into such 
transactions as it deems advisable, free of any restriction or limitation imposed under 
any provision of the Bankruptcy Code, except to the extent otherwise provided in the 
Plan. 

7. D I R E C T O R S A N D O F F I C E R S O F R E O R G A N I Z E D D E B T O R . Arthur L . 
Smith and Antonio Estrada are authorized to continue as the Directors and Officers 
of the Reorganized Debtor from and after the Confirmation Date of the Plan. 

8- E S T A B L I S H M E N T A N D M A I N T E N A N C E O F D I S P U T E D C L A I M S A N D 

D I S P U T E D E Q U I T Y I N T E R E S T R E S E R V E . Distributions made in respect of any Disputed 
Claims or Disputed Equity Interests shall not be distributed, but shall instead be 
deposited by the Disbursing Agent into an interest-bearing account styled "Disputed 
Claims/Interests Reserve". The funds in this account shall be held in trust for the 
benefit o f the Holders of all Disputed Claims and Disputed Equity Interests. At such 
time as any Disputed Cla im or Disputed Equity Interest is finally detemiined not to 
be an Al lowed Claim, the amount on reserve in respect thereof shall be released 
from the account and returned to Debtor for distribution under the temis of the Plan. 

E . ADMINISTRATIVE CLAIMS Bar D A T E . Administrative Claims Bar Date. 
A n y Holder of an Administrative Claim (including any cure Claims for executory 
contracts or leases that are assumed pursuant to this Plan, or pursuant to a 363 sale 
including Lease Claims) against the Debtor, except for administrative expenses incurred 
in the ordinary course of operating the Debtor's business, shall file an application for 
payment of such Administrative Cla im on or within sixty (60) days after entry of the 
Confirmation Order with actual service upon counsel for the Debtor, otherwise such 
Flolder's Administrative Claim wi l l be forever barred and extinguished and such Holder 
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shall, with respect to any such Administrative Claim, be entitled to no distribution and 
no further notices. 

F. Unsecured Claims and Interests Bar Date. The bar date for all 
non-governmental parties to file a proof of claim or proof i f interest, except for claims 
related to rejection of an executory contract or lease, is October 16, 2013. 

G . Rejection Damage Claim Bar Date. A n Unsecured Claim arising 
from the rejection of an executory contract or unexpired lease must be filed no later than 
20 days after the Confirmation Date of the Plan. 

H . Reorganized Debtor Corporate Governance. The Reorganized Debtor 
shall amend its Ait icles of Incorporation and Bylaws and shall increase its authorized 
common shares as necessary to effectuate the terms of this Plan. 

I. Summary^ of Financial Projections. The Plan is based solely on the 
sale of Hurley and Dishon as the Debtor itself has no operafing revenue. The investment 
banker retained by the Debtor initially estimated the potential sale proceeds for both 
companies at $80 mill ion, based upon information available. This projection is subject 
to change as new financial infonnation becomes available. The Debtor anticipates that 
sales wi l l occur during the second quarter of 2014 and that all payments required by the 
Plan wi l l be made by the end of the second quarter of 2014. 

VI. O T H E R PROVISIONS O F P L A N 

A. Assumption and Rejection of Executory Contracts. 
The Debtor w i l l reject all Executory Contracts except for those previously assumed by 

Court Order or those listed on Exhibit 3 to the Plan. A n y Claims arising from rejection of an 
executory contract or lease must be filed on or before 20 days from the Confirmation Date. 
Otherwise, such Claims are forever barred and wi l l not be entitled to share in any distribution 
under the Plan. A n y Al lowed Claims arising from rejection of Executory Contracts, i f timely 
filed and allowed, wi l l be paid as Class 4 General Unsecured Claims. 

B. Disbursing Agent. 
The Reorganized Debtor shall act as the Disbursing Agent or shall designate a party to 

act as Disbursing Agent. 

C. Conditions to Confirmation. 
Confirmation of the Plan shall not occur and the Bankruptcy Court shall not enter the 

Confirmation Order unless (a) all of the requirements of the Bankruptcy Code for confinnation 
of the Plan with respect to the Debtor shall have been satisfied. In addition, confirmation shall 
not occur, the Plan shall be null and void and of no force and effect, and the Plan shall be 
deemed withdrawn unless the Court shall have entered all orders (which may be orders included 
within the Confirmation Order) required to implement the Plan. 
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D. Waiver and Nonfulfillment of Conditions to Confirmation. 
Nonfulfil lment of any condition to confirmation of the Plan may be waived only by the 

Debtor. In the event that the Debtor determines that the conditions to the Plan's confirmation 
which it may waive cannot be satisfied and should not, in its discretion, be waived, the Debtor 
may propose a new plan, may modify this Plan as permitted by law, or may request other 
appropriate relief. 

