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SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

CALLIDUS CAPITAL CORPORATION

APPLICANT
- AND -

XCHANGE TECHNOLOGY GROUP LLC, IT XCHANGE INC.,
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RESPONDENTS

FIRST REPORT OF
DUFF & PHELPS CANADA RESTRUCTURING INC.
AS RECEIVER

NOVEMBER 19, 2013

1.0 Introduction

1. This report (“Report”) is filed by Duff & Phelps Canada Restructuring Inc. (“D&P”)
in its capacity as receiver (“Receiver”) of the property, assets and undertaking of
Xchange Technology Group LLC, IT Xchange Inc., IT Xchange Corp.,
BlueRange Technology Corp., BlueRange Technology Inc., IT Xchange Financial
Services LLC and Partstock Computer LLC (collectively, the “XTG Debtors”).

2. The XTG Debtors have numerous foreign affiliates that are not subject to these
proceedings. They are: IT Xchange Limited (UK); IT Xchange Japan LLC
(Japan); Hire Information Technology Ltd. (UK); Xchange Technology Rentals
Ltd. (UK); IT Xchange Macao Commercial Offshore Ltd. (Macao); IT Xchange Pty
Ltd. (Australia); and Xchange Technology GmbH (Germany) (collectively, the
“Foreign Affiliates” and together with the XTG Debtors, referred to as the “XTG
Group”). A corporate organizational chart is provided in Section 2 below.

3. Pursuant to an order of the Ontario Superior Court of Justice (Commercial List)
(the “Court”) made on October 29, 2013 (the “Receivership Order”), D&P was
appointed Receiver. A copy of the Receivership Order and the Endorsement of
the Honourable Justice Morawetz is attached as Appendix “A”.
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1.1

1.2

On October 30, 2013, the Receiver, as Foreign Representative, commenced

proceedings in the United States Bankruptcy Court for the District of Delaware
(“US Court”) seeking recognition of the Canadian receivership proceeding as a
foreign non-main proceeding under Chapter 15 of the US Bankruptcy Code. On
October 30, 2013, the US Court entered an order granting provisional relief in aid
of the Canadian proceeding, a copy of which is attached as Appendix “B”.

5. The purpose of these proceedings is to complete a sale transaction for
substantially all of the XTG Debtors’ business and assets through a Court
supervised sale process (“Sale Process”).

Purposes of this Report

1. The purposes of this report are to:

a)

b)

c)

d)

f)

Currency

Provide background information about the XTG Group;

Summarize the results of the Sale Process carried out by the Receiver in
accordance with the Receivership Order;

Summarize a transaction (the “Transaction”) between the Receiver and
2393134 Ontario Inc. (the “Purchaser”), an entity incorporated by Callidus
Capital Corporation (“Callidus”), the senior secured creditor of the XTG
Debtors and the “stalking horse” bidder in the Sale Process, which
contemplates the sale to the Purchaser or its nominee(s) of substantially
all of the XTG Debtors’ business and assets (the “Purchased Assets”)
pursuant to an Asset Purchase Agreement dated October 25, 2013
between the Receiver and the Purchaser (the “Stalking Horse
Agreement”);

Summarize an issue involving Devang Shah (“Shah”), a former Account
Executive in the “Partstock” division of the XTG Debtors, in connection
with a Non-Disclosure and Non-Solicitation Agreement dated May 1, 2009
between the XTG Debtors and Shah (the “NDSA");

Provide an overview of the Receiver’s activities since the commencement
of these proceedings; and

Recommend that this Honourable Court issue an Order vesting title in
and to the Purchased Assets in the Purchaser or its nominee(s) free and
clear of all liens, claims and encumbrances (the “Vesting Order”).

1. All currency references in this Report are to US dollars unless otherwise
specified.
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2.0 Background Information

1.

XTG Group was founded in 1996 in Ontario by Jeff McFarlane (“McFarlane”).
XTG Group’s corporate organizational chart is as follows (the XTG Debtors are

shaded):

Jeff McFarlane
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2. XTG Group is a supplier of information technology (“IT”) products with operations
in Canada, the United States, the United Kingdom, Germany, Australia, Macao
and Japan. XTG Group also provides IT rental assets and programs, including
servers, storage devices, laptops and desktop computers.
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3.0
3.1

XTG Group’s Canadian and US head offices are located in Oakville, Ontario and
Morrisville, North Carolina, respectively. These facilities are leased, as are the
other eight North American facilities from which the XTG Debtors currently
operate.  These other facilities are located in Richmond Hill, Ontario,
Minneapolis, Georgia, Washington, Maine, lllinois, Connecticut and California.

At the commencement of the receivership proceedings, XTG Group employed
approximately 260 individuals globally. There are presently approximately 242
employees, including 53 in Canada and 97 in the US.

XTG Group’s workforce is not unionized; it does not maintain any employee
pension plans.

Further background information about XTG Group is provided in the Report of
the Proposed Receiver dated October 25, 2013 (“Report of the Proposed
Receiver”), a copy of which is attached as Appendix “C”, without appendices.

Sale Process

Sale Process Overview

1.

The Report of the Proposed Receiver provides details of the XTG Group’s pre-
filing activities to attempt to refinance its business. This included two extensive
refinancing processes: one conducted by Canaccord Genuity Corporation
(“Canaccord Genuity”) and one by KPMG Corporate Finance Inc. (“KPMG”). The
targets contacted during the refinancing processes included certain parties that
would have had a strategic interest in XTG Group.

Paragraph 4 of the Receivership Order authorized and directed the Receiver to
accept the Stalking Horse Agreement subject to a Superior Bid (as defined in the
Receivership Order) resulting from the Sale Process submitted on or before the
bid deadline of November 19, 2013 (the “Bid Deadline”).

The Sale Process was expedited for four principal reasons: a) the breadth and
duration of the pre-filing marketing efforts to identify a party to refinance the XTG
Debtors; b) the inability to generate an offer from the refinancing efforts; c¢) the
distressed state of the business; and d) the need to quickly stabilize the business
to prevent erosion in stakeholder confidence.

Immediately following the granting of the Receivership Order, the Receiver
commenced the Sale Process in accordance with the Receivership Order, as
follows:

° The Receiver distributed an interest solicitation letter detailing the
acquisition opportunity (“Teaser”). The Teaser included the Receiver’s
recommendation that bidders submit their offers substantially in the form
of the Stalking Horse Agreement;

Duff & Phelps Canada Restructuring Inc. Page 4 of 10



° The Teaser was circulated to a list of 88 prospective purchasers
developed by the Receiver (the “Buyers List”). The Buyers List was
comprised of 30 strategic parties and 58 financial parties, including
parties that were previously identified and approached by Canaccord
Genuity and/or KPMG. (Further details on the Canaccord Genuity and
KMPG processes, including the results thereof, are detailed in the Report
of the Proposed Receiver.);

° Attached to the Teaser was a form of confidentiality agreement (“CA”)
that interested parties were required to sign in order to obtain a copy of
the XTG Debtors’ confidential information memorandum (*CIM”) and to
access an online data room established by the Receiver;

° The data room established by the Receiver contained historical and
projected financial information and other information, including employee
data, occupancy leases, supplier and customer information and certain
contracts and agreements. Copies of the Stalking Horse Agreement and
the CIM were also included in the data room; and

° The Receiver facilitated due diligence requests from interested parties.

3.2 Sale Process Results

1. The results of the Sale Process are summarized as follows:
° Three parties executed the CA and were provided access to the data
room; and
° No offers were submitted on or prior to the Bid Deadline.
2. On November 19, 2013, the Receiver advised Callidus that it was the “successful

bidder” and that the Receiver would promptly file motion materials to apply for the
Vesting Order contemplated by Paragraph 4 of the Receivership Order.

4.0 The Transaction

1. The Transaction was detailed in the Report of the Proposed Receiver and is
summarized as follows:

° Purchased Assets: Substantially all of XTG Debtors’ business and
assets, including the shares of the Foreign Affiliates. The most significant
excluded assets are the real property leases for the leased premises in
Minneapolis, Minnesota and Oakville, Ontario. The XTG Debtors intend
to exit these facilities.
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° Purchase Price: To be paid by credit bid and calculated as follows:
Callidus debt on closing less $3 million, plus priority payables. As at the
date of this Report, the purchase price would be approximately $35
million.

° Assumed Obligations: Purchaser to assume all obligations related to
transferred employees, obligations under assumed contracts, priming
claims (unless paid in full on or prior to closing) and post-filing obligations
incurred from operating the business.

° Employees: Purchaser intends to offer employment to substantially all of
the existing employees, other than the vast majority of the employees of
the Partstock business unit, which is in the process of transitioning from
Minneapolis to North Carolina, and the BlueRange business unit, which is
in the process of being wound down.

° Representations and warranties: Consistent with insolvency transactions,
i.e. to be completed on an “as is, where is” basis without material
representations and warranties.

° Closing: Subject to obtaining the Vesting Order from this Court on
November 22, 2013 and the US Court on November 25, 2013, the
Receiver expects the Transaction to close in December, 2013.

° Conditions: Only material condition precedent to closing is approval and
issuance of a Vesting Order by this Honourable Court and the US Court.
A copy of the Stalking Horse Agreement is attached as Appendix “D”.

° Transition Services Agreement (“TSA"): To provide for a seamless
transition of the XTG Debtors’ business to the Purchaser, the Stalking
Horse Agreement contemplates that the Purchaser and the Receiver will
enter into a TSA. The TSA will contemplate that, inter alia, during the
transition period:

i. The XTG Debtors will continue to employ those employees who
are not hired by the Purchaser at closing until such employees are
terminated by the Receiver on behalf of the XTG Debtors in
accordance with the Receivership Order;

ii. The Receiver will continue to occupy, for use by the Purchaser,
the XTG Debtors’ leased premises in Minneapolis and Oakville
until such time as those leased premises are no longer required,
following which those leases will be disclaimed by the Receiver;
and
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During the transition period, the Purchaser will reimburse the
Receiver for all costs incurred by the XTG Debtors in connection
with the TSA, including employee costs and rent. The Purchaser
is also to indemnify the Receiver for all expenses and liabilities of
the Receiver resulting from the Purchaser's actions and/or
omissions during the transition period.

4.1 Recommendation

1. The basis for the Receiver’s support of the Transaction was set out in the Report
of the Proposed Receiver. The Receiver recommends that the Court issue the
Vesting Order for similar reasons, including:

In the Receiver’s view, the Sale Process was commercially reasonable in
the circumstances. It was carried out in accordance with the Court-
approved Sale Process;

Further marketing efforts are unlikely to result in a superior transaction
and any delay could jeopardize the ongoing operations of the XTG
Debtors;

Absent the closing of the Transaction, there would not be funding
available to continue the XTG Debtors’ operations. A transaction must be
completed promptly in order for the business to continue to operate on a
going-concern basis. The Transaction also eliminates the uncertainty
regarding the status of the business, operations and viability of the XTG
Debtors;

The Transaction contemplates the continuation of the XTG Debtors’
operations and preserves employment for approximately 230 employees
of the XTG Group; and

The Transaction provides for the greatest recovery available in the
circumstances — no other offers were submitted under the Sale Process
and the value of the Transaction significantly exceeds the liquidation
value of the XTG Debtors’ assets. Accordingly, the Receiver believes the
Transaction is in the best interests of all relevant stakeholders.

2. The proposed form of Vesting Order contemplates that a Receiver's Certificate
will be delivered to the Purchaser on the closing of the Transaction and
subsequently filed with the Court, which will, inter alia, confirm the names of the
entities in which the Purchased Assets have vested. The Receiver believes this
provision is required as the organizational structure has not yet been finalized.

3. Based on the foregoing, the Receiver respectfully recommends that this Court
grant the proposed Vesting Order.
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5.0 Non-Disclosure and Non-Solicitation Agreement

1.

The XTG Debtors’ restructuring plan contemplates transitioning the Partstock
business from its location in Minneapolis to its location in North Carolina. This
transition resulted in the XTG Debtors terminating the employment of five
members of Partstock’s senior management on October 28, 2013.

On May 1, 2009, Shah entered into the NDSA, pursuant to which he is prohibited
from, inter alia, direct and indirect customer solicitation for a period of 12 months
following his last day of employment with the XTG Debtors. Until his termination
on October 28, 2013, Shah was an Account Executive with frequent contact with
customers of the Partstock business unit.

