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ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PLAN OF COMPROMISE AND ARRANGEMENT OF
iMARKETING SOLUTIONS GROUP INC. AND THE COMPANIES REFERRED TO IN

SCHEDULE “A”

REPORT OF
DUFF & PHELPS CANADA RESTRUCTURING INC.

AS PROPOSED MONITOR
April 11, 2013

1.0 Introduction

1. On April 11, 2013, iMarketing Solutions Group Inc. (“IMSG”) and the
companies referred to in Schedule “A” (together with “IMSG”, the “Company”)
filed application materials with the Ontario Superior Court of Justice
(Commercial List) (“Court”) seeking, inter alia, protection under the
Companies’ Creditors Arrangement Act (the “CCAA”) and the appointment of
Duff & Phelps Canada Restructuring Inc. (“D&P”) as the Monitor.

2. D&P consents to act as Monitor.

3. D&P is filing this report (“Report”) as proposed monitor (the “Proposed
Monitor”).

4. The Affidavit of Andrew Langhorne, the Company’s Chief Executive Officer,
sworn April 11, 2013 (the “Langhorne Affidavit”) and filed in support of the
Company’s application for CCAA protection, describes, inter alia, the
Company’s background, including the reasons for the commencement of
these proceedings.

5. If the relief being sought by the Company from the Court is granted, IMSG
intends to immediately bring an application, in its capacity as foreign
representative, for recognition of the CCAA proceedings in the United States
by commencing proceedings pursuant to Chapter 15 of Title 11 of the United
States Code (“Chapter 15”) in the United States Bankruptcy Court for the
District of Delaware (“U.S. Court”).
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6. The principal purpose of these restructuring proceedings is to create a
stabilized environment in order to carry out a process to solicit investors,
strategic partners, plan sponsors or purchasers for the Company’s business
and assets in order to preserve its going-concern value.

1.1 Purposes of this Report

1. The purposes of this Report are to:

a) Provide background information about the Company and these
proceedings;

b) Provide D&P’s qualifications to act as Monitor;

c) Provide the Proposed Monitor’s conclusions on the Company’s cash
flow projection for the 16-week period ending August 2, 2013;

d) Provide D&P’s view that Toronto, Ontario is the center of main interest
for the Company’s business and operations;

e) Provide the Proposed Monitor’s views on the relief sought by the
Company, including:

 The Company’s continued use of its centralized cash
management system during these proceedings;

 The debtor-in-possession facility (the “DIP Facility”) between
the Company and Shotgun Fund Limited Partnership III
(“Shotgun” or the “DIP Lender”);

 The ability to pay, during these proceedings, certain pre-filing
obligations owed to the Company’s customers;

 The retention of Illumina Partners Inc. (“Illumina”) as the
Company’s Chief Restructuring Officer (“CRO”);

 The quantum of the Court-ordered charges, being the
Administration Charge, the DIP Lender’s Charge and the
Directors’ Charge (each as defined in the proposed Initial
Order); and

 Creditor notification of the Company’s intention to commence
this CCAA proceeding.

f) Recommend that this Honourable Court grant the relief sought by the
Company in its application materials.
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1.2 Currency

1. Unless otherwise noted, all currency references in this Report are to Canadian
dollars.

1.3 Defined Terms

1. Capitalized terms not defined in this Report have the meanings provided to
them in the Langhorne Affidavit.

1.4 Restrictions

1. In preparing this Report, D&P has relied upon unaudited financial information
prepared by the Company’s representatives, the Company’s books and
records, discussions with management and discussions with the Company’s
advisors. D&P has not performed an audit or other verification of such
information. An examination of the Company’s cash flows and/or financial
forecasts as outlined in the Canadian Institute of Chartered Accountants
Handbook has not been performed. Future oriented financial information
relied upon in this Report is based on the Company’s assumptions regarding
future events; actual results achieved may vary from this information and
these variations may be material.

2. Based on its review of the cash flows and/or financial forecasts, their
underlying assumptions and on discussions with management, D&P is of the
view that the cash flow projection attached in Appendix “A” is reasonable. Any
party relying on the cash flow projection and/or financial forecasts is
encouraged to perform its own diligence.

