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COURT FILE NO: CV-13-10310-00CL

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

THIRD REPORT OF
DUFF & PHELPS CANADA RESTRUCTURING INC.

AS RECEIVER

APRIL 25, 2014

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 (“XTG Parent”), 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, namely 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) (“XTR”) (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 is attached as Appendix
“A”.



Duff & Phelps Canada Restructuring Inc. Page 2 of 8

4. 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 and November 25, 2013, the US Court entered an order
granting provisional relief in aid of the Canadian proceeding and the Recognition
Order, respectively.

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

1.1 Purposes of this Report

1. The purposes of this Report are to:

a) Provide background information about these proceedings;

b) Summarize the present state of XTR’s business;

c) Summarize a proposed transaction (the “XTR Transaction”) between the
Receiver and Herr Siegbert Herbert Franz, a member of XTR’s
management team and sole director of XTR (the “Purchaser”), which
contemplates the sale of the 100% equity interest owned by XTG Parent
in XTR (the “XTR Shares”) pursuant to a Share Purchase Agreement (the
“Sale Agreement”); and

d) Recommend that this Honourable Court issue an Order:

 Approving the XTR Transaction and authorizing the Receiver’s
execution of the Sale Agreement and any other ancillary
documents, agreements, consents and resolutions necessary to
complete the XTR Transaction;

 Vesting title in and to the XTR Shares in the Purchaser free and
clear of all liens, claims and encumbrances; and

 Sealing the Confidential Appendix to this Report pending further
Order of this Court.

1.2 Restrictions

1. In preparing this Report, the Receiver has relied upon unaudited financial
information prepared by XTG Group’s management, XTG Group’s books and
records and discussions with its management. The Receiver 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.
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1.3 Currency

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

2.0 Background Information

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

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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2.1 Sale of Assets

1. On November 22, 2013, the Court approved the sale of the majority of the XTG
Debtors’ assets, property and undertaking, including the XTR Shares, to
2393134 Ontario Inc., an entity incorporated by Callidus Capital Corporation
(“Callidus”), the XTG Debtors’ senior secured lender (“Transaction”). The US
Court approved the Transaction on November 25, 2013.

2. Due to the complexity of the Company’s global organizational structure, the
Transaction has not yet closed. It is expected to close once tax and corporate
structuring issues in connection with the Transaction have been resolved.

3. Callidus is presently owed approximately $40 million on a secured basis.
Following completion of the Transaction, its secured claim against the XTG
Debtors would be approximately $3 million.

4. Additional background information on the XTG Group, the Sale Process and the
Transaction were detailed in the Receiver’s First Report to Court dated
November 19, 2013, a copy of which is attached as Appendix “B”, without
appendices. As detailed in the First Report, other than the offer from the Callidus
affiliate, no offers were submitted under the Sale Process, including for XTR’s
business and assets.

3.0 XTR

1. XTR is based in Germany; it is in the IT rental asset business and has
approximately 70 employees. It was acquired by the XTG Group in 2011 out of
the German insolvency proceedings of Livingston Electronic Services GmbH.
Since the acquisition, XTR has incurred significant losses, as detailed in the table
below.

($000s)

Year ended
December 31,

2012

Year ended
December 31,

2013

Two months
ended

February 28,
2014

Sales 17,648 17,057 2,202

Gross profit ($) 8,919 4,592 618

EBITDA 2,020 (546) (300)

EBIT (652) (3,181) (582)

Net income/(loss) (1,047) (3,522) (640)

2. As reflected in the above table, XTR incurred net losses of approximately $1.1
million, $3.5 million and $640,000 for its fiscal years ended December 31, 2012
and 2013 and the two month period ended February 28, 2014, respectively.
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3. XTR’s most recent balance sheet (as at February 28, 2014) is summarized as
follows:

Balance Sheet
February 28, 2014
(unaudited; $000s)

Assets

Cash 60

Accounts receivable 810

Inventory 2,747

Prepaid expenses and other 46

Subtotal – current assets 3,663

Fixed assets 32

Total Assets 3,695

Liabilities

Accounts payable 1,353

Other liabilities 2,035

Intercompany payables 2,333

Subtotal – current liabilities 5,721

Deferred revenue 333

Total Liabilities 6,054

Shareholder Equity

Share Capital 2,860

Retained earnings (5,219)

Total Equity/(Deficit) (2,359)

Total Liabilities and Equity 3,695

4. The February 28, 2014 balance sheet reflects, inter alia:

 Negative working capital of approximately $2.1 million;

 Approximately $2.3 million owing to the XTG Debtors, which appears to
be uncollectible and is to be converted to equity as part of the XTR
Transaction – this represents operational funding provided by the XTG
Debtors; and

 Negative retained earnings and negative equity of approximately $5.2
million and $2.4 million, respectively.