The Receiver understands that Shah violated the NDSA prior to his termination
by actively soliciting Partstock customers and sending them to a competitor by
the name of FireFly Computers LLC, which is non-arm’s length to him. In
addition, since October 28, 2013, XTG Debtors’ Management has advised the
Receiver that Shah has continued to violate the NDSA and certain terms of the
Receivership Order by continuing to solicit customers of the XTG Debtors.

Shah claims, among other things, that the NDSA is unenforceable and that an
amendment to the NDSA was entered into on August 3, 2013 (the
“Amendment”), pursuant to which the term of the NDSA was reduced from 12
months to two months.

The Receiver notes that the Amendment was executed by McFarlane, on behalf
of the XTG Debtors, at a time when he did not have authority to bind the XTG
Debtors, which the Receiver is advised by management of the XTG Debtors was
known or ought to have been known to Shah at that time. McFarlane and
Callidus entered into a Withdrawal Agreement dated June 6, 2013 requiring
McFarlane to relinquish his management and executive authority (the
“Withdrawal Agreement”). Pursuant to the Withdrawal Agreement, the executive
and management authority over XTG Group was delegated at that time to Alan
Rupp, XTG Group’s Chief Financial Officer.

In respect of this dispute, the Receiver's counsel and Shah exchanged
correspondence dated November 4, 2013, November 7, 2013, November 11,
2013 and November 14, 2013. Copies of this correspondence are attached as
Appendix “E”.

As noted in the correspondence, the Receiver has advised Shah that if he
continues to violate the NDSA and/or the Receivership Order, the Receiver
intends to seek injunctive or other relief against him.
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6.0 Overview of the Receiver’s Activities

1.

An overview of the Receiver’s activities since the date of its appointment is as
follows:

Carrying out the Receiver’s duties and responsibilities in accordance with
the Receivership Order;

Attending daily at the XTG Debtors’ premises in Morrisville, North
Carolina and Oakville, Ontario;

Attending at the XTG Debtors’ premises in Minneapolis, Minnesota on
October 29 and 30, 2013 in order to assist the XTG Debtors to implement
its transition plan;

Corresponding extensively with legal counsel concerning issues with
respect to the directorships of the Foreign Affiliates and executing
shareholders resolutions in respect thereof;

Corresponding with HSBC Bank Canada (“HSBC”) in order to remove a
“block” on certain bank accounts of the XTG Debtors that was
implemented by HSBC prior to the commencement of the receivership
proceedings;

Assisting the XTG Debtors to prepare a communication strategy that was
implemented at the commencement of these proceedings;

Reviewing on a daily basis all transactions from the XTG Debtors’ bank
accounts;

Reviewing the XTG Debtors’ funding requests submitted to Callidus;
Reviewing the XTG Debtors’ post-filing purchase orders;
Reviewing post-filing disbursements;

Assisting the XTG Debtors to compile certain information required for the
filing, including creditor listings and schedules to the Stalking Horse
Agreement;

Attending and participating, either in person or by conference call, at each
employee meeting convened on October 29, 2013 and October 30, 2013
for the purpose of explaining the implications of the receivership
proceedings to the XTG Group’s worldwide employee base;

Carrying out the Receiver’'s statutory obligations, including drafting and
filing the Receiver’s notice and statement in accordance with subsections
245(1) and 246(1) of the Bankruptcy and Insolvency Act;
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° Carrying out the Sale Process;

® Drafting Sale Process materials, including the Teaser, CA and Buyers
List;
o Corresponding with prospective purchasers over the course of the Sale

Process, including following up with the parties on the Buyers List in order
to confirm their interest, if any;

° Providing prospective purchasers with access to the data room and
facilitating diligence, as required,;

° Assisting the XTG Debtors to prepare financial projections under various
scenarios for the period ending December 31, 2014;

o Corresponding with certain suppliers of the XTG Debtors regarding the
supply of goods and services during the receivership proceedings and
arranging for continuity of supply with certain suppliers who discontinued
service at the outset, including Tech Data Canada Corp. and Federal

Express;

o Corresponding with certain of the XTG Debtors’ customers, as required;

. Dealing with legal counsel in connection with the NDSA breaches detailed
in this Report;

o Corresponding extensively with the Receiver's Canadian and US legal

counsel and legal counsel to Callidus;
2 Drafting this Report; and

» Other matters pertaining to the administration of this mandate.

7.0 Conclusion and Recommendation

1. Based on the foregoing, the Receiver respectfully recommends that this
Honourable Court make an order granting the relief detailed in Section 1.1 of this
Report.

All of which is respectfully submitted,
/ .
f’
Dﬂ% £ //MZ@ Canada WW/OCQ
(

DUFF & PHELPS CANADA RESTRUCTURING INC.

IN ITS CAPACITY AS RECEIVER OF XCHANGE TECHNOLOGY GROUP LLC,

IT XCHANGE INC., IT XCHANGE CORP., BLUERANGE TECHNOLOGY CORP,,
BLUERANGE TECHNOLOGY INC., IT XCHANGE FINANCIAL SERVICES LLC AND
PARTSTOCK COMPUTER LLC AND NOT IN ITS PERSONAL CAPACITY
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Court File No. CV-13-10310-00CL

g0 of ONTARIO
<.\ ______ SUPERIOR COURT OF JUSTICE
o COMMERCIAL LIST
THE HONOURABLE MR. ) TUESDAY, THE 29" DAY
)
JUSTICE MORAWETZ ) OF OCTOBER, 2013

BETWEEN:

CALLIDUS CAPITAL CORPORATION
: Applicant

-and —

XCHANGE TECHNOLOGY GROUP LLC, IT XCHANGE FINANCIAL
SERVICES LLC, IT XCHANGE CORP., BLUERANGE TECHNOLOGY CORP,,
BLUERANGE TECHNOLOGY INC., PARTSTOCK COMPUTER LLC and
IT XCHANGE INC.

Respondents

ORDER

THIS APPLICATION, made by the Applicant for an Order pursuant to section 243(1) of
the Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as amended (the "BIA") and section 101
of the Courts of Justice Act, R.S.0. 1990, c. C.43, as amended (the "CJA") appointing Duff &
Phelps Canada Restructuring Inc. as receiver (the "Receiver") without security, of all of the
assets, undertakings and properties of Xchange Technology Group LLC, It Xchangé Financial
Services LLC, It Xchange Corp., Bluerange Technology Corp., Bluerange Technology Inc.,
Partstock Computer LLC and It Xchange Inc. (the "Debtors") acquired for, or used in relation to
businesses carﬁed on by the Debtors, was heard this day at 330 University Avenue, Toronto,

Ontario.

ON READING the Affidavit of Craig Boyer sworn October 25, 2013 and the Report of
Duff & Phelps Canada Restructuring Inc. dated October 25, 2013 (the “Report”) and on hearing

TORONTO 99998-1478 895548v4



y_SdeIuSSlOHS)OFCOUDSQI :@; Callidus Capital Corporation (“Callidus”), “counsel for Duff &

iouUR DI

}%elps\gnada Restructurmg Inc., the proposed receiver, and counsel for the Debtors, and on

2N ik
readlng the consenit of Duff & Phelps Canada Restructuring Inc. to act as the Receiver,

SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Application and the
Application is hereby abridged and validated so that this application is properly returnable today

and hereby dispenses with further service thereof.
APPOINTMENT

2. THIS COURT ORDERS that pursuant to section 243(1) of the BIA and section 101 of
the CJA, Duff & Phelps Canada Restructuring Inc. is hereby appointed Receiver, without
security, of all of the assets, undertakings and properties of the Debtors acquired for, or used in

relation to businesses carried on by the Debtors, including all proceeds thereof (the "Property").

RECEIVER’S POWERS

3. - THIS COURT ORDERS that the Receiver is hereby empowered and authorized, but not
obligated, to act at once in respect of the Property and, without in any way limiting the generality
of the foregoing, the Receiver is hereby expressly empowered and authorized to do any of the

following where the Receiver considers it necessary or desirable:

a) to take possession of and exercise control over the Property and any and all proceeds,

receipts and disbursements arising out of or from the Property;

b) to receive, preserve, and protect the Property, or any part or parts thereof, including, but
not limited to, the changing of locks and security codes, the relocating of Property to
safeguard it, fhe engaging of independent security personnel, the taking of physical
inventories and the placement of such insurance coverage as may be necessary or

desirable;

c) to manage, operate, and carry on the businesses of the Debtors, including the powers to

enter into any agreements, incur any obligations in the ordinary course of business, cease



d)

g)

h)

)

jéjtocarryo@@;loranyq}m of the businesses, or cease to perform any contracts of the

Do

to engage consultants, appraisers, agents, experts, auditors, accountants, managers,
counsel and such other persons from time to time and on whatever basis, including on a
temporary basis, to assist with the exercise of the Receiver's powers and duties, including

without limitation those conferred by this Order;

to purchase or lease such equipment, inventories, supplies, premises or other assets to

continue the businesses of the Debtors or any part or parts thereof;

to receive and collect all monies and accounts now owed or hereafter owing to the
Debtors and to exercise all remedies of the Debtors in collecting such monies, including,

without limitation, to enforce any security held by the Debtors;
to settle, extend or compromise any indebtedness owing to the Debtors;

to execute, assign, issue and endorse documents of whatever nature in respect of any of

the Property, whether in the Receiver's name or in the name and on behalf of the Debtors,

‘for any purpose pursuant to this Order;

to initiate, prosecute and continue the prosecution of any and all proceedings and to
defend all proceedings now pending or hereafter instituted with respect to the Debtors,
the Property or the Receiver, and to settle or compromise any such proceedings. The
authority hereby conveyed shall extend to such appeals or applications for judicial review

in respect of any order or judgment pronounced in any such proceeding;

to sell, convey, transfer, lease or assign the Property or any part or parts thereof out of the
ordinary course of business with Court approval and in each such case notice under
subsection 63(4) of the Ontario Personal Property Security Act shall not be required, and
in each case the Ontario Bulk Sales Act shall not apply ;



e

dl)()/ to apply fg ily Vestg}g order or other orders necessary to convey the Property or any

part 8r parts thereof to a purchaser or purchasers thereof, free and clear of any liens or

- \@2 -encumbrances affecting such Property;

1) to report to, meet with and discuss with such affected Persons (as defined below) as the
Receiver deems appropriate on all matters relating to the Property and the receivership,
and to share information, subject to such terms as to confidentiality as the Receiver

deems advisable;

m) to apply for any permits, licences, approvals or permissions as may be required by any
governmental authority and any renewals thereof for and on behalf of and, if thought

desirable by the Receiver, in the name of the Debtors;

n) to enter into agreements with any trustee in bankruptcy appointed in respect of the
Debtors, including, without limiting the generality of the foregoing, the ability to enter

into occupation agreements for any property owned or leased by the Debtors;

0) to exercise any shareholder, partnership, joint venture or other rights which the Debtors

may have; and

p) to take any steps reasonably incidental to the exercise of these powers or the performance

of any statutory obligations,

and in each case where the Receiver takes any such actions or steps, it shall be exclusively

authorized and empowered to do so, to the exclusion of all other Persons (as defined below),

" including the Debtors, and without interference from any other Person.