1.5 D&P’s Qualification to Act as Monitor

1. D&P is a trustee within the meaning of subsection 2(1) of the Bankruptcy and
Insolvency Act (Canada). D&P is not subject to any of the restrictions to act as
Monitor as set out in Section 11.7(2) of the CCAA.

2. D&P has extensive experience acting as a monitor under the CCAA, including in
cross border proceedings under the CCAA.

3. D&P has consented to act as Monitor in these proceedings should the Court
grant the Initial Order.
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2.0 Background

1. IMSG was incorporated under the Alberta Business Corporations Act.
IMSG’s common shares are listed on the Canadian National Stock Exchange
under the symbol “IMR”.

2. The Company operates 22 direct and indirect subsidiaries in Canada and the
US. IMSG’s corporate chart is provided in Appendix “B”.

3. The Company’s management, accounting, treasury and administrative
functions are carried out from its headquarters in Toronto, Ontario.

4. The Company is an integrated marketing services provider of direct marketing
solutions for not-for-profit organizations, political organizations and
professional associations.

5. The Company’s core businesses include: a) tele-fundraising activities; b) data
development; c) direct mail fundraising and outreach; d) data management; e)
publishing; f) social media; g) secure caging (an industry term for the process
or act of collecting donations, processing donor mail and depositing
contributions to customer accounts); and h) marketing list rentals (the renting
of donor lists to third parties in exchange for a fee).

6. Operating under its previous name, Xentel DM Incorporated (“Xentel”), which
acquired The Responsive Marketing Group Inc. (“RMG”) in March 2010, IMSG
and its predecessor corporations have operated in the telemarketing and
fundraising sector in North America for more than 25 years.

7. The Company’s principal shareholders are: the Shotgun Funds managed by
Argosy Partners (28%); two of IMSG’s current directors (13%); and two of
IMSG’s former directors (32%).

8. The Company operates out of twenty-five (25) leased premises located across
Canada and the US. Specifically, the Company’s Canadian operations are
located in the provinces of Ontario, British Columbia, Alberta, Manitoba,
Quebec and New Brunswick. US operations are located in the states of
Wisconsin, Colorado, Pennsylvania, Missouri, Virginia, New Mexico and
Florida. The Company has closed, or is in the process of closing and vacating,
11 of its locations.

9. IMSG employs approximately 1,140 individuals, as shown below:

Canada United States Total
Active 450 212 662
Layoff 122 359 481
Total 572 571 1,143
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10. In March, 2013, the Company laid off approximately 480 employees as part of
a comprehensive cost cutting initiative described further in the Langhorne
Affidavit. The Company is continuing to eliminate surplus costs to return to
profitability.

11. The Company’s employees are non-unionized and the Company does not
maintain any pension plans.

12. Further information concerning the Company, its background, operations and
financial position is provided in the Langhorne Affidavit. In order to avoid
duplication, it is not repeated herein.

3.0 Creditors

3.1 Secured Creditors and Priority Obligations

1. The Company’s secured obligations total approximately $5.5 million (before
accrued interest), comprised of the following:

Lenders Facility
Amount
($000s)

Canadian Imperial Bank of Commerce Credit Facility 2,000
Shotgun Convertible Note 3,500
Total secured debt, before accrued and
unpaid interest 5,500

2. The Company has a credit facility with the Canadian Imperial Bank of
Commerce (“CIBC”) of $2 million. CIBC has registered security against RMG,
one of IMSG’s wholly-owned subsidiaries, pursuant to a general security
agreement. Certain subsidiaries of RMG are guarantors. The credit facility is
substantially fully drawn.

3. On December 4, 2012, the Company completed a private placement offering
of a $3.5 million secured convertible promissory note with Shotgun
(“Convertible Note”). The Convertible Note matures in December, 2015.
Annual interest is calculated at a rate of 20%.

4. Other than in respect of equipment leases, purchase money security interests
or similar arrangements, no other parties have a registered security interest
against the Company in the Canadian provinces or the US.

5. In addition to the above, the Company has the following priority sales and
withholding tax obligations:

a. Canadian sales taxes: $690,000; and

b. Canadian withholding taxes: $235,000.
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6. The Langhorne Affidavit details these obligations and the reasons that they
have accrued.