E . Confirmation Order Provisions for Pre-Effective Date Actions. 
The Confirmation Order shall empower and authorize the Debtor to take or cause to be 

talcen, prior to the Effective Date, all actions which are necessary to enable it to implement the 
provisions of the Plan and satisfy all other conditions precedent to the effectiveness of the Plan. 

F. Conditions to the Effectiveness of the Plan. 
The following are conditions precedent to the effectiveness of the Plan (i) the Plan is 

confirmed and the Bankruptcy Court shall have entered the Confirmation Order, which shall 
have become a Final Order (ii) Debtor does not withdraw the Plan at any time prior to the 
Effective Date; and (iii) the Debtor shall have sufficient cash on hand to make the payments and 
distributions required under the Plan. 

G. Binding Effect. 
A s provided for in Section 1141(d) of the Bankruptcy Code, the provisions of the Plan 

shall bind the Debtor, any entity acquiring property under the Plan and any Creditor, Interest 
Holder, or shareholder of the Debtor, whether or not the Cla im or Interest of such Creditor or 
Interest Holder is impaired under the Plan and whether or not such Creditor or Interest Holder 
has accepted the Plan. After confirmation, the property dealt with by the Plan shall be free and 
clear of all Claims and Interests of Creditors and Interest Holders, except to the extent as 
provided for in the Plan as the case may be. The Confirmation Order shall contain an 
appropriate provision to effectuate the terms of paragraph 14.1 of the Plan. 

H . Satisfaction of Claims and Interests. 
Holders of Claims and Interests shall receive the distributions provided for in the Plan, i f 

any, in ful l settlement and satisfection of all such Claims, and any interest accrued thereon, and 
all such Interests. 

I. Discharge. 
Pursuant to Section 1141(d) of the Bankruptcy Code, upon the Confirmation Date, the 

Debtor shall be discharged from any debt that arose before the date of such confirmation, and 
any debt o f a kind specified in Section 502(g), 502(h) or 502(i) of the Bankruptcy Code, whether 
or not a proof of the Cla im based on such debt is filed or deemed filed under Section 501 of this 
title; such Cla im is allowed under Section 502 of this title; or the Holder of such Claim has 
accepted the Plan. 

J . Injunction. 
The Confirmation Order shall include a permanent injunction prohibiting the collection 

of Claims in any manner other than as provided for in the Plan. A l l Holders of Claims shall be 
prohibited from asserting against the Debtor or any of its assets or properties, any other or further 
Claim based upon any act or omission, transaction or other activity of any kind or nature that 
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occurred prior to tlie Confirmation Date, whetiier or not such Holder filed a proof of Claim. 
Such prohibition shall apply whether or not (a) a proof of Claim based upon such debt is filed or 
deemed filed under Section 501 of the Bankruptcy Code; (b) a Claim based upon such debt is 
allowed under Section 502 of the Bankruptcy Code; or (c) the Holder of a Claim based upon 
such debt has accepted the Plan. 

K. Preservation of Setoff Rights. 
In the event that the Debtor has a Cla im of any nature whatsoever against the Holders of 

Claims, the Debtor may, but is not required to setoff against the Cla im (and any payments or 
other distributions to be made in respect of such Claim hereunder), subject to the provisions of 
Section 553 of the Bankruptcy Code. Neither the failure to setoff nor the allowance of any 
Cla im under the Plan shall constitute a waiver or release by the Debtor of any Claim that the 
Debtor has against the Holder of Claims. Neither this provision nor the injuncfive provision of 
the Confirmation Order shall impair the existence of any right of setoff or recoupment that may 
be held by a Creditor herein; provided that the exercise of such right shall not be permitted 
unless the Creditor provides the Debtor with written notice of the intent to effect such setoff or 
recoupment. If the Debtor or the Disbursing Agent, as applicable, objects in writing within 
twenty (20) business days following the receipt of such notice, such exercise shall only be 
allowed upon order of the Bankruptcy Court. In the absence of timely objection, the Creditor 
may implement the proposed setoff or recoupment against the Cla im held by the Bankruptcy 
Estate. 