THE STALKING HORSE OFFER

4. THIS COURT ORDERS that the Receiver shall be authorized and directed to accept the
Asset Purchase Agreement dated October 25, 2013 (the “Stalking Horse Offer”) signed by
2393134 Ontario Inc. (the “Purchaser”) pursuant to which the Purchaser has agreed to purchase
all of the right, title and interest of the Debtors in and to the assets specified in the Stalking Horse

Offer (the “Purchased Assets”). If the Receiver does not receive and accept at or before the Bid



Dea&hne (as deﬁned below) a,Supenor Bid (as defined below) in accordance with the Sale

(LY \
e \_ocess the Recelver is entitled to take all actions or steps necessary to complete the transaction

’{Wer*m accordance with its terms, without further approval of this Court, however the
Receiver shall apply for the appropriate Vesting Orders. If the Receiver does receive a Superior
Bid at or before the Bid Deadline in accordance with the Sale Process, the Receiver shall apply
to the Court for approval of the Superior Bid. A “Superior Bid” shall be an offer to purchase
the Purchased Assets which the Receiver, acting in its sole discretion, considers at least
equivalent to the Stalking Horse Offer, provided that no offer shall qualify as a Superior Bid

unless it meets the following minimum criteria:

a) the offer must be an irrevocable offer;

b) the offer must be accompanied by a cash deposit which is at least equal to 15% of
the aggregate purchase price payable under the offer;

c) the offer must be for a purchase price at least equal to the Purchase Price, payable

| in cash on Closing, and otherwise on terms no less favourable and no more
burdensome or conditional than the Stalking Horse Offer; '

d) the offer must not contain any contingency relating to due diligence or financing
or any other material conditions precedent to the offeror’s obligation to complete
the transaction that are not otherwise contained in the Stalking Horse Offer;

€) the offer must be made by an offeror which can demonstrate the financial ability

to complete the transaction; and

f) the offer must contemplate a closing date of no later than December 31, 2013.
SALES PROCESS
5. The Receiver shall undertake the marketing and sale of the Property, including soliciting

offers, and negotiating the terms and conditions of sale, in accordance with the Sales Process and

timetable outlined in paragraph 7.2 of the Duff & Phelps Report (the “Sale Process”)

DUTY TO PROVIDE ACCESS AND CO-OPERATION TO THE RECEIVER

6. - THIS COURT ORDERS that (i) the Debtors, (ii) all of their current and former directors,

officers, employees, agents, accountants, legal counsel and shareholders, and all other persons



; 'actln “on - thelr mstructlons or behalf, and (iii) all other individuals, firms, corpora‘aons
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f'_govemlnental ‘bodies oragéncies, or other entities having notice of this Order (all of the

[ Ql;ggg?l,@;,gollc,ctlvclyfbeing_-"—Persons" and each being a "Person") shall forthwith advise the
Receiver of the existence of any Property in such Person's possession or control, shall grant
immediate and continued access to the Property to the Receiver, and shall deliver all such

Property to the Receiver upon the Receiver's request.

7. THIS COURT ORDERS that all Persons shall forthwith advise the Receiver of the
existence of any books, documents, securities, contracts, orders, corporate and accounting
records, and any other papers, records and information of any kind related to the business or
affairs of the Debtors, and any computer programs, computer tapes, computer disks, or other data
storage media containing any such information (the foregoing, collectively, the "Records") in
that Person's possession or control, and shall provide to the Receiver or permit the Receiver to
make, retain and take away copies thereof and grant to the Receiver unfettered access to and use
of accounting, computer, software and physical facilities relating thereto, provided however that
nothing in this paragraph 7 or in paragraph & of this Order shall require the delivery of Records,
or the granting of access to Records, which may not be disclosed or provided to the Receiver due
to the privilege attaching to solicitor-client communication or due to statutory provisions

prohibiting such disclosure.

8. THIS COURT ORDERS that if any Records are stored or otherwise contained on a
computer or other electronic system of information storage, whether by independent service
provider or otherwise, all Persons in possession or control of such Records shall forthwith give
unfettered access to the Receiver for the purpose of allowing the Receiver tb recover and fully
copy all of the information contained therein whether by way of printing the information onto
paper or making copies of computer disks or such other manner of retrieving and copying the
information as the Receiver in its discretion deems expedient, and shall not alter, erase or destroy
any Records without the prior written consent of the Receiver. Further, for the purposes of this
paragraph, all Persons shall provide the Receiver with all such assistance in gaining immediate
access to the information in the Records as the Receiver may in its discretion require including

providing the Receiver with instructions on the use of any computer or other system and



pr0v1d1ng the Recelver Wlth any and all access codes, account names and account numbers that

be requlred% gain accessﬁ) the information.

NO PROCEEDINGS AGAINST THE RECEIVER

9. THIS COURT ORDERS that no proceeding or enforcement process in any court or
tribunal (each, a "Proceeding"), shall be commenced or continued against the Receiver except

with the written consent of the Receiver or with leave of this Court.

NO PROCEEDINGS AGAINST THE DEBTORS OR THE PROPERTY

10.  THIS COURT ORDERS that no Proceeding against or in respect of the Debtors or the
Property shall be commenced or continued except with the written consent of the Receiver or
with leave of this Court and any and all Proceedings currently under way against or in respect of

the Debtors or the Property are hereby stayed and suspended pending further Order of this Court.

NO EXERCISE OF RIGHTS OR REMEDIES

11.  THIS COURT ORDERS that all rights and remedies against the Debtors, the Receiver, or
affecting the Property, are hereby stayed and suspended except with the written consent of the
Receiver or leave of this Court, provided however that this stay and suspension does not apply in
respect of right of Callidus pursuant to paragraph 23 of this Order or in respect of any "eligible
financial contract”" as defined in the BIA, and further provided that nothing in this paragraph
shall (i) empower the Receiver or the Debtors to carry on any business which the Debtors is not
lawfully entitled to carry on, (ii) exempt the Receiver or the Debtors from compliance with
statutory or regulatory provisions relating to health, safety or the environment, (iii) prevent the
filing of any registration to preserve or perfect a security interest, or (iv) prevent the registration

of a claim for lien.

NO INTERFERENCE WITH THE RECEIVER

12. THIS COURT ORDERS that no Person shall discontinue, fail to honour, alter, interfere
with, repudiate, terminate or cease to perform any right, renewal right, contract, agreement,
licence or permit in favour of or held by the Debtors, without written consent of the Receiver or

leave of this Court.
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13V."- }HICOUR?’IA%DRDERS‘é that all Persons having oral or written agreements with the

\ @%ﬁgsm@t@yorregulato:ymandates for the supply of goods and/or services, including
(ﬁv&i}hbu‘c limitation, all‘computer software, communication and other data services, centralized
banking services, payroll services, insurance, transportation services, utility or other services to
the Debtors are hereby restrained until further Order of this Court from discontinuing, altering,
interfering with or terminating the supply of such goods or services as may be required by the
Receiver, and that the Receiver shall be entitled to the continued use of the Debtors' current
telephone numbers, facsimile numbers, internet addresses and domain names, provided in each
case that the normal prices or charges for all such goods or services received after the date of this
Order are paid by the Receiver in accordance with normal payment practices of the Debtors or
such other practices as may be agreed upon by the supplier or service provider and the Receiver,

or as may be ordered by this Court.

RECEIVER TO HOLD FUNDS

14. THIS COURT ORDERS that all funds, monies, cheques, instruments, and other forms of
payments received or collected by the Receiver from and after the making of this Order from the
sale of all or any of the Property, whether in existence on the date of this Order or hereafter
coming into existence, shall be deposited into one or more new accounts to be opened by the
Receiver ‘V(the "Post Receivership Accounts") and the monies standing to the credit of such Post '
Receivership Accounts from time to time, net of any disburs-emenfs provided for herein, shall be
held by the Receiver to be paid in accordance with the terms of this Order or any further Order of
this Court.

EMPLOYEES

15.  THIS COURT ORDERS that all employees of the Debtors shall remain the employees of
the Debtors until such time as the Receiver, on the Debtors' behalf, may terminate the
employment of such employees. The Receiver shall not be liable for any employee-related
~ liabilities, including any successor employer liabilities as provided for in section 14.06(1.2) of

the BIA, other than such amounts as the Receiver may specifically agree in writing to pay, or in
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\'respéicjti"of its obhgatlons ﬁndérrs“e"ctions 81.4(5) or 81.6(3) of the BIA or under the Wage Earner
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THIS COURT ORDERS that, pursuant to ‘clause 7(3)(c) of the Canada Personal
Information Protection and Electronic Documents Act, the Receiver shall disclose personal
information of identifiable individuals to prospective purcﬁasers or bidders for the Property and
to their advisors, but only to the extent desirable or required to negotiate and attempt to complete
one or more sales of the Property (each, a "Sale"). Each prospective purchaser or bidder to
whom such personal information is disclosed shall maintain and protect the privacy of such
information and limit the use of such information to its evaluation of the Sale, and if it does not
complete a Sale, shall return all such information to the Receiver, or in the alternative destroy all
such information. The purchaser of any Property shall be entitled to continue to use the personal
information provided to it, and related to the Property purchased, in a manner which is in all
material respects identical to the prior use of such information by the Debtors, and shall return all
other personal information to the Receiver, or ensure that all other personal information is

destroyed.

LIMITATION ON ENVIRONMENTAL LIABILITIES -

17. THIS COURT ORDERS that nothing herein contained shall require the Receiver to
occupy or to take control, care, charge, possession or management (separately and/or
collectively, "Possession") of any of the Property that might be environmentally contaminated,
might be a pollutant or a contaminant, or might cause or contribute to a spill, discharge, release
or deposit of a substance contrary to any federal, provincial or other law respecting the
protection, conservation, enhancement, remediation or rehabilitation of the environment or
relating to the disposal of waste or other contamination including, without. limitation, the
Canadian Environmental Protection Act, the Ontario Environmental Protection Act, the Ontario
Water Resources Act, or the Ontario Occupational Health and Safety Act and regulations
thereunder (the "Environmental Legislation"), provided however that nothing herein shall
exempt the Receiver from any duty to report or make disclosure impose;d by applicable

Environmental Legislation. The Receiver shall not, as a result of this Order or anything done in
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pursuance;of the Recelver s dutles and powers under this Order, be deemed to be in Possession of
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of the Prdpert”y within the meamng of any Environmental Legislation, unless it is actually in
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LIMITATION ON THE RECEIVER’S LIABILITY - -

'18.  THIS COURT ORDERS that the Receiver shall incur no liability or obligation as a result
of its appointment or the carrying out the provisions of this Order, save and except for any gross
negligence or wilful misconduct on its part, or in respect of its obligations under sections 81.4(5)
or 81.6(3) of the BIA or under the Waée Earner Protection Program Act. Nothing in this Order
shall derogate from the protections afforded the Receiver by section 14.06 of the BIA or by any
other applicable legislation.

RECEIVER'S ACCOUNTS

19.  THIS COURT ORDERS that the Receiver and counsel to the Receiver shall be paid their
reasonable fees and disbursements, in each case at their standard rates and charges, and that the
Receiver and counsel to tfle Receiver shall be entitled to and are hereby granted a charge (the
"Receiver's Charge") on the Property, as security for such fees and disbursements, both before
and after the making of this Order in respect of these proceedings, and that the Receiver's Charge
shall form a first chérge on the Property in priority to all security interests, trusts, liens, charges
and encumbrances, statutory or otherwise, in favour of any Person, but subject to sections

14.06(7), 81.4(4), and 81.6(2) of the BIA.

20. THIS COURT ORDERS that the Receiver and its legal counsel shall pass its accounts
from time to time, and for this purpose the accounts of the Receiver and its legal counsel are

hereby referred to a judge of the Commercial List of the Ontario Superior Court of Justice.

21.  THIS COURT ORDERS that prior to the passing of its accounts, the Receiver shall be at
liberty from time to time to apply reasonable amounts, out of the monies in its hands, against its
fees and disbursements, including legal fees and disbursements, incurred at the normal rates and
charges of the Receiver or its counsel, and such amounts shall constitute advances against their

remuneration and disbursements when and as approved by this Court.
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ORDERS that the Debtors or the Receiver on behalf of the Debtors and
not in its personal capacity is hereby authorized and empowered to continue to obtain and
borrow, repay and re-borrow, additional monies under an Amended and Restated Loan
Agreement dated October 11, 2012 among the Debtors and Callidus (as later amended from time
to time, the “Loan Agreement”), subject to and in accordance with blocked account agreements
between the Debtors, Callidus, Bank of Montreal and any other financial institution used by the
Debtors in their cash management system (fhe “Blocked Account Agreements”), in order to
finance the Debtors’ operating expenses and the reasonable fees and disbursements of the
Receiver and its legal counsel, all on the terms and subject to the conditions set forth in the Loan
Agreement and the Blocked Account Agreements or such other terms and conditions as Callidus

shall agree.

23.  THIS COURT ORDERS that the Debtors or the Receiver on behalf of the Debtors and
not in its personal capacity is hereby authorized and directed to pay all of its indebtedness,
interest, fees, liabilities and obligations to Callidus under and pursuant to the Loan Agreement
and in accordance with the Blocked Account Agreements when the same become due
notwithstanding any other provision of this Order, provided that Callidus shall reimburse the
Receiver any monies received by Callidus which it may not have been entitled to pursuant to any

liens, charges, security interests or other claims having priority over Callidus’ security.