3.2 Unsecured Creditors

1. As at April 5, 2013, the Company’s books and records indicate that the
Company’s unsecured obligations total approximately $7.6 million (excluding
the tax amounts referenced above).

2. The Company’s vendor obligations (totalling approximately $4.3 million)
consist mainly of obligations due to landlords and telecommunication, courier
and utility companies.

3. The Company has an imminent liquidity crisis: the credit facility is fully drawn;
the proceeds from the Convertible Note have been fully utilized; and the
Company’s vendors will no longer extend credit. As discussed below, the
Company is seeking Court approval of a DIP Facility to fund its operations
until it generates positive cash flow or completes a restructuring (in a manner
to be determined).

4.0 Sale and Investor Solicitation Process

1. The Company intends to develop a process to solicit investors, strategic
partners, plan sponsors or purchasers for the Company’s business and assets
in Canada and the US (“SISP”). Court approval of this process is not being
sought at this time. The process would be carried out under the supervision of
the Monitor.

2. If the proposed Orders are made, the Company intends to return to Court in
the near term to seek approval of a SISP.

5.0 Cash Flow

1. The Company has prepared a cash flow projection for the period April 15,
2013 to August 2, 2013 (“Cash Flow”). The Cash Flow is provided in
Appendix “A”. The Company’s statutory report on the Cash Flow pursuant to
Section 10(2)(b) of the CCAA is attached as Appendix “C”.

2. The Cash Flow reflects that the Company is projected to require funding of
approximately $1 million in order to continue to operate during these
proceedings and to continue to normalize its business. The Cash Flow also
reflects that the Company is projected to generate positive cash flow from
operations early in these proceedings, which will assist to fund the costs of
these proceedings. The ability to generate positive cash flow results from the
Company’s cost-cutting and other restructuring efforts in recent months.
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3. The Cash Flow assumes that: a) the Company’s continuing revenue streams
are consistent with historical patterns, adjusted to reflect the Company’s
recent cost-cutting initiatives and changes to its strategic direction; b)
customers continue to pay the Company pursuant to contract terms for
ongoing project work performed by the Company; and c) certain critical
vendors are paid on a COD or prepayment basis.

4. Based on the Proposed Monitor’s review of the Cash Flow, there are no
material assumptions which seem unreasonable in the circumstances. The
Proposed Monitor’s statutory report on the cash flow is attached as Appendix
“D”.

6.0 Chapter 15 Proceedings

1. If the Initial Order is granted, the Company intends to immediately commence
proceedings under Chapter 15 and will seek to have the CCAA proceedings
recognized as a foreign main proceeding and the Initial Order enforced in the
US. This will include an immediate request for an order granting provisional
relief under Chapter 15 and implementing a stay of proceedings in the US to
prevent impediments to the Company’s ability to carry on its business
operations in the US, pending further order of the U.S. Court.

2. As set out in the draft Initial Order, the Company intends to name either IMSG
or the Monitor as the Foreign Representative in respect of each of IMSG’s
subsidiaries in the US proceedings.

6.1 Centre of Main Interest

1. The Langhorne Affidavit details the reasons why the Company believes that its
centre of main interest is Ontario. The Proposed Monitor shares that view for
the following reasons:

 Primarily all of the Company’s corporate, management, banking,
accounting and strategic functions are undertaken from IMSG’s head
office in Ontario;

 The Company’s senior management team and its directors reside in
Ontario;

 Accounting functions are performed and the books and records are
maintained at IMSG’s head office in Ontario;

 Investor communication activities are coordinated at the Ontario office;

 The Company’s lenders, being CIBC and Shotgun, are located in
Ontario and their loan documents are governed by Ontario law;
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 The Company’s cash management system and treasury functions are
carried out in Ontario;

 The Company’s financial reporting is done on a consolidated basis
(except where separate entity reporting is required by taxing
authorities) and the audited financial statements are prepared in
Ontario; and

 Human resource policy and administration, including certain human
resource functions such as employee recruitment strategy and the
administration of employee benefits, are performed and located in
Ontario.

7.0 Relief Sought

1. The following sections summarize the material relief being sought by the
Company and the Proposed Monitor’s views thereon.

