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DUFF & PHELPS

COURT FILE NO.: CV-13-10067-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF
IMARKETING SOLUTIONS GROUP INC. AND THE COMPANIES REFERRED TO IN
SCHEDULE “A”

THIRD REPORT OF
DUFF & PHELPS CANADA RESTRUCTURING INC.
AS CCAA MONITOR OF iMARKETING SOLUTIONS GROUP INC.
AND THE COMPANIES REFERRED TO IN SCHEDULE “A”

July 31, 2013

1.0 Introduction

1. Pursuant to an Order (the “Initial Order”) of Mr. Justice Newbould of the
Ontario Superior Court of Justice (Commercial List) (the “Court”) made on
April 12, 2013, iMarketing Solutions Group Inc. (IMSG”) and the companies
listed on Schedule “A” (together with “IMSG”, the “Company”) were granted
protection under the Companies’ Creditors Arrangement Act (Canada) (the
“CCAA”") and Duff & Phelps Canada Restructuring Inc. (“D&P”) was appointed
as monitor (the “Monitor”).

2. Also on April 12, 2013, the United States Bankruptcy Court for the District of
Delaware (the “US Court”) made an interim Order recognizing the CCAA
proceedings in the United States and granting the Company certain
protections as contemplated by chapter 15 of title 11 of the United States
Code (“Chapter 157).

3. On May 7, 2013, the Court made an Order (the “Stay Extension and SIP
Approval Order”) extending the stay of proceedings to August 2, 2013 and
approving a sale and investment process (the “SIP”) to be carried out by
lllumina Partners Inc. (“lllumina”), in its capacity as the Company’s Chief
Restructuring Officer (the “CRO”), under the supervision of, and with the
assistance of, the Monitor.

4, On May 17, 2013, the US Court made a final Order recognizing the CCAA
proceedings as a foreign main proceeding.
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1.2

On July 12, 2013, the Court made an Order, among other things, adding
MLHL Marketing Inc. and MLHL Marketing LP to the CCAA proceedings and
approving an agreement dated June 21, 2013 (the “CIBC Agreement”) among
the Company, Canadian Imperial Bank of Commerce (“CIBC”) and Shotgun
Fund Limited Partnership Il (the “DIP Lender”) with respect to, inter alia,
granting a charge in favour of CIBC over the accounts receivable of Engage
Interactive Inc. under certain circumstances.

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 or purchasers for the Company’s business and assets in
order to preserve its going-concern value.

Purposes of this Report

1. The purposes of this report (the “Report”) are to:

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

b) Provide an update on the SIP;

C) Report on the Company’s weekly cash flow projection for the period
ending October 4, 2013 (the “Projection”);

d) Provide an overview of the Company’s activities since July 5, 2013, the
date of the Monitor’'s second report to Court (the “Second Report”);

e) Provide an overview of the Monitor's activities since the Second

Report; and

f) Recommend that this Honourable Court make an order:

° Granting the Company’s request for an extension of the stay of
proceedings from August 2, 2013, the date that the current stay
expires, to October 4, 2013; and

° Approving the Monitor’'s actions and activities described in this
Report.

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

dollars.
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1.3 Restrictions

1.

In preparing this Report, the Monitor 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. The Monitor 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.

Based on its review of the cash flows and/or financial forecasts, their
underlying assumptions and on discussions with the Company’s management,
the Monitor is of the view that the Projection provided in Appendix “A” is
reasonable. Any party relying on the Projection and/or any financial forecasts
of the Company is required to perform its own diligence. The Monitor accepts
no obligation nor liability for any reliance on the Company’s financial forecasts.

2.0 Background

1.

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

The Company’s core businesses include tele-fundraising; data development;
direct mail fundraising and outreach; data management; publishing; social
media; secure caging®; and marketing list rental’.

Operating under its previous name, Xentel DM Incorporated, IMSG and its
predecessor corporations have been in the North American telemarketing and
fundraising sector for more than 25 years.

The Company currently operates from sixteen (16) leased premises across
Canada and the US. Since the commencement of these proceedings, the
Company has disclaimed two leases and has exited from those premises.

As at the date of the Initial Order, the Company employed approximately
1,140 individuals, of which 480 individuals were laid off in March, 2013.

There are presently approximately 700 active employees.

The Company’s business is regulated and requires provincial and/or state
licences and registrations to operate in Canada and the US.

' An industry term for the process or act of collecting donations, processing donor mail and depositing
contributions to customer accounts.

*The renting of donor lists to third parties in exchange for a fee.
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8. The Company services over 300 customers. The terms of these services are,
for the most part, pursuant to contractual arrangements.

9. 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 the Company determined it
was necessary to commence these proceedings.

10. Additional information concerning the Company and these proceedings is
provided in the Langhorne Affidavit, the report of D&P as proposed monitor
dated April 11, 2013 and the Monitor’s reports to Court. Materials filed in the
CCAA and Chapter 15 proceedings can be found on the Monitor's website at:
www.duffandphelps.com/restructuringcases.