24,  THIS COURT ORDERS that, in addition to advances in accordance with availability
under the Loan Agreement, the Receiver on behalf of the Debtors be at liberty and it is hereby
empowered to borrow monies from Callidus in excess of availability under the Loan Agreement
(hereafter “Overadvances™) on the terms and at the rate of interest set out in the Loan Agreement
for such period or periods of time as the Receiver may arrange with Callidus, for the purpose of
payment of the Debtors operating expenses and the reasonable fees and disbursements of the

Receiver and its legal counsel.
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\] e THIS COURT ORDERS that the Receiver may from time to time apply to this Court for

' adv1ce and d1rect1ons in the discharge of its powers and duties hereunder.

26.  THIS COURT ORDERS that nothing in this Order shall prevent the Receiver from acting
- as a trustee in bankruptcy of the Debtors.

27.  THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the United States to give
effect to this Order and to assist the Receiver and its agents in carrying out the terms of this
Order. All courts, tribunals, regulatory and administrative bodies are hereby respectfully
requested to make such orders and to provide such assistance to the Receiver, as an officer of this
Court, as may be necessary or desirable to give effect to this Order or to assist the Receiver and

its agents in carrying out the terms of this Order.

28.  THIS COURT ORDERS that the Receiver be at liberty and is hereby authorized and
empowered to apply to any court, tribunal, regulatory or administrative body, wherever located,
for the recognition of this Ordér and for assistance in carrying out the terms of this Order, and
that the Receiver is authorized and empowered to act as a representative in respect of the within
proceedings for the purpose of having these proceedings recognized in a jurisdiction outside

Canada.

29.  THIS COURT ORDERS that the Applicant shall have its costs of this application, up to
and including entry and service of this Order, provided for by the terms of the Applicant’s
security or, if not so provided by the Applicant's security, ther_x on a substantial indemnity basis
to be paid by the Receiver from the Debtors' estates with such priority and at such time as this

Court may determine.

30. THIS COURT ORDERS that any interested party may apply to this Court to vary or
amend this Order on not less than seven (7) days' notice to the Receiver and to any other party
likely to be affected by the order sought or upon such other notice, if any, as this Court may

order.
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T ToRONTO3 1M%HIS\CQUR€&ERS that confidential appendices 1, 2, 3 and 5 to the Report be and
- ealed pending further Order of this Court.
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ENDORSEMENT

[1]  This application was brought by Callidus Capital Corporation (“Callidus™) for an order:

(a) appointing Duff & Phelps Canada Restructuring, Inc. (“Duff & Phelps”) as Receiver
of the respondents;

(b) approving the Asset Purchase Agreement dated October 25, 2013 between Duff &
Phelps, as Proposed Receiver and 2393134 Ontario Inc., a company owned and
controlled by Callidus, as purchaser; and
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(¢) approving a stalking horse process to be conducted by Duff & Phelps.

[2)  The respondents (hereinafter, collectively, the “XTG Debtors™) a part of a group of
companies which carry on business as a highly integrated global supplier of information
technology products (collectively, the “XTG Group”). The XTG Group has approximately 263
employees globally, including 57 in Canada.

[31  The XTG Group operates the following three business units:

(a) Technology Remarketing, which operates in the secondary market and provides
customers with refurbished hardware and systems;

(b) Technology Rentals, which provides short-term rentals of IT and audio-visual
equipment and services; and

(¢) Technology Reseller, which operates in the primary market and provides life-cycle
management and computer systems design for specific control functions.

[4]  The XTG Debtors include two Ontario corporations which carry on business and have
assets in Canada, and five U.S. corporations, cach of which has assets in Canada.

[5]  Certain aspects of the XTG Debtors’ business are centred in Ontario and Callidus submits
that the XTG Debtors have the following substantial connections to Ontario:

(a) the XTG Group was founded in Canada;
(b) certain executives of the XTG Group maintain an office in Oakville, Ontario;

(c) the bulk of the “back office” or support functions for the entire XTG Group are
centralized and performed from Oakville, Ontario;

(d) the accounting and finance functions for the XTG Group’s worldwide operations are
performed in Canada;

(e) human resource functions of the XTG group are centralized and managed from
QOakville, Ontario;

(D) the XTG Group maintains deposif accounts which are generally swept to either a U.S.
or Canadian dollar consolidation account maintained by Callidus at Bank of Montreal
and applied against the Callidus debt;

(g) IT Xchange Inc. and BlueRange Technology Inc., being the Canadian operating
entities in the XTG Group, represent approximately $15 million (15%) of the XTG
Group’s annual volume. Trade obligations of the Canadian entities presently total
approximately $1.4 million, or approximately 32% of the total trade debt of the XTG
Group.
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[6]  Pursuant to an Amended and Restated Loan Agreement dated October 11, 2012 (as
amended, the “Loan Agreement”), Callidus extended various credit facilities to the XTG Group.
The XTG Group is indebted to Callidus as of October 24, 2013 in the amount of approximately
$36.97 million (U.S.)). The XTG Group’s obligations to Callidus are secured by perfected
security interest, and charges upon all the property, assets and undertaking of the XTG Group,
generally ranking in first priority,

[7]  Following numerous defaults by the XTG Debtors pursuant to the Loan Agreement, on
July 26, 2013, Callidus issued a demand for payment in full of the XTG Group’s obligations and
issued notices pursuant to section 244 of the Bankruptcy and Insolvency Act (“BIA”).

[8] At the request of the XTG Group, Callidus entered into a forbearance agreement dated
August 3, 2013 (the “Forbearance Agreement”), pursuant to which it agreed to forbear from
exercising its rights and remedies until August 15, 2013. The Forbearance Agreement was
amended so as to extend the forbearance period until September 4, 2013 or was terminated at
that time.

[9]  Pursuant to the Forbearance Agreement, the XTG Debtors consented to the appointment
of Duff & Phelps as Receiver upon the occurrence of any termination event. The termination
event and evenis of default under the Forbearance Agreement occurred on September 4, 2013,
when the XTG Group failed to repay its indebtedness to Callidus, thereby triggering the consent
of the XTG Debtors to the appointment of Duff & Phelps as Receiver.

[10] The record establishes that the XTG Debtors are insolvent, on both a balance sheet and
cash flow basis and are unable to make payments of their liabilities to Callidus or other creditors
generally.

{11]  The record also establishes that since February 2013, the XTG Group, together with its
professional advisors, has been conducting a refinancing solicitation process. No refinancing
offers were generated,

[12]  The record also establishes that, based on the results of the recent refinancing efforts and
the liquidation analysis of the XTG Group’s assets prepared Duff & Phelps, it appears that, if the
XTG Group’s businesses and assets are liquidated or sold to a third party, Callidus will incur a
substantial shortfall such that there is no value for creditors ranking subordinate to Callidus.

{13] Callidus takes the position that, rather than incur a loss in the recovery of its loans, it
would prefer to restructure the XTG Group’s businesses and assets, with a view to improving its
recovery in the futare. In the anticipation of this application, a newly incorporated company
owned and controlled by Callidus, executed and delivered the Stalking Horse Offer. The
Stalking Horse Offer covers all of XTG Group’s business and assets, including the shares of the
foreign affiliates. The purchase price would be the amount owing to Callidus by the XTG Group
at the date of closing, plus priority payable as of the date of closing, less $3 million. The
purchase price will be satisfied, in part, by credit bid and, in part, by payment or assumption of
priority payables.

[14] The purchaser also agrees to assume all obligations related to Transferred Employees,
obligations under Assumed Contracts, priming claims (unless paid in full on or prior to closing)
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and post-filing obligations incurred from operating the business during the receivership
proceedings. - Further, the purchaser intends to offer employment to the majority of the existing
employees on terms substantially similar to their existing employment.

[15] The proposed Stalking Horse process to be conducted by the Receiver includes a further
marketing by the Receiver of the XTG Debtors businesses and assets for a period of three weeks.
Duff & Phelps is of the view that, given the extensive refinancing solicitation process recently
conducted by the XTG Group and ifs professional advisors, the proposed additional three week
time period will provide ample opportunity for any interested persons to submit a superior bid.

[16] Under section 243 of the BIA and section 101 of the Courts of Justice Act, the court may
appoint a receiver over all or, substantially all, of the assets of an insolvent person where it is just
or convenient to do so, and on such terms as it may consider just. -

[17] In the circumstances of this case, I accept the submissions of counsel to Callidus that the
appointment is both just and convenient as it will:

(a) facilitate the cross-border sale transaction by authorizing the Receiver to apply to the
United States Bankruptcy Court under Chapter 15 of the United States Bankrupicy Code
for recognition and enforcement of the orders granted by this court;

(b) prevent the XTG Debtors and numerous creditors from continuing with or commencing
enforcement proceedings, which will interfere with an orderly realization process;

(¢) bring stability to the XTG Group’s ongoing operation so as to facilitate and orderly
restructuring and realization process; and

(d) permit the XT'G Group’s business operations to continue, and prevent significant loss of
jobs, in the interests of stakeholders generally, including employees, customers and
suppliers.

18] Counsel to Callidus also submits that the appointment of a Receiver over the U.S.
corporations is permissible. The term “insolvent person” is defined in the BIA as follows:

“Insolvent person™ means a person who is not bankrupt and who resides, carries
on business or has property in Canada, whose liabilities to creditor is provable as
claims under this Act amount to $1,000, and.... -

[19] In this case, the U.S. respondents have consented to the jurisdiction of Ontario and there
appears to be a “real and substantial” connection between Ontario and the integrated businesses
carried on by the respondents, as a whole. In addition, the U.S. respondents have minimal assets
in Canada and, thus, have technically complied with the definition of “insolvent person”. On
balance, I am satisfied that it is appropriate for the Ontario court to exercise jurisdiction in the
circumstances of this case.

[20]  Callidus also seeks approval of the Stalking Horse Offer and the Sales Process.
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{21]  The criteria to be applied when considering the approval of a sale by a receiver are well
established, and may be summarized as follows:

(a) whether the receiver has made a sufficient éffort to get the best price and has not
acted improvidently;

(b) whether the interests of all parties have been considered,;
(c) the efficacy and integrity of the process by which offers are obtained; and

(d) whether there has been unfairness in the working out of the process (See Royal Bank
of Canada v. Soundair Corporation, (1991) 4 O.R. (3d) 1 (Ontario C.A.)).

[22] In this case, counsel submits that the sale of the X'TG Debtors’ assets as contemplated by
the proposed Stalking Horse Offer and Sales Process should be approved for the following
reasons:

(a) the XTG Group has recently conducted an extensive refinancing solicitation process;

(b) notwithstanding that process, no financing offers were generated and only one
conditional Letter of Intent to purchase the business and assets of the XTG Group was
obtained, at a purchase price substantially less than the amount owing to Callidus;

(c) in light of the results of the solicitation process, it appears that the realizable value of
the XTG Group’s business and assets is significantly below the amount owing to
Callidus, such that there is no value for creditors having an interest subordinate to
Callidus;

(d) pursuant to the Stalking Horse Offer, all obligations of the XTG Debtors ranking in
priority to Callidus will be assumed by the purchaser or paid in full at closing;

(e) the Stalking Horse Offef will prevent the loss of significant jobs; and

(f) in the absence of approval of the proposed sales process, the XTG Debtors will not
have sufficient liquidity to continue to operate which will be to the detriment of all
stakeholders, including employees, customers and suppliers.

[23] Callidus also secks to have confidential appendices 1, 2, 3 and 5 to the Report (the
“Confidential Appendices™) sealed, pending completion of a sales transaction or further order. 1
am satisfied that the Confidential Appendices do contain sensitive commercial information, the
disclosure of which could be harmful to stakeholders. Having considered the principles set out
Sierra Club of Canada v. Canada (Minister of Finance) 2002 SCC 41, T have been persuaded
that the requested sealing order should be granted,

[24] In the result, an order shall issue appointing Duff & Phelps as Receiver of the XTG
Debtors and an order shall also issue approving, authorizing and directing the Receiver to accept
the Stalking Horse Offer and carry out the Stalking Horse Sales Process as described in the
Report. As previously noted, an order shall also issue sealing the Confidential Appendices.
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[25]) The order has been signed.