L . Releases. 
Pursuant to Section 1123(b)(3)(A) of the Bankruptcy Code, the Debtor, and to the 

maximum extent provided by law, its agents release and forever discharge all claims, including 
acts taken or omitted to be taken in connection with or related to filing of the Chapter 11 case, 
the formulation, preparation, dissemination, implementation, confirmation or consummation of 
the Plan, the Disclosure Statement or any contract, instrument, release or other agreement or 
document created or entered into or any other act taken or entitled to be taken in connection with 
the Plan or this case against the following, whether known or unknown: 

Arthur L . Smith in his individual capacity and in his capacity as an officer and director of 
Digerati, Antonio Estrada in his individual capacity and in his capacity as an officer of Digerati, 
Hurley Fairview, L L C , Hurley Enterprises, Inc., Hurley Family Trust, Vess Hurley, Sheyenne 
Hurley, Dishon Disposal, Inc., Riverfront Capital, Luci Dishon, Terry Dishon, Dishon Family 
Fleritage Trust, Southpaw Trust, Rainmaker Trust, Bert Tarrant ("Terry") Dunken, Sheryl Dunken, 
David Gorham, Connie Gorham, and Christy Albeck, their employees, agents, attorneys and 
representatives ("Insider Released Parties"), in connection with any and all claims and causes of 
action arising on or before the Confirmation Date that may be asserted by or on behalf of the 
Debtor or the Bankruptcy Estate and/or on account of the Debtor's Case. 

The release of these Insider Released Parties shall be conditioned upon the occurrence of 
the Confirmation Date. 

The Debtor's Professionals wi l l be released from any and all claims and liabilities other 
than gross negligence and wi l l fu l misconduct or except as otherwise provided under the 
Professional Code of Responsibility. 
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M . Lawsuits. 
A l l lawsuits, litigations, administrative actions or other proceedings, judicial or 

administrative, in connection with the assertion of Claims against the Debtor except proof of 
Claims and/or objections thereto pending in the Bankruptcy Court shall be dismissed as to the 
Debtor. Such dismissal shall be with prejudice to the asseition of such Claims in any manner 
other than as prescribed by the Plan. A l l parties to any such action shall be enjoined by the 
Bankruptcy Couit bv the Confirmation Order from taking any action to iinpede the immediate 
and unconditional dismissal of such actions. A l l lawsuits, litigations, administrative actions or 
other proceedings, judicial or administrative, in connection with the asseition of a claiin(s) by the 
Debtor or any entity proceeding in the name of or for the benefit o f the Debtor against a person 
shall remain in place only with respect to the claim(s) asserted by the Debtor or such other entity, 
and shall become property of the Debtor to prosecute, settle or dismiss as it sees fit. 

N. Insurance. 
Confirmation and consummation of the Plan shall have no effect on insurance policies of 

the Debtor in which the Debtor or any of the Debtor's representatives or agents is or was the 
insured party; the Debtor shall continue as the insured party under any such policies without the 
need o f further documentation other than the Plan and entry of the Confirmation Order. Each 
insurance company is prohibited from denying, refusing, altering or delaying coverage on any 
basis regarding or related to the Debtor's bankruptcy, the Plan or any provision within the Plan. 

O. Objections to Claims. 
The Debtor or the Disbursing Agent shall, on and after the Confirmation Date, have the 

right to make and file objections to Claims, including Administrative Expense. Unless otherwise 
ordered by the Bankruptcy Court, all objections to Claims that are the subject of proofs of claim 
or requests for payment filed with the Bankruptcy Court shall be filed and served upon the holder 
of the Cla im as to which the objection is made no event later than one hundred twenty (120) days 
after the Confirmation Date. 

P. Objections to Claims and Claims Against Litigation Opponent Claims. 
The Debtor or the Disbursing Agent shall have the right and standing to make and file 

objections to Claims and Litigation Opponent Claims upon and after the Confirmation Date. 
Except as set forth herein and in the Plan, nothing in the Plan, the Confirmation Order or any 
order in aid of Confmnation, shall constitute, or be deemed to consfitute, a waiver or release of 
any claim, cause of action, Litigation Opponent Cla im, right of setolf, or other legal or equitable 
defense which the Debtor and its Estate had immediately prior to the commencement of the 
Bankruptcy Case, against or with respect to any Claim. Except as set forth herein and in the 
Plan, upon Confirmation, the Debtor or Disbursing Agent shall have, retain, reserve and be 
entitled to assert all such claims. Causes of Action, rights of setoff and other legal or equitable 
defenses which the Debtor and its Estate had immediately prior to the commencement of the 
Bankruptcy Case as i f the Bankruptcy Case had not been commenced and avoidance power 
actions under the Bankruptcy Code. 