5. Based on discussions with XTG Group’s management and XTR’s financial
information provided to the Receiver, the Receiver further understands that:

 The majority, if not all, of XTR’s accounts payable ($1.4 million) are past
due;
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 Inventory (book value of approximately $2.7 million) is aged and requires
replenishment;

 The financial position of XTR has continued to erode since February 28,
2014; and

 XTR is undercapitalized; it has limited funding available to continue to
operate in the normal course. It is under vendor pressure. As a result,
XTG Group’s management has continuously received urgent funding
requests from XTR’s management.

6. According to the Receiver’s German counsel, German insolvency law requires
that the XTR Transaction be completed expeditiously, failing which there may be
a requirement for XTR’s management to promptly commence insolvency
proceedings.

7. Given that the Callidus transaction has not yet been completed and the urgency
to monetize the XTR Shares based on XTR’s present financial position, the
Receiver is proposing to enter into the XTR Transaction at this time.

3.1 Prospective XTR Transaction

1. The terms of the Sale Agreement are summarized below.

 Purchaser: The Purchaser is Mr. Franz, the sole director of XTR and a
member of its present management team.

 Purchase Price: The Receiver believes the purchase price should remain
confidential at this time in the event that the XTR Transaction does not
close. No party will be prejudiced if the value of the XTR Transaction is
sealed. Accordingly, the Receiver believes the proposed sealing order is
appropriate in the circumstances.

 Purchased Assets: The XTR Shares.

 Representations and Warranties: The Sale Agreement is consistent with
insolvency transactions, i.e. to be completed on an “as is, where is” basis
without material representations and warranties. To the extent the Sale
Agreement includes statements regarding XTR and/or the XTR Shares,
they have been confirmed by the XTG Debtors’ internal legal counsel and
the Sale Agreement provides generally that there is no recourse against
the Receiver.

 Closing Date: The Receiver expects to close the XTR Transaction shortly
following the return of this motion, subject to the Court’s approval of the
XTR Transaction and issuance of the proposed Vesting Order.

 Conditions: Other than approval from this Honourable Court, there are no
material conditions precedent.
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 Intercompany Claim: It is contemplated that the intercompany advances
owing from XTR to the XTG Debtors are to be waived and converted to
equity.

2. A redacted version of the Sale Agreement is provided in Appendix “C” and an
unredacted version is filed as Confidential Appendix “1”.

3. The Receiver and the Purchaser have entered into a Deposit Agreement,
pursuant to which the Purchaser will be funding a deposit on April 28, 2014 into
the trust account of the Receiver’s German counsel (which shall be received no
later than April 29, 2014). The deposit is only refundable should the conditions
precedent to the Sale Agreement not be satisfied, including the granting of the
Vesting Order. Should the deposit not be funded in accordance with the Deposit
Agreement, the Receiver has advised the Purchaser that it will not proceed with
the XTR Transaction and will withdraw its sale approval motion returnable May 1,
2014.

3.2 XTR Transaction Recommendation

1. The Receiver recommends approval of the XTR Transaction for the following
reasons:

 In the Receiver’s view, the purchase price for the XTR Shares provides
for the greatest recovery available in the circumstances given that (a)
there is unlikely to be any value to the XTR Shares absent the XTR
Transaction and/or in the event that XTR’s assets were liquidated in the
context of German insolvency proceedings; and (b) the value of the XTR
Transaction is estimated to exceed the realizable value of the XTG
Debtors’ intercompany claim against XTR in the event XTR commences
insolvency proceedings;

 Given the poor state of XTR’s business, a further marketing process (for
which there is no known source of funding) is unlikely to result in a
transaction superior to the XTR Transaction. Additionally, there is no time
to conduct such a process and the cost of the process could exceed the
recoveries generated from it;

 It eliminates the uncertainty and considerable distraction for management
of the XTG Debtors resulting from frequent and urgent funding requests
submitted to management, who are focused on implementing the balance
of their restructuring plan;

 Callidus, being the XTG Debtors’ principal secured creditor and the only
stakeholder with an economic interest in these proceedings, has
consented to the XTR Transaction; and

 It provides for the continuation of XTR’s business, thereby preserving
employment for approximately 70 employees in Germany.
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COURT FILE NO: CV-13-10310-00CL

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

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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4. 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”).

1.1 Purposes of this Report

1. The purposes of this report are to:

a) Provide background information about the XTG Group;

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

c) 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”);

d) 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”);

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

f) 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”).

1.2 Currency

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):

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. 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, Illinois, Connecticut and California.

4. 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.

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

6. 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.

3.0 Sale Process

3.1 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.

2. 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”).

3. 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.

4. 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;
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 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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iii. 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.

2. 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.

3. 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.

4. 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.

5. 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.

6. 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”.

7. 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;





Appendix “C”




