Al /.

/MORAWETZ J.

!

Date: October 30,2013
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UNITED STATES BANKRUPTCY COURT
DISTRICT OF DELAWARE

Inre: Chapter 15
XCHANGE TECHNOLOGY GROUP LLC, et al., | Case No. 13-12809 (KG)

Debtors in a Foreign Proceeding. (Jointly Administered)

e Der #F

ORDER GRANTING PROVISIONAL RELIEF
IN AID OF CANADIAN PROCEEDING

THIS MATTER was brought before the Court by Duff & Phelps Canada
Restructuring Inc., the court-appointed receiver (the “Receiver”) and authorized foreign
representative of Xchange Technology Group LLC and certain of its direct and indirect
subsidiaries, BlueRange Technology Corp., BlueRange Technology Inc., IT Xchange Corp.,
IT Xchange Financial Services LLC, I.T. Xchange Inc., and Partstock Computer LLC
(collectively, the “XTG Debtors”). The XTG Debtors are in a proceeding (the “Canadian
Proceeding”) under Canada's Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as amended,
pending before the Ontario Superior Court of Justice, Commercial List (the “Ontario Court”).
The Receiver commenced the above-captioned cases (the “Chapter 15 Cases”) under chapter 15
of title 11 of the United States Code (as amended, the “Bankruptcy Code”) with the filing of
Verified Petitions for Recognition of Foreign Proceeding and Related Relief on October 29, 2013
(the “Chapter 15 Petitions™).

The Receiver filed a Motion for Provisional Relief on October 29, 2013 (the
“Motion”)' seeking the entry of an order (i) staying execution against the XTG Debtors’ assets

in the United States pursuant to section 1519(a)(1) of the Bankruptcy Code and (ii) applying

! Capitalized terms used but not otherwise defined herein shall have the meanings given to them in the Motion.
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sections 362 and 365(e) of the Bankruptcy Code in these Chapter 15 Cases on a provisional basis

pursuant to sections 105(a), 1519, and 1521 of the Bankruptcy Code.

At a hearing held on October 30, 2013, the Court considered and reviewed the

Motion, the Chapter 15 Petitions, and the other pleadings and exhibits submitted by the Receiver

in support of the Motion. Any objections to the Motion that have not been withdrawn or resolved

have been overruled.

After due deliberation and sufficient cause appearing therefore, the Court finds

and concludes as follows:

A.

The findings and conclusions set forth herein constitute the Court’s
findings of fact and conclusions of law pursuant to Bankruptcy Rule 7052,
made applicable to this proceeding pursuant to Bankruptcy Rule 9014. To
the extent any of the following findings of fact constitute conclusions of
law, they are adopted as such. To the extent any of the following
conclusions of law constitute findings of fact, they are adopted as such.

This Court has jurisdiction to consider this matter pursuant to 28 U.S.C.
§§ 157 and 1334 and the Amended Standing Order of Reference from the
United States District Court for the District of Delaware dated as of
February 29, 2012. This is a core proceeding pursuant to 28 U.S.C. §
157(b)(2)(P) and the Court may enter a final order consistent with Article
III of the United States Constitution. Venue for this proceeding is proper
before this Court pursuant to 28 U.S.C. § 1410(3).

The Receiver has demonstrated a substantial likelihood of success on the
merits that (i) the XTG Debtors are subject to a pending “foreign nonmain
proceeding” as that term is defined in section 1502(5) of the Bankruptcy
Code; (ii) the Receiver is a “foreign representative” as that term is defined
in 101(24) of the Bankruptcy Code; and (iii) all statutory elements for
recognition of the Canadian Proceeding are satisfied in accordance with
section 1517 of the Bankruptcy Code.

The Receiver has demonstrated that (i) the commencement of any
proceeding or action against the XTG Debtors and their respective
businesses and assets should be enjoined pursuant to sections 105(a),
1519, and 1521 of the Bankruptcy Code; (ii) that the application of
sections 362 and 365(e) of the Bankruptcy Code in these Chapter 15 Cases
is necessary to permit the fair and efficient administration of the Canadian
Proceeding and to allow the Receiver to consummate an orderly sale of the
assets of the XTG Debtors; and (iii) the relief requested will not cause
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either an undue hardship nor create any hardship to parties in interest that
is not outweighed by the benefits of the relief granted herein.

The Receiver has demonstrated that unless this Order is issued, there is a
material risk that one or more parties in interest may take action against
the XTG Debtors and their respective businesses and assets, thereby
interfering with the jurisdictional mandate of this Court under chapter 15
of the Bankruptcy Code and causing harm to the Receiver’s effort to
consummate a sale and maximize the value of the XTG Debtors’ assets.
As a result, the XTG Debtors will suffer immediate and irreparable harm
for which they will have no adequate remedy at law and therefore it is
necessary that the Court grant the relief requested without prior notice to
parties interest or their counsel.

Further, unless this Order issues, the assets of the XTG Debtors located in
the United States could be subject to efforts by creditors to control,
possess, or execute upon such assets and such efforts could result in the
XTG Debtors suffering immediate and irreparable injury, loss, or damage
by, among other things, (i) interfering with the jurisdictional mandate of
this Court under chapter 15 of the Bankruptcy Code; and (ii) interfering
with or undermining the success of the Canadian Proceeding and the XTG
Debtors’ efforts to pursue and consummate a going-concern sale of their
businesses for the benefit of all their stakeholders.

The Receiver has demonstrated that without the protection of section
365(e) of the Bankruptcy Code, there is a material risk that counterparties
to certain of the XTG Debtors’ agreements may take the position that the
commencement of the Canadian Proceeding authorizes them to terminate
such contract or accelerate obligations thereunder. Such termination or
acceleration, if permitted and valid, could severely disrupt the XTG
Debtors’ operations, result in irreparable damage to the value of the XTG
Debtors’ businesses, and cause substantial harm to the XTG Debtors’
creditors and other parties in interest.

The Receiver has demonstrated that no injury will result to any party that
is greater than the harm to the XTG Debtors’ businesses, assets, and
property in the absence of the requested relief.

The interests of the public will be served by entry of this Order.

NOW, THEREFORE, IT IS HEREBY ORDERED AS FOLLOWS:

The Motion is granted.

While this Order is in effect, sections 362 and 365(e) of the Bankruptcy Code

shall apply in these Chapter 15 Cases, and this Order shall operate as a stay of execution against
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the XTG Debtors and their respective businesses and assets within the territorial jurisdiction of
the United States pursuant to section 1519(1) of the Bankruptcy Code. Specifically, all persons
and entities are hereby enjoined from (a) continuing any action or commencing any additional
action involving the XTG Debtors, their assets, or the proceeds thereof, or their former, current,
or future directors and officers; (b) enforcing any judicial, quasi-judicial, administrative, or
regulatory judgment, assessment, order, or arbitration award against the XTG Debtors or their
respective assets; (c) commencing or continuing any action to create, perfect, or enforce any lien,
setoff, or other claim against the XTG Debtors or their respective assets; or (d) managing or
exercising control over the XTG Debtors’ assets located within the territorial jurisdiction of the
United States except as expressly authorized by the XTG Debtors in writing.

3. Notwithstanding anything to the contrary contained herein, this Order shall not be
construed as (a) enjoining the police or regulatory act of a governmental unit, including a
criminal action or proceeding, to the extent not stayed under section 362 of the Bankruptcy
Code; (b) staying the exercise of any rights that section 362(0) of the Bankruptcy Code does not
allow to be stayed; or (c) limiting, abridging, or otherwise affecting the rights afforded to
Callidus pursuant to paragraphs 22-24 of the Receivership Order or the XTG Debtors’
authorizations to make all necessary payments as may be or may come due and owing under the
Loan Agreement

4. Any party in interest may make a motion seeking relief from, or modification of,
this Order, by filing a motion on not less than seven (7) business days’ written notice to (i)
counsel for the Receiver, and (ii) counsel for Callidus, and the Court will hear such motion on a
date to be scheduled by the Court. Notices to counsel for the Receiver should be addressed to

Allen & Overy LLP, 1221 Avenue of the Americas, New York, New York 10020, Attention;
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Ken Coleman and Jonathan Cho, and Buchanan Ingersoll & Rooney, 1105 N. Market Street
Suite 1900, Wilmington, DE 19801, Attention: Mary Caloway. Notices to counsel for Callidus
should be addressed to Young Conaway Stargatt & Taylor, LLP, Rodney Square, 1000 North
King Street, Wilmington, Delaware 19801, Attention: Matthew Lunn.

5. Notwithstanding any provision in the Bankruptcy Rules to the contrary: (i) this
Order shall be effective immediately and enforceable upon entry; (ii) the Receiver shall not be
subject to any stay in the implementation, enforcement, or realization of the relief granted in this
Order; and (iii) the Receiver is authorized and empowered, and may in its discretion and without
further delay, take any action and perform any act necessary to implement and effectuate the
terms of this Order.

6. Pursuant to Rule 65(b) of the Federal Rules of Civil Procedure, made applicable
to these proceedings pursuant to Bankruptcy Rule 7065, no notice to any person is required prior
to entry and issuance of this Order. Pursuant to Bankruptcy Rule 7065, the provisions of Rule
65(c) of the Federal Rules of Civil Procedure are hereby waived, to the extent applicable. Notice
of the Motion as set forth therein is adequate and sufficient service and notice of the Motion and
this Order, and no other or further notice need be provided.

7. This Court shall retain jurisdiction with respect to any and all matters relating to

the interpretation or implementation of this Order.

J&'

UNITED|STATES BANKRUPTCY JUDGE

Dated: Wilmington, Delaware
Octoberdd, 2013
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DUFF & PHELPS

COURT FILE NO: CV-11-9498-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

CALLIDUS CAPITAL CORPORATION

APPLICANT
- AND -

XCHANGE TECHNOLOGY GROUP LLC, IT XCHANGE INC.,
IT XCHANGE CORP., BLUERANGE TECHNOLOGY CORP.,
BLUERANGE TECHNOLOGY INC., IT XCHANGE FINANCIAL SERVICES LLC AND
PARTSTOCK COMPUTER LLC

RESPONDENTS
REPORT OF
DUFF & PHELPS CANADA RESTRUCTURING INC.
AS PROPOSED RECEIVER
OCTOBER 25, 2013
1.0 Introduction
1. Duff & Phelps Canada Restructuring Inc. (“D&P”) was retained by Xchange

Technology Group LLC on August 22, 2013 to provide restructuring and related
advisory services in connection with, inter alia, Xchange Technology Group LLC,
IT Xchange Inc., IT Xchange Corp., BlueRange Technology Corp., BlueRange
Technology Inc., IT Xchange Financial Services LLC and Partstock Computer
LLC (collectively, the “XTG Debtors”), as well as the business and operations of
the entities listed in paragraph 2 below.

2. The XTG Debtors exclude the following foreign affiliates: IT Xchange Limited
(UK); IT Xchange Japan LLC (Japan); Hire Information Technology Ltd. (UK);
Xchange Technology Rentals Ltd. (UK); IT Xchange Macao Commercial
Offshore Ltd. (Macao); IT Xchange Pty Ltd. (Australia); and Xchange Technology
GmbH (Germany) (collectively, the “Foreign Affiliates” and with the XTG Debtors,
the “XTG Group”).
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3. Callidus Capital Corporation (“Callidus”), the senior secured creditor of the XTG
Debtors, has brought an application to the Ontario Superior Court of Justice (the
“Ontario Court”) for:

a. an order (the “Receivership Order”) appointing D&P as receiver
(“Receiver”) over all of the property, assets and undertaking of the XTG
Debtors pursuant to Subsection 243(1) of the Bankruptcy and Insolvency
Act R.S.C. 1985, c. B-3, as amended (“BIA”), and Section 101 of the
Courts of Justice Act R.S.0. 1990, c. C.43, as amended;

b. an order approving an agreement of purchase and sale dated October 25,
2013 (the “Sale Agreement”) as the stalking horse (“Stalking Horse
Offer”) for the sale of substantially all of the XTG Debtors’ business and
assets by the Receiver, if appointed, to 2393134 Ontario Inc., an entity
incorporated by Callidus (the “Purchaser”); and

C. an order approving the Sale Process (as defined in Section 7.2 below),
and declaring the Purchaser to be the “successful bidder” in the Sale
Process absent a better offer being generated from the Sale Process.