Q. Disallowance of Claims. 
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A l l Claims held by Persons against whom the Debtor or its Estate have asserted a Claim 
or Cause of Action under Sections 522(f), 522(h), 542, 543, 544, 547, 548, 549, 550, 551, 553, or 
724(a) of the Bankruptcy Code, including, without Hmitation, the Chapter 5 Actions and the 
Derivative Claims, shall be deemed disallowed pursuant to Section 502(d) of the Bankruptcy 
Code, and holders of such Claims may not vote to accept or reject the Plan until such time as 
such Claims or Causes of Action against the Person have been settled or a Final Order entered 
and all sums due the Debtor by that Person are turned over to the Debtor. 

R. Disputed Claims. 
Except as otherwise provided in the Plan, no payments shall be made with respect to all 

or any portion of a Disputed claim unless and until any and all objections to such Disputed Claim 
have been determined by a Final Order. Payments and distributions to each holder of a Disputed 
Cla im, to the extent that the Disputed Claim ultimately becomes an Al lowed Claim, shall be 
made in accordance with the provisions of the Plan. Any payments that would have been made 
prior to the date on which a Disputed Claim becomes an Allowed Claim shall be made as soon as 
practicable after the date that the order or judgment of the Court determining such Claim to be an 
Al lowed Cla im becoines a Final Order. 

For purposes of the Plan, any and all Claims that are subject to disallowance pursuant to 
Code §§ 502(e) and 509 shall be deemed to be disallowed as of the Confirmation Date, 
notwithstanding the absence of any objection thereto. 

VII. LIQUIDATION ANALYSIS 

A. Methodology. 

The starting point in determining the amount which members of each impaired class of 
unsecured claims and interests would receive in a Chapter 7 case is to estimate the dollar amount 
that would be generated from the liquidation of the Debtor (the "Liquidation Proceeds"). The 
Liquidation Proceeds of the Debtor would consist of the proceeds from the sale of all of the 
assets of the Debtor, augmented by the cash held by the Debtor. The present value of the 
distribution from the Liquidation Proceeds is then compared with the present value offered to 
each of the classes of unsecured claims and interests of each such class. 

B. Analysis. 

Under the terms of the Plan, Allowed Claims are paid 100% of the Al lowed Claim. The 
Debtor submits that the Holders of Al lowed General Unsecured claims wi l l receive at least as 
much consideration under the Plan as they would receive in Chapter 7 liquidation scenario. 
Attached as Exhibit E is a liquidation analysis (the "Liquidation Analysis"). This Liquidation 
Analysis indicates that Holders of Al lowed General Unsecured Claims, would likely not receive 
any distribution in a Chapter 7 liquidation, which is a far less desirable result than the result to be 
achieved under the Plan. A s previously discussed, Debtor's assets have a book value of 
approximately $60 mill ion, consisting primarily of the stock of Hurley and Dishon. However, 
these assets are pledged as security for the Hurley Notes and Dishon Note, which have a 
collective principal balance due of $60 mill ion, plus applicable interest and related charges. 
Prior to the Fi l ing Date, the Debtor defaulted in its obligations under the Flurley Notes and 

{85n91/00004/00065725.DOCX 1} - 3 2 -

Case 13-33264   Document 314   Filed in TXSB on 09/27/13   Page 32 of 40



Dishon Note and these notes have both been accelerated to maturity. The Debtor's equity 
interest in ShiitS Technologies, Inc., its remaining subsidiary, has no significant value. No other 
significant assets exist. A s set forth in Exhibit E , absent confirmation o f the Plan, the Chapter 11 
Case would be converted to a case under Chapter 7 of the Bankruptcy Code. In that 
circumstance. Hurley Fairview, L L C , Sheyenne Hurley and Terry Dishon would likely obtain 
relief from the automatic stay to foreclose their respective interests in Hurley and Dishon, 
leaving no significant assets available with which to pay Allowed General Unsecured claims. 

Alternatively, even i f a Chapter 7 Trustee were able to market and sell Flurley and Dishon 
for more than the $60+ mil l ion secured debt, sales under Chapter 7 typically are not as 
advantageous as those effectuated under Chapter 11, thus, the sales proceeds available for 
payment to Creditors would necessarily decrease in a Chapter 7 liquidation scenario. Moreover, 
the conversion of the Case to a case under Chapter 7 would add another layer of administrative 
expense, including professional fees and trustee commissions that would further impair the 
potential recovery of Al lowed General Unsecured Claims. For example, i f the subsidiaries were 
sold in a Chapter 7 for a total of $60 mill ion, the Chapter 7 Trustee commission alone would 
exceed $1.8 mill ion. This amount does not include professional fees and other charges that 
would be incurred related to the sale. The $1.8 mill ion commission is an added layer of expense 
not incurred in the Chapter 11 case. Thus, a sale of Hurley and Dishon in a Chapter 7 would 
need to net at least $1.8 mil l ion more than the same sale under Chapter 11 in order to offset the 
trustee commission. In a Chapter 11, US Trustee fees may be assessed against the disbursements 
made by or on behalf of the Debtor. This could include payments to creditors from the sales 
proceeds. However, the maximum amount of U S Trustee's fees assessed against reported 
disbursements is capped at $30,000 per reporting period. These assessment are significantly less 
than the Chapter 7 Trustee commissions. 