7.1 Cash Management System

1. The Company’s centralized cash management system is detailed in the
Langhorne Affidavit.

2. The cash management system is integrated among the Company’s entities
and centrally managed from IMSG’s head office in Toronto, Ontario. Cash is
transferred daily, as needed, among the bank accounts of the Company’s
operating entities at multiple financial institutions in Canada and the US as
well as customer accounts controlled by the Company.

3. It is contemplated that the Company would continue to use the existing cash
management system during these proceedings.

4. The Proposed Monitor believes that it is necessary for the Company to
continue to use the existing cash management system as doing so would
avoid: a) delays in accounts receivable collections and accounts payable
payments until new bank and credit card accounts are established; b) a
distraction of management’s limited resources; c) payroll payment disruptions;
and d) reduce administrative costs and expenses. The Cash Flow does not
consider the impact of cash flow delays. Such delays would result in a need
for increased funding, which is not presently available.

7.2 Payment of Pre-Filing Customer Obligations

1. The Langhorne Affidavit explains the process by which the Company receives
and remits funds it raises on behalf of its customers. The Proposed Monitor
understands that remittance of $573,000 in the aggregate to certain customers
in Canada and the US (“Customer Obligations”) was not made on a timely
basis and remains outstanding.
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2. The Company is proposing to pay the Customer Obligations as it believes
these payments are necessary to preserve the value of its business. The
Proposed Monitor believes these payments are appropriate and necessary for
the following reasons:

 The Company is regularly engaged on a per-contract or per-service
basis by its customers. Customers may terminate or not renew the
contracts if the Company does not honour the terms of the contracts;

 The Company is of the view, and the Proposed Monitor concurs, that
the Customer Obligations must be repaid in order to preserve the value
of customer relationships;

 The Company’s business would be impaired if these amounts are not
paid. There is a likelihood that accounts receivable collections would
be affected by the amount of any outstanding balance and/or that
customers would lose confidence in the Company and seek to
immediately transition their business to new suppliers;

 The Cash Flow projects that the Company will have sufficient liquidity
to make these payments over the next several weeks; and

 The DIP Lender has consented to the Company making these
payments.

7.3 DIP Facility

1. The DIP Lender has agreed to fund the Company’s operations during the
CCAA proceedings pursuant to the DIP Facility. The significant terms of the
DIP Facility include:

 The committed amount is $1 million;

 The maturity date is the earlier of: i) the occurrence of any Event of
Default which is continuing; or ii) August 1, 2013;

 Interest is to be charged at a rate of 5% per annum, compounded
monthly;

 A facility fee in the amount of $100,000 is fully earned in advance on
the date of the DIP Order and is payable on the earlier of: a) the
Maturity Date; or b) the occurrence of an Event of Default;

 The DIP Facility is conditional on, inter alia, the granting of the DIP
Lender’s Charge over the Company’s property in Canada and the US,
ranking subordinate only to the Administration Charge and CIBC’s
security interest against RMG.
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2. A copy of the credit agreement governing the DIP Facility is included in the
Company’s CCAA application materials.

3. The Proposed Monitor believes that the terms of the DIP Facility are
reasonable for the following reasons:

 The Company is facing an imminent liquidity crisis and is without the
cash needed to operate – short term funding is needed urgently. The
Company’s ability to procure ongoing services is limited in light of past
due obligations with many of its vendors, including certain suppliers
that provide telecommunication and fulfillment services (mailings,
postage, courier) as well as certain landlords. Some vendors have
threatened to discontinue supplying services and/or supplies;

 The Proposed Monitor understands that the Company evaluated
alternatives and met with other potential lenders. None of them was
prepared to provide new financing;

 The Company’s operations will cease and the Company will have
virtually no prospect of restructuring if the DIP Facility is not available;

 The interest and fees payable under the DIP Facility, considered
together (15% - interest of 5% and a $100,000 fee), appear to be
consistent with market rates for debtor-in-possession facilities of this
size, particularly given the attributes of the Company’s business and
the risks inherent in these proceedings;

 The Company secured the Convertible Note in December, 2012. This
instrument bears interest at 20% annually. The all-in cost of the DIP
Facility is less than the cost of the Convertible Note;