4. The primary purpose of the contemplated receivership proceedings is to
expeditiously carry out the Sale Process in order to complete a sale of
substantially all of the XTG Debtors’ business and assets.

5. The Receivership Order contemplates that the Receiver would act as foreign
representative (“Foreign Representative”) for the purpose of seeking an order
from the US Bankruptcy Court in Delaware (the “US Court”) recognizing the
receivership proceedings as a foreign “non-main” proceeding and enforcing the
Orders of the Ontario Court made in these proceedings.

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

a) Provide background information about XTG Group, including an overview
of its historic operating results and current financial position;

b) Detail XTG Group’s connections to Canada;

C) Summarize XTG Group’s refinancing processes performed by Canaccord
Genuity Corporation (“CG”) pursuant to an engagement letter dated May
23, 2013 (the “CG Process”) and by KPMG Corporate Finance Inc.
(“KPMG”) pursuant to an engagement letter dated February 7, 2013 (the
“KPMG Process”);

d) Summarize the proposed Sale Process and the terms of the Stalking
Horse Offer;
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1.2

1.3

e) Summarize the opinions prepared by Chaitons LLP (“Chaitons”) and
Moore & Van Allen PLLC (“MVA”) on the security granted by XTG Group
to Callidus in Canada (the “Canadian Security”) and in the US (the “US
Security”), respectively;

f) Provide an analysis of the estimated realizable value of XTG Group’s
business and assets in a liquidation;

0) Summarize the reasons that D&P believes that the Sale Process
maximizes the value of the XTG Debtors’ business and assets and is in
the best interests of its stakeholders;

h) Support the continued use of the XTG Debtors’ cash management
system; and
i) Recommend that this Honourable Court issue Orders:

° Placing the XTG Debtors in receivership;

° Approving the Sale Process and authorizing and directing the
Receiver to conduct the Sale Process on the basis detailed
herein;

° Approving the Stalking Horse Offer and declaring the Purchaser to

be the “successful bidder” under the Sale Process absent a better
offer being generated from the Sale Process; and

° Sealing the Confidential Appendices to this Report, subject to
further order of this Court.

Restrictions

1.

In preparing this Report, D&P has relied upon unaudited financial information
prepared by XTG Group’s management, XTG Group’s books and records and
discussions with its management. D&P has not performed an audit or other
verification of such information. An examination of the XTG Group’s 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 management’s assumptions regarding future
events; actual results achieved may vary from this information and these
variations may be material.

Currency

1.

All currency references in this Report are to US dollars unless otherwise
specified.
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2.0 Background Information

2.1 Corporate Overview

1. XTG Group was founded in 1996 in Ontario by its ultimate shareholder, Jeff
McFarlane (“McFarlane”). XTG Group’s corporate organizational chart is
provided in the following chart (the XTG Debtors are shaded):

Jeft McFarlane
|
WW Class
Holdings
(Bv1)
|
Xchange
Technology
Group LLC
{us)
| | | | [ | |
IT Xchange IT Xchange BlueRange IT Xchange IT Xchange IT Xchange Blue Range Xchange
Inc. Corp. Technology Limited Macao Pty Ltd. Technology Technology
{Canada) {us] Corp. {UK] Commercial {Australia) Inc. GmbH
(us) Of fshore {Canada) (Ge rmany)
Ltd. {MCO|
L
{ | | ]
IT Xchange PartStock IT Xchange Xchange
Financial Com puter Japan LLC Technology
Services LLC {Japan) Rentals Ltd.
L {us) {UK)
{us)
|
Hire
Information
Technology
Limited
{UK)
2.

XTG Group is a supplier of information technology (“IT”) products with operations
in Canada, the United States, the United Kingdom, Germany, Australia, Macao
and Japan. XTG Group also provides IT rental assets and programs, including
servers, storage devices, laptops and desktop computers.
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3. The table below details the lines of business performed by each of the XTG
Debtors’ business units. Business units cross corporate entities, as reflected in

the table.

Business Unit  Legal Entities Line of Business

ITX IT Xchange Inc., IT Xchange Corp.  Distributor of Intel-based server systems and serves a wide variety of
and Foreign Affiliates end-users in the secondary market

Partstock IT Xchange Corp. Distributor of IT products to the education segment, including

kindergarten to grade 12 schools

Vernon IT Xchange Financial Services LLC Short term rental of IT products

BlueRange BlueRange Technology Inc. and  Providing IT equipment for embedded solutions providers in the primary
BlueRange Technology Corp. market

4. The place of incorporation and location(s) of each of the XTG Debtors is provided

in the table below.

Location of
Entity Place of Incorporation Operations
Xchange Technology Group, LLC Delaware, USA
IT Xchange Inc. Ontario, Canada Canada
IT Xchange Corp. North Carolina, USA USA
BlueRange Technology Corp. Delaware, USA USA
BlueRange Technology Inc. Ontario, Canada Canada
IT Xchange Financial Services LLC ~ Delaware, USA Canada and USA
Partstock Computer LLC Delaware, USA
5. XTG Group’s Canadian and US head offices are located in Oakville, Ontario and

Raleigh, North Carolina, respectively. These facilities are leased, as are the
eight other North American facilities from which the XTG Debtors operate. These
other facilities are located in Richmond Hill, Ontario, Minneapolis, Georgia,
Washington, Maine, Illinois, Connecticut and California.

6. The XTG Debtors include five US entities, each of which has assets in Canada,
as more fully detailed in Section 2.2 below.

7. XTG Group employs approximately 260 individuals globally, including 57 in
Canada. XTG Group’s workforce is not unionized; it does not maintain any
employee pension plans.

8. Further background information about XTG Group is provided in the affidavit of
Craig Boyer, a Vice-President of Callidus (the “Affidavit”), included in the
receivership application materials filed by Callidus.

" Includes the business unit referred to as “Partstock”. Partstock Computer LLC is inactive and does not carry on the
Partstock business.
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2.2 Connections to Canada

1. XTG Group’s connections to Canada, include:

It was founded in Canada by McFarlane — he presently resides in North
Carolina. McFarlane maintains an office at the Oakville, Ontario location,
which is used by Alan Rupp (“Rupp”), XTG Group’s Chief Financial Offer,
when he is in Oakville;

The Canadian XTG Debtors carry on business in Canada and each of the
US entities of the XTG Debtors has assets in Canada, as detailed in the
table below:

US Entity Assets in Canada

Xchange Technology Group, LLC Bank accounts

IT Xchange Corp. Accounts receivable, inventory and fixed assets
BlueRange Technology Corp. Inventory and fixed assets

IT Xchange Financial Services LLC Bank accounts, accounts receivable and inventory
Partstock Computer LLC Cash

The Chief Operating Officer of XTG Group works at the Oakville
premises;

The accounting and finance functions for XTG Group’s operations are
performed in Canada. The finance group is comprised of 20 employees,
each of whom works from the Oakville premises, including the Controller.
This group prepares internal financial statements and other
financial/accounting reports for each entity in XTG Group, including the
Canadian entities, the US entities and the Foreign Affiliates;

The majority of XTG Group’s administrative functions, including general
accounting and financial reporting, are performed in Canada,;

The majority of XTG Group’s books and records are located and
maintained at the Oakville premises;

The human resource function is centralized and managed from Oakuville;

Payroll is processed from Oakville for XTG Group’s US and Canadian
operating entities;
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2.3

Callidus, being XTG Group’s senior secured creditor, is based in Toronto,
Ontario. The Credit Agreement includes a clause entitled “Consent to
Jurisdiction” which states:

“The Borrowers and Lender hereby irrevocably submit, as
elected by Lender, to the non-exclusive jurisdiction of any United
States Federal Court or North Carolina state court sitting in
Wake County, North Carolina, or any Federal Court of Canada
or provincial court of Ontario sitting in Toronto, Ontario in any
action or proceeding arising out of or relating to this Agreement
or any of the Credit Documents and the Borrowers and Lender
hereby irrevocably agree that all claims in respect of such action
or proceeding may be heard and determined in any such United
States Federal Court, North Carolina state court, Federal Court
of Canada or provincial court of Ontario.”

XTG Group maintains several bank accounts in Canada. The cash in the
deposit accounts is generally swept to either a USD or CAD consolidation
account maintained by Callidus at Bank of Montreal;

The operations of certain of XTG Group’s US entities are integrated with
certain of the Canadian operations. For example, a portion of the sales of
IT Xchange Corp., a US debtor, are shipped from the Oakville premises.
IT Xchange Corp. and IT Xchange Inc., a Canadian debtor, share
inventory and fulfill orders based on availability of inventory. In addition,
when rental assets of IT Xchange Financial Services LLC, a US debtor,
come off of rental, they are sold (on an intercompany basis) to either IT
Xchange Inc. (a Canadian debtor) or IT Xchange Corp. (a US debtor) for
resale by those entities; and

IT Xchange Ltd. and BlueRange Technology Inc., being the Canadian
operating entities in the XTG Group, represent approximately $15 million
(15%) of the XTG Group’s annual volume. Trade obligations of the
Canadian entities presently total approximately $1.8 million, or
approximately 30% of the total trade debt of XTG Group, and the
Canadian operations employ 57 individuals.

Management Authority/Capacity

1.

On August 3, 2013, XTG Group and Callidus entered into a Forbearance
Agreement (“Forbearance Agreement”). The agreement was extended on
August 16, 2013 and the forbearance period expired on September 4, 2013; it
has not since been extended.

As part of the Forbearance Agreement, McFarlane and Callidus entered into a
Withdrawal Agreement dated June 6, 2013 requiring McFarlane to relinquish his
management and executive authority (the “Withdrawal Agreement”). A copy of
the Withdrawal Agreement is attached as Appendix “A”.
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2.4

Pursuant to the Withdrawal Agreement, the executive and management authority

over XTG Group was delegated to Rupp.

Although the Withdrawal Agreement is dated June 6, 2013, it didn't become
effective until August 3, 2013, the date on which the Forbearance Agreement
was settled. Rupp has performed an executive leadership role since that time.

Historical Operating Results

1.

2.

The table below reflects the historical consolidated financial results of XTG

Group since 2010.

($000s)
Year Ended December 31, )
(Unaudited)
Seven Months
(audited) (audited) (unaudited) Ended July 31,
2010 2011 2012 2013
Sales 92,661 130,964 114,091 60,616
Gross profit ($) 29,783 53,609 45,519 27,618
EBITDA 6,477 14,702 1,958 4,594
EBIT 2,761 549 (13,000) (2,578)
Net income/(loss) 1,464 (1,586) (17,560) (8,406)

The table reflects the following:

Net losses since fiscal 2011 total $27.5 million;

Accumulated losses before interest and taxes for the last 19 months total
approximately $15.58 million;

The nature of XTG Group’s business, particularly its rental asset
investment in
Accordingly, earnings before interest and taxes (“EBIT”) is a key financial
metric as depreciation has a significant relationship to the capital
expenditure requirements in the rental asset business. EBIT has declined

business,

requires

significant

capital

significantly since 2010. Management attributes this to, inter alia:

The poorly executed integration of two acquisitions in 2011, being
Hamilton Services Group Limited and Livingston Electronic

Services GmbH in the UK and Germany, respectively;

Decentralized management and decision making which inhibited
the execution of a global sales and procurement strategy for the

business;

Excessive overhead costs related to the decentralized sales and

procurement structure of the business units;

inventory.

Negative
EBIT of
$15.58

million
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" Liquidity constraints which impaired XTG Group’s ability to
capitalize on opportunistic inventory purchases, which is essential
to the success of the business, particularly in the ITX and Vernon
business units;

" Costs (in excess of $3 million) related to an unsuccessful
implementation of an Enterprise Resource Planning system in
2011 - this continues to impair the accuracy and timeliness of
financial reporting; and

= Inability to invest in new technologies and products due to capital
constraints which has impaired growth.

3. XTG Group is presently not generating sufficient cash flow to service its
obligations to Callidus, nor does it have sufficient funding to continue to operate
in the normal course. Losses are continuing. Callidus has continued to provide
advances to the XTG Debtors over the last several months, notwithstanding the
distressed state of its business.