Additionally, under the terms of the Plan, Al lowed Interest holders wi l l retain interest in 
common stock. Conversely, in a liquidation, equity interests would be terminated and these 
holders would receive no distribution. 

Also , i f this case were converted to a Chapter 7 liquidation, the use of the approximately 
$18,000,000.00 in net operating loss carryforward would be limited to offsetting any gain on the 
sale of the Debtor's property by the Chapter 7 Trustee and could not be carried forward for any 
future benefit. 

Thus, since the Plan proposes to pay Al lowed Class 3 Claims from available within 30 
days of the Confirmation Date, to the extent cash is available. Otherwise, these creditors, along 
with Al lowed Class 4 claims, w i l l be paid in fu l l , with interest, from the Net Sales Proceeds of 
Hurley and/or Dishon. Accordingly, the proposed distributions to Al lowed Class 3 and Class 4 
General Unsecured Claims under the Plan provide for a much greater return to creditors than in a 
liquidation. 

VIII. RISKS POSED T O CREDITORS 

The principal risk to the creditors is that the Plan wi l l not be confirmed. Absent 
confinnation of the Plan, the case would be converted to a Chapter 7 to liquidate the Debtor's 
assets. A s described above, in a Chapter 7, Flurley Fairview, L L C , Sheyenne Hurley and Terry 
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Dishon are the only parties likely to seek to terminate the automatic stay to foreclose their 
respective interests in Hurley and Dishon, leaving no significant assets available for distribution 
to other creditors. Further, as stated above, in the event that a Chapter 7 Trustee is able to 
liquidate Hurley and Dishon, the sale is likely to yield less than a sale under Chapter 11 and the 
Chapter 7 would create an additional layer of administrative expenses. The Plan is preferable 
because the creditors wi l l receive 100% of their Al lowed Claim, plus interest. 

IX. A L T E R N A T I V E S 

Although the Disclosure Statement is intended to provide information to assist creditors 
in making a judgment on whether to vote for or against the Plan, and although creditors are not 
being offered through that vote an oppoilunity to express an opinion concerning alternatives to 
the Plan, a brief discussion of alternatives to the Plan may be useful. These alternatives include 
conversion to a Chapter 7 or dismissal of the proceedings. The Debtor of course, believes the 
proposed Plan to be in the best interests of creditors. The Debtor assesses the alternatives as 
follows: 

A. Conversion to Chapter 7 

The first alternative would be to convert the Chapter 11 case to a Chapter 7 liquidating 
bankruptcy to liquidate the business. If this occun-ed, the Bankruptcy Court wi l l appoint a 
trustee to liquidate the Debtor's assets for the benefit o f its creditors. The costs associated with a 
trustee would then be added to the additional tier of administrative expenses entitled to priority 
over general unsecured claims upon conversion. Such administrative expenses include the 
Trustee's commissions, as well as fees for professionals retained by the Trustee to assist in the 
liquidation. The Trustee's commissions are based on disbursements to creditors. The Trustee 
receives 25% of the first $5,000, 10% of the next $45,000, 5% of the next $950,000 and 3% on 
all amount disbursed in excess of $1 million. 

B. Dismissal 

Dismissal of the proceeding would likely result in the Debtor and the plan proponents 
defending debt-collection litigation and numerous new lawsuits to collect debts. The Secured 
Lenders would foreclose on most of the Debtor's assets likely halting operations. Under this 
scenario, the unsecured creditors would likely receive no payment whatsoever on their claims. 

C. No Assurance of Either 

There are other possibilities which are less likely, such as a competing plan proposed by a 
different party. The Debtor has attempted to set forth the reasonable alternatives to the proposed 
Plan. However, the Debtor must caution creditors that a vote must be for or against the Plan. 
The vote on the Plan does not include a vote on alternatives to the Plan. There is no assurance 
what course the proceedings w i l l take i f the Plan fails acceptance. 
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X. C E R T A I N F E D E R A L I N C O M E T A X C O N S E Q U E N C E S 

A. Tax Consequences to Creditors 

1. G E N E R A L L Y 

Tiie tax consequence to any particular creditor may vary depending on tlieir own 
circumstances and tliey shiould consult with their own tax professional for advice regarding the 
iinpact on them of their acceptance or rejection of the plan. 