 Further delays sourcing an alternative DIP Facility cannot be justified.
Even if a less expensive facility could be sourced (which is highly
remote), the cost savings that would result are immaterial given the
amount of the DIP Facility, particularly in light of the potential risk to the
business during the time a new facility is sought;

 The Company’s assets are largely intangibles and its operations are
complex – cross-border with multiple operating entities. It is difficult to
source a DIP Facility in such circumstances; and

 In light of the foregoing, it is the Proposed Monitor’s view that further
time spent attempting to source debtor-in-possession financing would:

i. not be in the interest of the Company and/or its stakeholders;

ii. not result in finalization of an alternative DIP facility on better
terms; and
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iii. would severely, and likely fatally, compromise the Company’s
ability to continue to operate.

7.4 Chief Restructuring Officer

1. The Company engaged Upkar Arora of Illumina as interim CFO on September
24, 2012 upon the resignation of IMSG’s previous CFO. Mr. Arora has
experience working with distressed businesses in Canada and internationally.
Mr. Arora’s resume is attached as Appendix “E”.

2. The Proposed Monitor understands that Mr. Arora currently oversees the
Company’s financial affairs both in Canada and the US and has provided the
Company with substantial assistance and guidance to allow it to continue to
operate.

3. Mr. Arora’s knowledge of the business should facilitate the Company’s
operations and restructuring during the proceedings. It should also assist to
reduce the fees and costs of certain of the professionals, which is a primary
consideration in these proceedings given the size of the business,
notwithstanding its substantial complexity.

4. A copy of Illumina’s engagement letter with IMSG is provided in Appendix “F”.
Illumina has agreed, among other things, to a fee of $75,000 per month plus a
success fee on terms to be negotiated, subject to Court approval. Based on
the Proposed Monitor’s experience, the monthly fee appears reasonable in the
circumstances. The Proposed Monitor believes that absent the retention of
Illumina, professional fees would increase by at least the monthly fee payable
to Illumina.

5. The DIP Lender has consented to the retention of Illumina as CRO pursuant to
the terms of its engagement letter.

6. For the foregoing reasons, the Proposed Monitor believes that it is appropriate
that Illumina be retained as CRO in these proceedings.

7.5 Court-Ordered Charges

7.5.1 Administration Charge

1. The Company is seeking an Administration Charge in the amount of $300,000,
which would have priority over all claims against the Company other than
CIBC’s security interest to the extent such charge is properly perfected against
the assets of RMG.

2. The beneficiaries of the Administration Charge would be the Company’s legal
advisors, the Monitor and the Monitor’s legal counsel, the CRO and its
counsel.
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3. The Administration Charge is a standard provision of CCAA proceedings in
order to secure payment for the legal counsel, professional advisors and the
Monitor involved in the restructuring proceedings. The charge protects the
professionals engaged in these proceedings in the event that the Company is
unable to pay them on the basis contemplated in the Cash Flow, or should
actual costs exceed budget and the Company is unable to pay them as and
when due. The amount of the Administration Charge appears to be
reasonable in the circumstances.

7.5.2 DIP Lender’s Charge

1. The Company requires immediate funding to continue to operate during these
proceedings, as evidenced by the Cash Flow.

2. As discussed above, a condition of the DIP Term Sheet is that the DIP Lender
receive the benefit of the DIP Lender’s Charge, being priority charge equal to
its actual advances, plus its post-filing fees, costs and interest to a maximum
of $1.4 million.

3. The Proposed Monitor understands that the secured creditors who are likely to
be affected by the charges created under the proposed Initial Order, including
the DIP Lender’s Charge, are to be provided notice, albeit limited, of the
Company’s application.

4. The Company, with the DIP Lender’s consent, is proposing that the DIP
Lender’s Charge be subordinate to the Administration Charge and the security
interest of CIBC as it relates to RMG.

5. The Proposed Monitor has reviewed the Cash Flow and its underlying
assumptions. The activity reflected in the Cash Flow appears consistent with
the Company’s historical results, adjusted to reflect certain assumptions to
account for the impact of these insolvency proceedings. DIP Funding is
required. Absent the DIP Lender’s Charge, the DIP Facility would not be
available and the Company’s operations would terminate. Accordingly, the
Proposed Monitor supports the Company’s request for the DIP Lender’s
Charge.