2.5 Financial Position
1. XTG Group’s internal financial statements as at June 30, 2013 reflect that it:
° is highly leveraged — the book value of its current liabilities (approximately
$46 million) significantly exceeds the book value of its assets

(approximately $30 million, including approximately $10 million of
intangible and other assets, such as goodwill and deferred financing

costs);

° has negative working capital of approximately $30 million;

° has approximately $5 million of accounts payable that are past-due;

° has negative retained earnings of approximately $8 million; and

o is insolvent on a consolidated balance sheet basis.
3.0 Creditors
3.1 Callidus

1. Callidus is the XTG Group’s senior secured creditor and operating lender

pursuant to an amended and restated credit agreement dated October 11, 2012
(the “Credit Agreement”). The Credit Agreement expired on October 10, 2013.
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3.1.1

1.

As at October 24, 2013, the XTG Group was indebted to Callidus in the amount
of $36.97 million, including an “over-advance” of approximately $4.5 million” on
the revolving line of credit facility.

McFarlane and one of the Foreign Affiliates, Hire Information Technology
Limited, a UK entity, are guarantors of XTG Group’s obligations to Callidus.

On July 26, 2013, Callidus issued demand for payment of all amounts owing to it.

On August 3, 2013, XTG Group and Callidus entered into the Forbearance
Agreement.

Cash Management System

XTG Group’s cash management system consists of over thirty domestic and
international bank accounts with Wells Fargo, Royal Bank of Canada (“RBC”)
and HSBC Bank Canada (“HSBC”). Collection accounts may be blocked and
include a daily cash sweep mechanism, depending on the financial institution.
Not all of the cash sweeps are automated — for those accounts, customer
receipts are swept manually, as frequently as daily. Most customers pay XTG
Group by wire, ACH or credit card. Ultimately, customer receipts of the XTG
Debtors are swept to either a US or Canadian dollar consolidation account
maintained by Callidus at Bank of Montreal. Working capital is advanced to the
XTG Debtors via wire transfer to either a US or Canadian dollar disbursement
account at Wells Fargo, to fund global operations. It would be difficult, costly and
time consuming for a new cash management system to be implemented during
these proceedings. Amending the cash management system would require
Callidus to increase significantly its exposure to the XTG Group as customers
would need to amend their payment practices, which would delay accounts
receivable collections and cause Callidus to increase its exposure while new
payment mechanisms are worked out with customers.

Given the significant complexities of the cash management system, and the cash
flow impact resulting from customers changing their payment practices, it is
contemplated that XTG Group would continue to utilize the existing cash
management system, including the application of all cash receipts against
Callidus’ revolving loan facility.

Based on the foregoing and the results of the security opinions described below,
the proposed Receiver believes it is appropriate for XTG Group’s existing cash
management system to be continued during these proceedings.

“ The overadvance is based on a borrowing base certificate filed on October 21, 2013 and totals approximately $20 million
if the amount outstanding under the unmargined “Facility B” is included.
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3.1.2

1.

Security Opinion - Callidus

In anticipation of these proceedings, D&P retained Chaitons and A&O to act as
the Receiver's Canadian and US legal counsel, respectively. A&O retained
MVA, a North Carolina law firm, to provide an opinion on the US Security as it is
subject to the laws of North Carolina. Chaitons provided an opinion on the
Canadian Security.

Subject to the standard assumptions and qualifications contained in the opinions
(“Opinions”)®.

a. Chaitons opined that the Canadian Security, as registered under the
Ontario Personal Property Security Act (“PPSA”), creates a valid and
perfected security interest in the business and assets of XTG Group
situated in Ontario; and

b. MVA opined that the US Security, together with the Uniform Commercial
Code (“UCC" financing statements and the deposit account control
agreement, creates a valid and perfected security interest in the general
intangibles, accounts receivable, inventory, equipment and goods held by
the members of the XTG Debtors organized within the US and the deposit
accounts listed in the deposit account control agreement.

The Opinions were required in advance of these proceedings because: (a) the
purchase price under the Sale Agreement is to be paid by way of credit bid by
Callidus; and (b) the Receivership Order provides that XTG Group’s cash
management system, as described above and further described in the Affidavit,
would continue to be utilized during these proceedings.

3.2 Triangle Capital Corporation

1.

Triangle Capital Corporation (“Triangle”) is a secured creditor of XTG Group
pursuant to a Senior Subordinated Note dated June 7, 2012, as amended (the
“Triangle Note”). The Triangle Note is in the principal amount of up to $8.5
million, which contemplated an initial advance of $6 million.

On June 7, 2012, Triangle advanced $6 million to XTG Group under the Triangle
Note. There have been no additional advances made by Triangle. XTG Group’s
indebtedness to Triangle is presently approximately $6.4 million, including
interest.

Triangle was provided with notice of Callidus’ demand on July 26, 2013 and has
been served with Callidus’ receivership application materials.

? Copies of the Opinions will be made available to the Court should the Court wish to review the Opinions.
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3.3

3.4

3.5

Triangle is aware of the retention of D&P. During September, 2013, Triangle
representatives contacted D&P in order to set up a meeting to discuss XTG
Group. Triangle representatives were to meet with D&P representatives in
Toronto on September 27, 2013. The meeting did not take place.

Royal Bank of Canada

1.

RBC has security over certain of XTG Group’s business and assets which
appears, if valid, to rank subordinate to the Callidus security.

On August 7, 2013, RBC commenced an action against XTG Group in which it
claims that it is owed approximately $630,000. The litigation is ongoing and XTG
Group filed a statement of defence in September, 2013.

On September 13, 2013, RBC issued notices under the PPSA for payment from
XTG Group bank accounts held at HSBC. The issuance of these notices caused
HSBC to freeze all funds in those bank accounts (approximately $415,000).

Correspondence has been exchanged among HSBC, Callidus and XTG Group
and/or their respective legal counsel. D&P understands that HSBC will not allow
the monies to be released to XTG Group, Callidus or RBC absent agreement
among the parties or Court order.

GE Commercial Distribution Finance Corporation (“GE”)

1.

GE has security over certain of the XTG Debtors’ business and assets pursuant
to an Amended and Restated Inventory Financing Agreement dated August 15,
2012 between GE and Partstock Computer LLC (the “GE Agreement”). Xchange
Technology Group LLC, the parent company in the XTG Group, is a guarantor of
the obligations owing under the GE Agreement.

The XTG Group owes approximately $200,000 to GE. D&P understands that this
obligation ranks in priority to Callidus.

Other Secured Creditors

1.

Based on PPSA registrations, certain other creditors have registered security
against the XTG Debtors. Those creditors include Business Development Bank
of Canada (“BDC"), Ingram Micro Inc., McFarlane and Tech Data Canada Corp.
Each of these creditors (other than Tech Data Canada Corp.) has entered into a
subordination agreement with Callidus pursuant to which they have agreed to
subordinate their security in favour of Callidus.

Based on UCC registrations, certain other creditors have registered security
under the UCC against the XTG Debtors. Those creditors include Lenovo
Financial Services and Winthrop Resources Corporation. Both of these
registrations were made subsequent to the registrations filed in favour of
Callidus.
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3.6 Claims that Rank or May Rank in Priority to Callidus

1.

Based on XTG Group’s books and records as at October 23, 2013, potential
priority payables (both in US and Canada) total approximately $790,000 and are
comprised of the following (collectively, the “Priority Payables”).

Description Amount ($000s)
Vacation pay 90
Wages and source deductions (stub period) 434
HST obligation 266
Total 790

3.7 Unsecured Creditors

1. According to XTG Group’s accounts payable records as at October 23, 2013,
unsecured creditor obligations totaled approximately $6.23 million, the majority of
which are owing to trade suppliers. As illustrated in the following table, trade
obligations are significantly aged - approximately 57% of these obligations are
aged greater than 90 days.

($000s)

Entity Current Over 30 days Over 60 days Over 90 days Total

IT Xchange Corp. 675 191 290 1,701 2,857
IT Xchange Financial Services LLC 370 64 35 255 724
BlueRange Technology Corp. 17 0 0 46 63
Subtotal - US filing entities 1,062 255 325 2,002 3,644
IT Xchange Inc. 182 93 20 914 1,209
BlueRange Technology Inc. 439 (6) 26 152 611
Subtotal — Canadian filing entities 621 87 46 1,066 1,820
Subtotal - Foreign Affiliates 268 3 31 463 765
Total 1,951 345 402 3,531 6,229
Total (%) 31.3% 5.5% 6.5% 56.7% 100%

2. As at October 23, 2013, amounts owing by XTG Group to its five largest

unsecured creditors were as follows:

Creditor Service Provided Entities Serviced Amount ($000s)
Fedex Freight IT Xchange Financial Services LLC., IT Xchange Corp. 655
Ingram Micro Canada  Inventory supplier BlueRange Technology Inc., IT Xchange Inc., IT Xchange 330

Financial Services LLC.

IT Convergence Inventory supplier IT Xchange Corp. 255

MFP Inventory supplier IT Xchange Inc., IT Xchange Corp., IT Xchange Limited 238

Tech Data Canada Inventory supplier BlueRange Technology Inc., IT Xchange Inc., IT Xchange 212
Financial Services LLC.

Subtotal 1,690

All others Various 4,539

Total (XTG Debtors and Foreign Affiliates) 6,229
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The vendor lists of the XTG Debtors include more than 430 suppliers. The XTG
Debtors are presently on cash-on-delivery terms with the majority of their
vendors.

The creditors below have commenced litigation to collect amounts due to them
from XTG Group. Several other creditors have threatened to initiate
proceedings.

Creditor XTG Debtor Amount Owing (3)
RBC IT Xchange Inc. 629,205
Gov Connection IT Xchange Corp. 137,183
Bank of America Leasing IT Xchange Inc. 125,000
Computer Technology Link IT Xchange Corp. 65,299
Avaya Canada Corp. IT Xchange Inc. 50,052
EET Danmark IT Xchange Corp. 28,718

Of the creditors listed above, Gov Connection, Avaya Canada Corp. and
Computer Technology Link have obtained judgements.

BDC has a mortgage on the Oakville property, which is owned by McFarlane.
BDC recently transferred the account to its special loans group. BDC is owed
approximately $4 million by McFarlane. This obligation is guaranteed by IT
Xchange Inc., one of the Canadian entities in the XTG Group.

4.0 Pre-Filing Refinancing Processes

4.1 CG Process

1.

CG was engaged by XTG Group to conduct a refinancing solicitation process for
XTG Group in May, 2013. McFarlane was CG’s principal contact during the CG
Process. A redacted copy of CG’s engagement letter is included as an exhibit to
the Affidavit.

Based on information provided to Rupp by CG, the CG Process included the
following:

° CG identified 56 parties, including financial parties, strategic parties and
private equity firms that it believed may have an interest in participating in
a refinancing of the XTG Group;

° Interested parties were required to sign a confidentiality agreement in
order to obtain a confidential information memorandum (“CIM") prepared
by CG;
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° Information concerning the XTG Group was provided in a virtual data
room. The data room contained financial and other information, including
employee data, occupancy leases, Callidus and Triangle loan
agreements and supplier and customer information; and

° CG arranged for interested parties to meet with management and tour
XTG Group’s premises, upon request.

41.1 CG Process Results

1.

Twenty-three parties executed the CA and received a CIM. The balance of the
parties did not express an interest in the opportunity.

CG advised Rupp that it received five verbal expressions of interest and three
term sheets. Only one of these three parties performed diligence. That party
passed on the opportunity shortly after it commenced diligence.

On August 15, 2013, McFarlane submitted to Callidus a letter of intent from one
party who participated in the CG process (the “Letter of Intent”); however, the
Letter of Intent was submitted directly to McFarlane and not through CG.

The Letter of Intent was an offer to purchase for $15 million (plus $2 million in
preferred equity in the acquiring “newco”) all of XTG Group’s business and
assets (i.e. not a refinancing), before adjustments for past due payables (over
$4.5 million at that time). The Letter of Intent was subject to diligence, financing
and required a 60-day exclusivity period. Callidus advised McFarlane that it was
not prepared to consider the Letter of Intent.