2. U N S E C U R F . D C L A I M S 

Holders of Al lowed Class 3 and Class 4 Unsecured Claims wi l l receive distributions from 
the Debtor. A Class 3 or Class 4 Claimholder should either be treated as (i) recognizing ordinary 
income in an amount equal to cash received and recognizing a loss in an amount equal to the tax 
basis in the Cla im or (ii) recognizing a loss equal to the difference between the amount of cash 
received and their tax basis in their Claim. 

A Claimholder's tax basis in a Cla im should generally equal the amount included in 
income as a result of the provision of goods or services to the Debtor, except to the extent that a 
bad debt loss had previously been claimed. The gain or loss with respect to the Claim should be 
ordinary to the extent that it arose in the ordinary course of trade or business for services 
rendered or from the sale of inventory to the Debtor. 

3. C L A S S 5 C L A I M H O L D E R S 

Holders of Class 5 Al lowed Subordinated Unsecured Claims Arising Out of Disputed 
Rights to Preferred Series " A " Interests claims may, under certain circumstance of this Plan, 
receive distribution as an Unsecured Creditor. If so, Claimholder should either be treated as (i) 
recognizing ordinary income in an amount equal to cash received and recognizing a loss in an 
amount equal to the tax basis in the Claim or (ii) recognizing a loss equal to the difference 
between the amount of cash received and their tax basis in their Claim. 

4. C L A S S 6 C L A I M H O L D E R S 

Holders of Class 6 Super Voting Rights Arising Out of the Disputed Right to Preferred 
Series " E " Interests of Oleum Capital, L L C shall receive no distribution under the Plan and may 
be entitled to recognize a loss to the extent of their tax basis in the claim. 

D U E T O T H E C O M P L E X N A T U R E O F A P P L I C A B L E T A X L A W S , C L A I M A N T S 
S H O U L D C O N S U L T W I T H THEIR T A X PROFESSIONAL CONCERNING 
C O M P L I A N C E W I T H AND T H E A F F E C T O F B O T H S T A T E AND F E D E R A L T A X 
L A W S ON T H E I R INTEREST B E F O R E T H E Y C A S T A B A L L O T T O A C C E P T OR 
R E J E C T T H E P L A N . 

T H E A C C O U N T A N T S , A T T O R N E Y S , AND T H E M A N A G E M E N T O F T H E DEBTOR 
M A K E NO REPRESENTATIONS HEREIN C O N C E R N I N G T H E I M P A C T OF T H E 
T A X L A W O N A N Y INDIVIDUAL T R E A T E D UNDER T H E P L A N . 
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B. Tax Consequences to the Debtor 

A s previously stated herein, it is the position of the Debtor that through the end of tax 
year 2010, the Debtor has an approximate $18 mill ion net operating loss carryforward for federal 
income tax purposes. The Plan is designed to preserve the net operating loss carryforward for 
the benefit of the Reorganized Debtor. The net operating loss canyforward is intended and 
anticipated to offset the income recognized from the gain on the Debtor's sale of its subsidiaries, 
ITurley and Dishon. 

It is the position of the Debtor that under the provisions of the Plan, there is no "change 
in ownership" as defined in I .R.C. § 382 that would invoke the limitafions of I .R.C. § 382 on the 
net operating loss carryforward. 

Debtor has not sought a letter ruling or any other determination from the Internal 
Revenue Service regarding the status of the net operating loss carry forward. There can be no 
assurance that a subsequent ruling from the Internal Revenue Service may not adversely affect 
the Debtor's ability to use the net operating loss carryforward. There can be no assurance that 
subsequent actions or transactions might constitute a "change in ownership" as defined in I.R.C. 
§ 382 and thus limit the utilization of the net operating loss carryforward. 

XI. P R E F E R E N C E S AND F R A U D U L E N T TRANSFERS 

Under the Bankruptcy Code and Texas State Law, the bankruptcy estate may sue to 
recover assets (or their value) that were transferred by "voidable transfers", which includes assets 
transferred: 

(A) in fraud of Creditors, 

(B) in constructive fraud of Creditors - because the asset was 
transferred without sufficient consideration while the 
Debtor was insolvent, 

(C) as a preferential transfer - a payment before bankruptcy 
outside the ordinary course that allows a creditor to receive 
more than it would receive in liquidation, or 

(D) as an unauthorized post-bankruptcy transfer by the Debtor 
outside of the ordinary course. 