7.5.3 Directors’ Charge

1. The proposed Initial Order contemplates a Directors’ Charge in the amount of
$1.3 million for any liabilities the directors and officers may incur from and
after the commencement of the CCAA proceedings.
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2. The Directors’ Charge is a standard provision of CCAA proceedings in order to
maintain the involvement of the directors and officers. The involvement of the
directors facilitates the continued and orderly operations of a business during
its restructuring proceedings. Given the Company’s corporate structure and
the key relationships certain of the Company’s directors enjoy with their
customers, the Proposed Monitor believes the Directors’ Charge is appropriate
in the circumstances.

3. The Proposed Monitor has reviewed the underlying calculations upon which
the Company has based the estimate of directors’ and officers’ potential
exposure in these proceedings (largely payroll, payroll remittances, vacation
pay and sales taxes) and is of the view the Directors’ Charge is reasonable in
relation to the quantum of the estimated potential liability.

4. The Company maintains a director and officer insurance policy with a limit of
$5 million. The proposed Initial Order provides that the beneficiaries of the
Directors’ Charge shall only be entitled to coverage to the extent that coverage
under the Company’s D&O insurance policy is not available or insufficient.

7.6 Creditor Notification

1. Pursuant to Section 23(1) (a) of the CCAA, the proposed Initial Order requires
the Monitor to:

 Publish a notice in the Globe and Mail containing the information
prescribed under the CCAA; and

 Within five days of the issuance of the Initial Order to:

i. make the Order publicly available in the manner prescribed
under the CCAA;

ii. send, in the prescribed manner, a notice to every known
creditor who has a claim against the Company of more than
$1,000 advising them that the order is publicly available, and

iii. prepare a list, showing the names and addresses of those
creditors, and the estimated amounts of those claims, and
make it publicly available in the prescribed manner.

2. Immediately following the filing of the motion seeking recognition of the CCAA
proceeding pursuant to Chapter 15 (the “Recognition Motion”), the Company
is also filing the Foreign Representative’s Motion for Order Scheduling
Hearing and Specifying the Form and Manner of Service of Notice (the “Notice
Motion”).
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3. The Notice Motion deals with both notice of the Recognition Motion and the
notice requirements in general in the Company’s proceedings in the US (the
“Chapter 15 cases”) for the remainder of the Chapter 15 cases. In particular,
per the Notice Motion, the Company requests that the U.S. Court enter an
order: (a) approving a notice (the “Recognition Hearing Notice”) of (i) the filing
of the chapter 15 petitions and certain related pleadings, including the
Recognition Motion, (ii) the U.S. Court’s entry of the order granting entry of a
temporary order recognizing and enforcing in the US, on an interim basis, the
Initial Order if made by the Court, (iii) the deadline to object to the Court’s
entry of the final order approving the Recognition Motion, and (iv) the
Recognition Hearing; (b) approving the manner of service of the Recognition
Hearing Notice on any party that files a notice of appearance in the Chapter
15 cases; (c) approving the manner of service on the Master Service List
(which consists of counsel to the Company’s proposed debtor in possession
lender; counsel to the Company’s prepetition secured lenders; principal parties
that have appeared in the CCAA proceeding as of the date of the service of
the relevant pleading; the U.S. Trustee; and all parties that have requested
notice of these proceedings pursuant to Bankruptcy Rule 2002) of any
pleadings that the Foreign Representative files in the Company’s Chapter 15
cases; and (d) granting certain related relief.

4. If appointed, D&P will also post the Initial Order on its website at
http://www.duffandphelps.com/services/restructuring/Pages/RestructuringCas
es.aspx.

8.0 Conclusion and Recommendation

1. Based on the foregoing, the Proposed Monitor respectfully recommends that
this Honourable Court make the Orders granting the relief detailed in Section
1.1 of this Report.

* * *
All of which is respectfully submitted,

DUFF & PHELPS CANADA RESTRUCTURING INC.
IN ITS CAPACITY AS PROPOSED CCAA MONITOR OF
iMARKETING SOLUTIONS GROUP INC.
AND NOT IN ITS PERSONAL CAPACITY








































