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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, 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); and IT Xchange Pty Ltd.
(Australia) (collectively, with the XTG Debtors, the “XTG Group”). A corporate
organizational chart of the XTG Group is provided in Section 2 below.
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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”.

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 under
Chapter 15 of the US Bankruptcy Code as a foreign non-main proceeding. On
October 30, 2013 and November 25, 2013, the US Court entered orders 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”).

6. On November 22, 2013, the Court issued an order approving a sale
(“Transaction”) by the Receiver of the XTG Debtors’ business and assets to
2393134 Ontario Inc. (the “Purchaser”), an entity incorporated by Callidus Capital
Corporation (“Callidus”), the principal secured creditor of the XTG Debtors. The
Transaction was completed on January 2, 2015.

1.1 Purposes of this Report

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

a) Provide background information about the XTG Debtors;

b) Set out the Receiver’s understanding that the $3 million “carve-out”
amount from the purchase price in an Asset Purchase Agreement dated
October 25, 2013 between the Receiver and the Purchaser (the “APA”)
was intended to be expressed in US dollars; and

c) Support the requested order rectifying the APA to state that the remaining
obligation owing from the XTG Debtors to Callidus be denominated in US
dollars.

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. XTG Group’s
corporate organizational chart is set out below (the XTG Debtors are shaded).

2. The organizational chart excludes a German subsidiary, Xchange Technology
GmbH (Germany), the shares of which were sold in these proceedings pursuant
to a Court Order made on May 1, 2014.

3. XTG Group was a supplier of information technology (“IT”) products with
operations in Canada, the United States, the United Kingdom, Australia, Macao
and Japan. XTG Group also provided IT rental assets and programs, including
servers, storage devices, laptops and desktop computers.
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4. Additional background information on the XTG Debtors, the Sale Process and
the Transaction were detailed in the Receiver’s First Report to Court dated
November 19, 2013 (the “First Report”), a copy of which is attached as Appendix
“B”, without appendices.

3.0 Sale Process and Transaction

1. The Receivership Order approved the Sale Process, including an offer submitted
by the Purchaser as a “stalking horse” for substantially all of the XTG Debtors’
business and assets pursuant to the APA.

2. The Receiver carried out the Sale Process in accordance with the Receivership
Order. No offers were submitted in the Sale Process and the Court accepted the
Receiver’s conclusion that the Transaction provided the best outcome for
stakeholders, as more fully detailed in the First Report.

3. On November 22, 2013, the Court approved the Transaction pursuant to an
Order made on that date (the “Sale Approval and Vesting Order”). A copy of the
Sale Approval and Vesting Order is attached as Appendix “C”. The US Court
issued an Order approving the Transaction on November 25, 2013.

3.1 The APA1

1. The APA was negotiated by the Purchaser, Callidus and the Receiver in advance
of the receivership as a stalking horse bid. The APA was drafted by the
Receiver’s counsel and approved by all parties to the Transaction. A copy of the
APA is attached as Appendix “D”.

2. At the time of the Receivership Order, Callidus was owed in excess of US$38
million by the XTG Debtors. It was agreed that the purchase price for the
Purchased Assets would be the amount of the XTG Debtors’ obligations to
Callidus as at the completion of the Transaction, less a “carve-out” of US$3
million, plus the Priority Payables Amount (the “Purchase Price”). The Purchase
Price was to be satisfied by way of a credit bid.

3. At the closing on January 2, 2015, upon payment of the Purchase Price and
satisfaction of all conditions set out in the APA, the Receiver delivered to the
Purchaser the Receiver’s Certificate which, pursuant to Paragraph 3 of the Sale
Approval and Vesting Order, caused “all of the right, title and interest of the XTG
Debtors in and to the Purchased Assets [to] vest absolutely in the Purchaser, its
nominees or assignees”. A copy of the Receiver’s Certificate is attached as
Appendix “E”.

1 Capitalized terms in the section of the Report not otherwise defined shall have the meanings provided to them in the APA.
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4. During the negotiation and preparation of the APA, the Receiver and its counsel
were advised by representatives of Callidus and its legal counsel that the “carve-
out” of US$3 million from the Purchase Price was intended to correspond to the
principal amount guaranteed by Mr. McFarlane to Callidus in respect of the
various loan facilities made by Callidus to the XTG Debtors pursuant to an
Amended and Restated Limited Guarantee dated October 11, 2012, as amended
on June 6, 2013 (the “Guarantee”). Section 1 of the Guarantee provides:

“The undersigned hereby jointly and severally (if more than one) hereby
guarantees payment to the Lender, upon demand therefore being upon the
undersigned, of all Obligations (as defined in the Loan Agreement) now or
at any time and from time to time hereafter due or owing to the Lender from
or by the Borrowers or by any successor corporation of the Borrowers,
limited to the amount of Three Million and 001/00 Dollars
(US$3,000,000.00) in total; plus interest thereon …”

5. Callidus and its counsel have advised the Receiver that the Purchase Price was
intended to be the amount of the Callidus debt less US$3 million owing to it in
order to preserve its right to pursue Mr. McFarlane under the Guarantee.

6. The particulars of the Purchase Price, including the amount of the “carve-out”,
are set out in section 2.03 of the APA. Through inadvertence and a drafting
error, the currency referenced at section 2.03 of the APA (and section 2.04 –
Satisfaction of Purchase Price) was stated in Canadian dollars as opposed to US
dollars. The error was carried through in every subsequent reference to the
Purchase Price in the APA and such error was not identified until after
completion of the Transaction.

7. The Receiver’s First Report recommending the Transaction correctly referenced
the carve-out amount as US$3 million.

3.2 Basis for Receiver’s Support of the Relief being Sought re: APA

1. The Receiver supports an order rectifying the APA such that the “carve-out” from
the Purchase Price be in US dollars for the following reasons:

 The Receiver believes that the intention of the parties was for the “carve-
out” to correspond with the amount of the Guarantee (i.e. US$3 million).
In this regard, the Receiver’s reports to Court, including the First Report,
correctly referenced the currency of the Purchase Price and the “carve-
out” in US dollars;

 It was due to an oversight that the “carve-out” in the APA was
denominated in Canadian dollars. It should be noted that, as at the date
of the APA, the US and Canadian dollars were near par
(CAD$1:US$0.96), whereas the value of the Canadian dollar relative to
the US dollar has since significantly declined (as at the date of this
Report, the rate is CAD$1:US$0.79);
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 Callidus has advised that the error has not at any time altered the
intention of the parties or factored into its internal assumptions and
calculations regarding the APA, the Guarantee and/or related matters;
and

 The clarification does not have any impact on the results of the Sale
Process given that, inter alia, the Purchaser’s stalking horse bid was the
only offer submitted in the Sale Process and the value of the Transaction
was well in excess of the liquidation value of the XTG Debtors’ business
and assets.

2. The Receiver has advised Callidus’ legal counsel that Mr. McFarlane will be
served with a copy of these motion materials as he is the only party with an
interest in the relief being sought.

4.0 Conclusion

1. Based on the foregoing, the Receiver supports the relief being sought.

* * *
All of which is respectfully submitted,

DUFF & PHELPS CANADA RESTRUCTURING INC.
IN ITS CAPACITY AS 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
















































































































