A list of all transfers made during the applicable avoidance periods is attached to 
Debtor's Statement of Financial Affairs filed with the Bankruptcy Court on June 26, 2013 
(Docket #53). The Debtor does not believe that any of these transfers are voidable under 
Sections 550, 547, 548, 544, or similar provision of the Bankruptcy Code. 

If the Plan is not confirmed and a liquidating trustee or Chapter 7 trustee is appointed, it 
is possible that the trustee's analysis wi l l differ from that of the Debtor and that avoidance 
actions w i l l be commenced against Creditors of the estate, insiders, or others. 
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XII. LITIGATION 

N o claim of environmental liability has been made, and no such claims are known or 
expected. A s discussed herein, the Debtor holds potential claims against the Litigation 
Opponents. A nonexclusive chart describing these claims is described in Exhibit C attached 
hereto and in Exhibit 4 to the Plan. Also, as further discussed herein in Exhibit D , as of the 
Petition Date, numerous lav^suits were pending against the Debtor. If the Plan is not confirmed 
and the case dismissed, it is expected that this litigation would continue. Additionally, i f the 
Plan is not confirmed, Hurley Fairview, L L C , Sheyenne Hurley and Teny Dishon would 
foreclose their respective interests in the Debtor's assets. 

Xin. M A N A G E M E N T O F T H E R E O R G A N I Z E D D E B T O R 

A. Directors of the Debtor 

Arthur L . Smith and Antonio Estrada are authorized to continue as the Directors and 
Officers of the Reorganized Debtor from and after the Effective Date of the Plan. 

B. Management Compensation 

A s of the Effective Date, the management of the Reorganized Debtor shall receive 
salaries pursuant to their employment agreements and assuming funds from the Net Sales 
Proceeds are available as follows: Arthur L . Smith - $165,000 annually and Antonio Estrada -
$150,000 annually. 

XIV. A C C E P T A N C E AND C O N F I R M A T I O N O F T H E P L A N 

A. Acceptance of the Plan 

Confirmation of a Plan under Chapter 11 requires, among other things, that at least one 
class of creditors or claimants, such as the secured or unsecured creditors in this case, vote in 
favor of the Plan. This vote is calculated by only counting those creditors who actually send in a 
ballot on time. If two thirds in total dollar amount and a majority in number of claims actually 
voting in a class approve the Plan, that class of creditors is considered an accepting class. If the 
vote is insufficient, the Court can still confirm the Plan, but only upon being provided additional 
proof regarding the ultimate fairness of the Plan to the creditors. The Debtor believes that the 
unsecured creditors and interest holders wi l l support the Plan when they consider the fact that the 
secured and priority creditors wi l l receive the majority of all of the assets of the Debtor in the 
event the reorganization is unsuccessful. 

The proponent of a Plan also must meet all other applicable requirements of Section 
1129(a) of the Bankruptcy code (except Section 1129(a)(8), i f the proponent proposes to seek 
confirmation of a Plan under Section 1129(b) of the Bankruptcy Code). These other 
requirements include, among other things, that the Plan comply with the applicable provisions of 
Title 11 and other applicable law, that the Plan be proposed in good faith, and that at least one 
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impaired class of creditors vote to accept the Plan. The Debtor believes that the Plan satisfies all 
other applicable requirements of Section 1129(a) of the Bankruptcy Code. 

B. Confirmation vyithout Acceptance of All Impaired Classes 

The Bankruptcy Court may confirm a plan even i f not all impaired classes accept the 
Plan. For the Plan to be confirmed over the rejection of an impaired class, the proponent must 
show, among other things, that the plan does not discriminate unfairly and that the plan is fair 
and equitable with respect to each impaired class that has not accepted the plan. 

Under Section 1129(b) of the Bankruptcy Code, a plan is "fair and equitable" as to a class 
i f among other things, the plan provides: (a) with respect to secured claims, that each holder of 
a claim included in the rejecting class w i l l receive or retain, on account of its claim, property that 
has a value as of the Effective Date of the plan, equal to the allowed amount of such claim; and 
(b) with respect to unsecured claims and interests, that the holder of any claim or interest that is 
junior to the claims or interest of such class wi l l not receive or retain, on account of such junior 
claim or interest, any property unless the senior class is paid in fu l l . The Bankruptcy Court must 
further find that the economic terms of a plan do not unfairly discriininate as provided in Section 
1129(b) of the Bankruptcy Code with respect to the particular objecfing class. Under the terms 
of this plan, the common stock holders of the Debtor shall retain their interest in the Reorganized 
Debtor. The Debtor believes that this is acceptable since all senior creditors are being paid in 
ful l 

C. Other Requirements for Confirmation 

In order to obtain confirmation of the Plan, the requirements of Section 1129 of the Code 
must be satisfied. These requirements include but are not limited to findings that the Plan 
complies with the applicable provisions of Chapter 11 of the Code, that the Debtor has complied 
with the applicable provisions of Chapter 11 of the Code, that the Plan has been proposed in 
good faith and not by any means forbidden by law, and at least one class of impaired claims has 
voted to accept the Plan. The Debtor believes that the Plan satisfies all the statutory requirement 
of Chapter 11 of the Bankruptcy Code. 