Financing for the Letter of Intent transaction was to be provided by a US private
equity firm (the “PE Firm”). As an alternative to the Letter of Intent, the PE Firm
made an offer to purchase the Callidus debt for $17 million. This offer was also
not acceptable to Callidus. D&P has been advised that there were discussions
between Callidus and the PE Firm about a sale of the Callidus debt; however,
Callidus advised that the amount discussed was not (and is not) acceptable to it.
A copy of the Letter of Intent is attached as Confidential Appendix “1”.

Attached as Confidential Appendix “2” is a summary provided by CG to Rupp on
October 15, 2013 which sets out the parties that were contacted by CG and the
values of their expressions of interest.

4.2 KPMG Process

1.

KPMG was engaged in February, 2013 by the XTG Group to conduct a
refinancing solicitation process. The process terminated in June, 2013.
McFarlane was KPMG’s principal contact. A redacted copy of KPMG's
engagement letter is included as an exhibit to the Affidavit.

KPMG advised Rupp that the KPMG Process included a broad canvassing of the
asset based lending marketplace.
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4.3 KPMG Process Results

1. Based on information provided by KPMG to Rupp, one term sheet was submitted
under the KPMG Process. This party passed on the opportunity after it
performed diligence.

2. Attached as Confidential Appendix “3” is a memo dated October 18, 2013 from
KPMG which summarizes the KPMG Process.

5.0 Urgency
1. D&P has been involved with the business in an advisory capacity since mid-

June, 2013, although its engagement letter was not executed until August 22,
2013 due to issues related to the Withdrawal Agreement. As a result of its
activities, D&P has first-hand knowledge of the issues materially impacting the
business, including:

° The business is fragile. Absent the proposed stay of proceedings and
certainty that will result from the transaction contemplated by the Stalking
Horse Offer (or a superior transaction resulting from the Sale Process), it
is unlikely XTG Group will be able to continue to operate on a going-
concern basis;

° XTG Group is incurring significant losses that are eroding XTG Group’s
financial position to the detriment of its stakeholders;

° Certain elements of XTG Group’s contemplated restructuring can only be
implemented in the context of an insolvency proceeding, including
terminating real property leases and implementing other cost-cutting
measures;

° XTG Group is substantially overdrawn on its working capital facility with
Callidus. Absent the continued support of Callidus, XTG Group is without
funding to continue to operate;

° XTG Group is on cash-on-delivery terms with the majority of its suppliers,
including its key inventory suppliers. Supplier pressure is significant and
continues to intensify. A growing list of creditors and suppliers have
commenced, or are threatening to commence, litigation and/or to take
“self-help” remedies in order to collect amounts owing to them by XTG
Group. One such example is the action taken by RBC which resulted in
the freezing of funds in XTG Group’s bank accounts at HSBC, as further
described in the Affidavit; and

° Industry rumours are impairing XTG Group’s business.

Duff & Phelps Canada Restructuring Inc. Page 16 of 22



6.0 Restructuring Process Considerations

1.

Upon evaluation of various cross border restructuring options and structures,
D&P and XTG Group’s advisors determined that the most expedient and least
costly process is to place the XTG Debtors in receivership and to have the
proceedings, and the transactions resulting therefrom, recognized by the US
Court.

D&P and the other advisors were of the view that any prolonged process, with
the incumbent cost and uncertainty, may jeopardize substantially the ability to
restructure the business.

D&P, as proposed Receiver, was also cognizant that, given the expedited
timelines in this process, stakeholders receive sufficient notice in both Canada
and the US. The contemplated process achieves that objective.

7.0 Restructuring Plan, Stalking Horse Offer and Sale Process

1.

Subject to the making of the Receivership Order, implementation of the
restructuring plan will be immediately commenced. The restructuring plan is
summarized as follows:

° Certain operations will be relocated to less costly premises;

° Portions of the business will be consolidated into the XTG Group’s facility
in North Carolina;

° Underperforming portions of the business which do not form part of the go
forward business plan will be wound down on an orderly basis;

° An external sales force would be retained to augment the existing sales
network in certain business units;

° A sale of XTR Germany would be completed — this is presently being
negotiated;

° A sale of UK real estate would be completed — this is presently being
negotiated,;

° Callidus would be the ultimate 100% shareholder of the restructured
entity; and

° Callidus would provide new (or amended) credit facilities to the Purchaser

to facilitate its restructuring and future growth.
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7.1 The Sale Agreement

1. A summary of the key terms and conditions of the Sale Agreement is as follows:

Vendor: the Receiver

Purchaser: an entity or entities to be incorporated prior to closing that is to
be ultimately 100% owned by Callidus

Purchased assets: Substantially all of XTG Group’s business and assets
and the shares of the Foreign Affiliates

Purchase price: Will be paid by credit bid and calculated as follows:
Callidus debt on closing (less $3 million) plus the Priority Payables. As at
the date of this Report, the purchase price would be approximately $35
million

Priority obligations: Assumed by the Purchaser or paid at closing,
including GE debt (to the extent it ranks in priority to Callidus and remains
unpaid after closing), priming government obligations, priority employee
claims and sales tax obligations

Assumed Obligations: Purchaser to assume all obligations related to
transferred employees, obligations under assumed contracts, priming
claims (unless paid in full on or prior to closing) and post-filing obligations
incurred from operating the business during the receivership proceedings*

Employees: The Purchaser intends to offer employment to the majority of
the existing employees

Representations and warranties: Consistent with insolvency transactions,
i.e. to be completed on an “as is, where is” basis without material
representations and warranties

Closing: Business date two days following US Court approval of the
transaction

Conditions: The only material condition precedent is the approval of the
transaction by the Ontario Court and the US Court

Transition Services Agreement: A Transition Services Agreement is to be
utilized to assist to transition the existing operations to the Purchaser

“It is contemplated that the Receivers fees and expenses would be secured by the Receiver's Charge and funded in
cash prior to the completion of these proceedings. Accordingly, those costs would not be an Assumed Obligation under
the Sale Agreement.
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2. A copy of the Sale Agreement is attached as Appendix “B”. The schedules to the
Sale Agreement contain commercially sensitive information and, accordingly, are
attached as Confidential Appendix “4”.

7.2 Sale Process

1. A summary of the proposed Sale Process is as follows:

The Sale Agreement is to be a Stalking Horse Offer in the Sale Process;

The Receiver shall distribute a brief interest solicitation letter detailing this
opportunity to prospective purchasers identified by the Receiver, including
those that were approached by CG and KPMG. Attached to the interest
solicitation letter will be a form of confidentiality agreement (“CA”);

Upon execution of a CA, bidders will be provided with the opportunity to
commence diligence, including reviewing information in an online data
room;

The Receiver will facilitate due diligence efforts by, inter alia, arranging
site visits and meetings between management and interested parties,
provided that such meetings are supervised by the Receiver, and the
Receiver is of the view that such prospective purchasers are bona fide, in
the Receiver’s sole discretion;

Prospective purchasers will be provided with a hard and soft copy of the
Stalking Horse Offer. Prospective purchasers will be required to submit
offers in the form of the Stalking Horse Offer;

A “Superior Bid” under the Sale Process is one that is submitted for the
Purchased Assets which is at least equivalent to the Stalking Horse Offer,
which includes the following minimum criteria:

. the offer must be an irrevocable offer;

. the offer must be accompanied by a cash deposit which is at least
equal to 15% of the aggregate purchase price payable under the
offer;

. the offer must be for a purchase price at least equal to the

Purchase Price, payable in cash on Closing, and otherwise on
terms no less favourable and no more burdensome or conditional
than the Stalking Horse Offer;

. the offer must not contain any contingency relating to due
diligence or financing or any other material conditions precedent
to the offeror’s obligation to complete the transaction that are not
otherwise contained in the Stalking Horse Offer;
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. the offer must be made by an offeror which can demonstrate the
financial ability to complete the transaction; and

. the offer must contemplate a closing date of no later than
December 31, 2013.

° Offers will be required to be submitted to the Receiver by 10:00 am
(Toronto time) on November 19, 2013 (the “Bid Deadline”), being three
weeks from the return date of the motion for approval of the Sale
Process; and

° The Sale Process does not contemplate any “break-fee” or “expense
reimbursement” as the offer is in the form of a credit bid.

2. Approval of bidding procedures for an auction is not being sought at this time.
Should the results of the Sale Process necessitate that auction procedures be
prepared, the Receiver would bring a motion to do so.

3. The Receiver will have the right to extend or amend the Sale Process as it
considers appropriate; however, the Receiver would seek the Court’s approval to
terminate or materially amend the Sale Process (including any procedures
related to the conduct of an auction).

4, The Receiver shall not be required to accept the highest offer, or any offer.

5. Any transaction will be subject to approval by the Ontario Court and the US
Court.

6. Subject to the approval of the Ontario Court, the following table sets out the Sale

Process timeline:

Milestone Timeline
Receivership Application October 29, 2013
US Motion for Provisional Relief, including recognition of Receivership Order, Sale Process and Stalking

Horse Offer October 29/30, 2013
Offer deadline under Sale Process November 19, 2013
Canadian Sale Approval Motion November 22, 2013
US Motion for Recognition Order, including recognition of Canadian Sale Approval and Vesting Order November 26, 2013
Anticipated closing date of the Stalking Horse Offer® November 29, 2013

° Should the Sale Process result in a transaction other than the transaction contemplated by the Stalking Horse Offer, the
closing date is estimated to be on or prior to December 31, 2013.
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8.0 Recommendation

1. D&P, as proposed Receiver, recommends that this Court issue an Order
approving the Sale Process, including the approval of the Stalking Horse Offer,
for the following reasons:

In the Receiver's view, the Sale Process is appropriate and of sufficient
duration, particularly in light of the processes previously conducted by CG
and KPMG. KPMG and CG widely canvassed the market for a prolonged
period of time, including contacting financial parties, strategic parties and
private equity firms across North America. Many of the parties that will be
contacted by the Receiver during the Sale Process are familiar with this
opportunity;

McFarlane provided a Letter of Intent from a prospective purchaser to
Callidus which was for approximately 50% of the Callidus debt, implying
that there is no value to the equity in the business;

The duration of the proposed Sale Process and the existence of a
“stalking horse” offer will assist to create certainty for all stakeholders,
particularly XTG Group’s employees. It is critical that the Sale Process
be completed expeditiously so that stakeholders (employees, customers
and vendors) understand that the XTG Group will continue to operate as
a going concern;

Absent the completion of the transaction contemplated by the Stalking
Horse Offer or a superior transaction that may result from the Sale
Process, XTG Group will be without funding and, accordingly, could be
forced to discontinue operations; and

The use of a “stalking horse” offer is common in cross-border insolvency
proceedings. In addition, no break fee or expense reimbursement is
contemplated, which is appropriate in a credit bid circumstance.

9.0 Liquidation Analysis

1. D&P prepared an analysis of the estimated realizable value of XTG Group’s
business and assets in a liquidation. A copy of this analysis is provided in
Confidential Appendix “5”".

2. The liquidation analysis reflects that Callidus would incur a significant shortfall on
its outstanding loans to XTG Group should its business cease operating and the
assets liquidated. Detailed assumptions to the liquidation analysis are provided
in the confidential appendix.
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10.0 Confidential Appendices

1. Given that the Confidential Appendices to this Report contain sensitive
commercial information, including the identity and values of any expressions of
interest and/or the liquidation value of XTG Group’s assets, D&P is of the view
that it is appropriate for these appendices to be filed with the Court on a
confidential basis pending further Court Order.

11.0 Funding of these Proceedings

1s Provided the proposed Orders are granted, Callidus is prepared to continue to
fund the business in accordance with the existing cash management system.

12.0 Conclusion and Recommendation

1 Based on the foregoing, D&P, as proposed Receiver, respectfully recommends
that this Honourable Court make Orders granting the relief detailed in Section 1.1
of this Report.

All of which is respectfully submitted,

@%gfmm festrscticeiny foc

DUFF & PHELPS CANADA RESTRUCTURING INC.

IN ITS CAPACITY AS PROPOSED RECEIVER OF

XCHANGE TECHNOLOGY GROUP LLC, IT EXCHANGE INC.,

IT XCHANGE CORP., BLUERANGE TECHNOLOGY CORP.,

BLUERANGE TECHNOLOGY INC., IT XCHANGE FINANCIAL SERVICES LLC AND
PARTSTOCK COMPUTER LLC

AND NOT IN ITS PERSONAL CAPACITY
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