3.0 Sale and Investment Process

1. The SIP is described in the Stay Extension and SIP Approval Order, a copy of
which is provided in Appendix “B”. The SIP is being carried out by the CRO,
under the supervision of, and with the assistance of, the Monitor.

2. Pursuant to the Stay Extension and SIP Approval Order, with the approval of
the Monitor, the CRO may extend any deadline in the SIP by up to three
weeks. On July 12, 2013, the CRO extended the offer deadline from July 12,
2013 to July 26, 2013 (the “Deadline”) with the Monitor's consent. The CRO
also advised that deadlines related to subsequent steps in the SIP would be
provided at a later date.

3. The CRO and the Monitor are evaluating the results of the SIP and the offers
received prior to the Deadline. They may seek clarifications and/or a re-
bidding. Details of the offers received have been discussed with the DIP
Lender and CIBC on a confidential basis as neither of them submitted offers.
An updated SIP timeline will be provided by August 9, 2013 to the parties that
submitted offers.

4, Details of the Company’s SIP efforts will be provided in a subsequent report.
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4.0 Cash Flow
4.1  Cash Flow for the Period April 12, 2013 to July 19, 2013

1. The Company’s actual results for the period April 12, 2013 to July 19, 2013 (the
“Period”) compared to the projection included with the Company’s application
materials, are summarized below. Overall, the Company reported a positive cash
flow variance of $280,000 in the Period.

Unaudited; C$000s
Actual Projected Variance

Cash Inflows

Collections from accounts receivable 12,358 12,042 316

Other collections 194 - 194
Total cash inflows 12,552 12,042 510
Cash Outflows

Operating costs (variable and fixed) 10,980 9,967 (1,013)
Net cash from operations 1,572 2,075 (503)
Restructuring and Other Costs

Professional fees 674 880 206

Contingency 230 611 381

DIP loan fees and interest 91 125 34

Customer remittances (pre-filing) 469 573 104

Payroll withholdings (pre-filing) 186 - (186)

State regulators (pre-filing) 69 89 20
Total restructuring and other costs 1,719 2,278 559
Net Cash Flow (247) (203) 56

DIP advance 650 890 240
Adjusted net cash flow 503 687 (184)
Opening cash position 224 - 224

Adjusted net cash flow 503 687 (184)
Closing cash position 727 687 40

Remove DIP advance (650) (890) 240
Adjusted closing cash 77 (203) 280

4.2  Cash Flow for the Period Ending October 4, 2013
1. The Company prepared the Projection, which is provided in Appendix “A” together

with the Company’s and the Monitor’'s reports on the cash flow statement. The
Monitor has reviewed the Projection and believes it to be reasonable, subject to
the qualification noted in Section 1.3 above.

2. The Company prepared the Projection following a review of its revenue and its
variable and fixed costs. The Projection assumes that the Company operates in
the normal course and does not account for a transaction under the SIP being
completed before October 4, 2013.
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The Company’s business is seasonal. The Company advised the Monitor that
revenue generation and collection is weakest in the third quarter, which spans the
summer months. Part of this is due to longer time periods between when
fundraising calls are placed and pledges are made and collected; the timing
differences are most acute during this period. These factors and others contribute
to an increase the projected amount to be drawn under the debtor-in-possession
credit facility (the “DIP Facility”) by the end of the period; however, there is,
basically, a corresponding increase in the working capital assets during the same
period.

5.0 DIP Facility Extension

1.

The Company and the DIP Lender entered into the DIP Term Sheet as of April 11,
2013 which provides for a $1 million limit. To date, the DIP Lender has advanced
$650,000 to the Company; however, the Company has not drawn on these funds
during the proceedings.

The DIP Facility matures on the earlier of: i) the occurrence of any Event of
Default under the DIP Term Sheet which is continuing and has not been cured; or
i) August 1, 2013.

The Company has been reporting to and meeting with the DIP Lender on a
weekly basis, as required pursuant to the DIP Term Sheet.

The Company requires the DIP Facility in order to continue to operate while it
works to complete a transaction. Accordingly, the Company negotiated an
amendment to the DIP Term Sheet with a maturity date of October 4, 2013
(“Amended and Restated DIP Term Sheet”).

The Company and the DIP Lender are finalizing the Amended and Restated DIP
Term Sheet. A copy of it will be provided to the Court upon the return of the
Company’s motion and to any party that requests it from the Monitor.