1. B E S T I N T E R E S T OF C R E D I T O R S 

Before the Plan may be confinned, the Bankruptcy Court must find (with certain 
exceptions) that the Plan provides, with respect to each class, that each holder of a claim or 
interest of such class either (a) has accepted the Plan or (b) w i l l receive or retain under the Plan 
on account of such claim or interest property of a value, as of the effective date, that is not less 
than the amount that such person would receive or retain i f the Debtor was, on the effective date, 
liquidated under Chapter 7 of the Bankruptcy Code. A s set forth above, the Debtor believes that 
this test w i l l be satisfied. 

2. F I N A N C I A L F E A S I B I L I T Y 

The Bankruptcy Code requires the Debtors to establish that confirmation of the Plan is 
not likely to be followed by liquidation or the need for further financial reorganization. The 
Debtors submit that the Plan payments are all financially feasible since they w i l l be derived from 
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the proceeds of the proposed Hurley Sale and Dishon Sale at a price in excess of the secured debt 
and in sufficient amount to provide a substantial dividend to holders of Al lowed General 
Unsecured Claims. 

D. Cram-Down - Confirmation Without Acceptance by All Impaired 
Classes 

The Bankruptcy Code contains provisions for confirmation of a Plan even i f the Plan is 
not accepted by all impaired classes, provided that at least one impaired class of claims has 
accepted it (determined without including any acceptance by any insider holding a claim of such 
class). These "cram-down" provisions, for confirmation of a Plan despite the non-acceptance of 
one or more impaired classes of claims or interests, are set forth in Section 1129(b) of the 
Bankruptcy Code. 

In the event that any impaired class of claims does not accept the Plan by the requisite 
majority set out in the introduction, the Debtor must demonstrate to the Banlcruptcy Court, with 
respect to each impaired class which does not accept the Plan that the Plan does not discriminate 
unfairly, and is "fair and equitable" with respect to that class. Under the Bankruptcy Code, a 
Plan is considered "fair and equitable" with respect to secured claims, unsecured claims or 
interest, as the case may be, i f the following conditions are met: 

(a) Secured C la ims . The holders of such claims retain their liens, to the 
extent of the allowed amount of their secured claims, and that each holder 
of such a claim receive on account of such secured claim deferred cash 
payments totaling at least the allowed amount of such claim, of a value, as 
of the effective date of the Plan, of at least the value of such holder's 
interest in the estate's interest in the collateral. 

(b) Unsecured Claims. Either (i) each impaired unsecured creditor receives or 
retains under the Plan property of a value as of the effective date of the 
Plan equal to the amount of its allowed claim, or (ii) the holder of any 
claim or interest that is junior to the claims of the dissenting class will not 
receive or retain any property under the Plan. 

{85I191/00004/00065725.DOCX 1} - 3 9 -

Case 13-33264   Document 314   Filed in TXSB on 09/27/13   Page 39 of 40



X V . C O N C L U S I O N 

The information provided in this Disclosure Statement is intended to assist you in voting 
on the Plan in an informed fashion. If the Plan is confirmed, you wi l l be bound by its terms. 
Accordingly, you are urged to make such fuilher inquiries as you may deem appropriate and then 
cast an informed vote on the Plan. 

Respectfully submitted this 27"' day of September 2013. 

D I G E R A T I T E C H N O L O G I E S , INC. 

Arthur L. Smith with permission by/s/MeUssa A. 
Haselden 

By: . 
Arthur L . Smith, President 

O F C O U N S E L : 

H O O V E R S L O V A C E K L L P 

E D W A R D L . R O T H B E R G 
State Bar No . 17313990 
M E L I S S A A . H A S E L D E N 
State Bar N o . 00794778 
D E I R D R E C A R E Y B R O W N 
State Bar No . 24049116 
5847 San Felipe, Suite 2200 
Houston, Texas 77057 
Telephone: 713.977.8686 
Facsimile: 713.977.5395 
Email : rothbergfSjhooverslovacek.com 

haselden@;hooverslovacek.com 
browri@,booverslovacek.com 

A T T O R N E Y S F O R D E B T O R 
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