The Amended and Restated DIP Term Sheet provides for a:
a) $100,000 extension fee, payable at maturity;

b) further $50,000 fee if the Company does not enter into an asset purchase
agreement (“APA”) by September 15, 2013 (“APA Fee”); and

C) further $50,000 fee if the Company does not complete a transaction
pursuant to the SIP by October 4, 2013 (together with the APA Fee, the
“Milestone Payments”). All other terms remain the same, including
annualized interest at 5%, compounded monthly, on the outstanding
balance.
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7. The Monitor has considered the amount of the extension fee relative to the:

a)

b)

d)

f)

8. The Monitor also notes that identifying an alternative DIP lender unfamiliar with
the Company and its business may be a challenge as prospective lenders may
have difficulty gaining comfort with the collateral available to recover the DIP

size of the DIP Facility, on a percentage basis;

time being spent by the DIP Lender to monitor the DIP Facility, which
is significant notwithstanding that the DIP Facility is $1 million. In
general terms, there is a certain amount of time and effort that is
incurred in all DIP loan situations which does not necessarily correlate
with the size of the DIP facility - on a smaller DIP facility, the fees
charged to perform those activities represent a larger percentage of
the DIP facility. The Monitor has observed that the DIP Lender is
heavily engaged monitoring the Company’s performance and the SIP,
all of which is expected to continue, and perhaps, increase over the
next several weeks;

increase in the DIP Lender’'s exposure during the period — exposure
under the DIP Facility is projected to total almost $800,000 by the end
of the projection period;

uncertainty and risks related to the realization of the working capital
assets in the event that a transaction is not completed (being the
primary assets available to satisfy the DIP obligations outside of a
transaction);

contingent structure of the Milestone Payments, which the CRO
believes can be achieved; and

interest rate (5%) pursuant to the DIP Facility, which is below market
for a DIP Facility.

Facility outside of a transaction.

9. Based on the factors described above, the Monitor is of the view that the
extension fee reflects the risks in this situation, as well as the time commitment of

the DIP Lender, and as such, the Monitor considers it reasonable.

6.0 Company’s Request for an Extension

1. The Monitor supports the Company’s request for an extension of the stay of

proceedings to October 4, 2013 for the following reasons:

The Company is acting in good faith and with due diligence;

Duff & Phelps Canada Restructuring Inc. Page 7 of 10



The granting of the extension should not prejudice any employee or
creditor, as the Company is projected to have sufficient funds to pay post-
filing services and supplies as contemplated by the Projection;

The DIP Lender supports the extension; and
It would provide the CRO and the Monitor time to review the offers

received under the SIP and potentially complete a transaction, subject to
Court approval.

7.0 Company’s Activities

1.

A summary of the Company’s activities since the date of the Second Report
include:

Corresponding with customers regarding the Company’s operations and
continuity of service;

Reviewing whether the Company has surplus leased equipment that can
be returned to lessors;

Corresponding with Canada Revenue Agency regarding the Company’s
sales tax accounts;

Meeting with and reporting weekly to the DIP Lender pursuant to the terms
of the DIP Term Sheet;

Corresponding with and reporting weekly to CIBC pursuant to the terms of
the CIBC Agreement and in connection with the SIP;

Executing the SIP;

Providing information to the Monitor to be included in the SIP data room;
Meeting with and assisting interested parties with their diligence;
Preparing monthly internal financial statements;

Negotiating with telecom providers and other information technology
providers in order to reduce costs;

Preparing a detailed twelve-month budget reflecting the Company’'s
business on a normalized basis;

Continuing to review cost-cutting opportunities, including with respect to
surplus leased locations, surplus leases, sales commissions and
insurance rates; and
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Reporting receipts and disbursements.

8.0 Overview of the Monitor’s Activities

1.

Since the date of the Second Report, the Monitor’s activities have included:

Meeting and corresponding extensively with the CRO regarding the SIP;

Meeting and corresponding (at a high level) with the DIP Lender regarding
the SIP;

Reviewing responses from parties approached with respect to the SIP;

Corresponding with interested parties performing diligence on the
Company;

Discussing with the CRO structures of a transaction for the Company’'s
business and assets;

Reviewing the Company’s weekly reporting to CIBC and discussing same
with the CRO;

Corresponding with the DIP Lender regarding CIBC’s security position;

Corresponding with the Company regarding renewals and revisions to its
customer contracts;

Monitoring the Company’s receipts and disbursements;

Assisting the Company to prepare its weekly reporting to the DIP Lender,
including its weekly variance analysis and rolling 16-week cash flow
projection;

Attending the Company’s weekly meetings with the DIP Lender;

Reviewing the Company’'s monthly financial statements and discussing
same with representatives of the Company;

Reviewing the Projection;

Reviewing the Company’'s detailed twelve-month budget and
corresponding extensively with the CRO and Mr. Langhorne in that regard;

Posting documents in the online data room;

Considering the Company’s tax filing obligations;
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o Corresponding with the Company and its legal counsel;

o Corresponding with the Monitor's US counsel regarding the Company’s
Chapter 15 proceedings;

o Responding to calls and enquiries from creditors and shareholders
regarding the Company’s CCAA proceedings;

o Preparing this Report; and

o Other matters pertaining to the administration of this mandate.

9.0 Conclusion and Recommendation

1. Based on the foregoing, the Monitor respectfully recommends that this
Honourable Court make the Order(s) granting the relief detailed in Section 1.1
of this Report.

All of which is respectfully submitted,
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DUFF & PHELPS CANADA RESTRUCTURING INC.
IN ITS CAPACITY AS CCAA MONITOR OF
IMARKETING SOLUTIONS GROUP INC. AND THE
COMPANIES REFERRED TO IN SCHEDULE “A”
AND NOT IN ITS PERSONAL CAPACITY
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