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On September 27 2011, Encore Sales (“Encore” or the “Debtor”) filed a Notice of
Intention to make a Proposal (“NOI”) under Section 50.4 of the Bankruptcy and
Insolvency Act (the “BIA”). A. Farber & Partners Inc. (“Farber”) was named as Trustee
in the NOI filed by Encore (the “Proposal Trustee”). Attached as Appendix A is a copy
of the NOI.

Encore is a privately-owned distributor of general and seasonal merchandise to retailers
throughout North America. Encore Sales is a partnership originally formed by Encore
Sales Limited, 1326281 Ontario Limited and 1326282 Ontario Limited. Encore Sales
Limited ceased being a partner in 2004.

Encore’s operations are run out of a head office located at 333 North Rivermede Road, in
Concord, Ontario which also houses a 180,000 square foot distribution warehouse which
handles general merchandise. In addition, Encore also operates a 140,000 square foot
seasonal distribution warehouse located within close proximity. Both facilities are leased.

Encore supplies Canadian and US retailers with high volume general (described
hereinafter as “Everyday”) and seasonal (described hereinafter as “Seasonal)
merchandise. These Everyday and Seasonal products are sold to a diverse mix of

approximately 1,500 retail customers.

As at July 31, 2011 Encore employed approximately 170 employees including
approximately 95 hourly employees and 75 salaried employees. The hourly warehouse
workers are members of Local 9197 of the United Steelworkers’ Union. Encore also uses

30 commission based sales agents in Canada and the US.

Over the course of the last three years, Encore has experienced declining sales and
margins, which are attributed in large part to the global economic downturn. In an effort
to help increase sales volumes and cover overheads, the Debtor merged its operations
with a competitor, UWG Global Inc., in 2009. However the hoped for synergies and

increased volumes were not fully achieved.

Callidus Capital Corporation (“Callidus”) is Encore’s principal secured creditor pursuant

to the terms of an Amended Loan Agreement dated December 15, 2009 (the “Loan
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10.

Agreement”). On August 3, 2011, Callidus made demand for payment of the outstanding
indebtedness in the amount of approximately $16 million and delivered Notices of

Intention to Enforce Security pursuant to section 244(1) of the BIA.

The Debtor, with the assistance of its financial advisor RSM Richter Corporate Finance
Inc. (“Richters”) reviewed various restructuring alternatives and determined that
Richters be engaged to conduct a sale process for Encore’s property, assets and
undertakings (the “Sales Process”) commencing early August 2011. The Sales Process
was commenced as part of a dual track restructuring, wherein Encore would consider
both a going concern sale while continuing to pursue a restructuring of its business and
affairs. The Sales Process is described in Richters Report dated September 27, 2011
(“Richters Report) attached as Exhibit ”F” to the Affidavit of Howard Bloomberg dated
September 28, 2011 (described hereinafter as the “Bloomberg Affidavit™), filed in
support of the motion returnable October 5, 2011.

The Sales Process, has culminated in Encore entering into an Asset Purchase Agreement
with CTG Brands Inc. (“CTG”) on September 19, 2011 (the “CTG APA”) for the sale of
the Everyday “Stationary”, “Signature Kitchen” and “Pet” product lines and related
inventory, goodwill and intellectual property (“IP™). It is contemplated by the Debtor
that the Sales Process will be continued to identity a purchaser or purchasers of the

remaining property, assets and undertakings of Encore.

Encore will bring a motion returnable October 5, 2011 for an order to, among other

things:

(@) Approve the CTG APA and grant a vesting order in favour of CTG with
respect to the purchased assets described therein, upon closing of the

transaction; and

(b)  Approve the continuation of the Sales Process by the Proposal Trustee with the

assistance of Richters.

PURPOSES OF THIS REPORT

11.

The purposes of this report are to:

(@) Provide Farber’s recommendations with respect to the CTG APA;
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(b) Report on the contemplated extension of the Sales Process to complete the sale

of remaining assets and business of Encore;
(c) Seek approval of a professionals charge; and

(d) Recommend payment to Richters of a $75,000 Sales Process performance fee.

DISCLAIMER

12.

For the purposes of this report, Farber has relied upon the financial records of the Debtor,
as well as other information supplied by management. Farber’s procedures and enquiries
did not constitute any audit or review engagement. Farber assumes no responsibility or
liability for loss or damage occasioned by any party as a result of the circulation,
publication, reproduction or use of this report. Any use which any party, other than the
Court, makes of this report, or any reliance on or a decision made based upon it, is the
responsibility of such party.

BACKGROUND

13.

14.

15.

Founded in 1964, Encore supplies Canadian and US retailers with high volume Everyday
and Seasonal merchandise. Encore distributes over 7,000 product items listed in 40
different product categories over a diverse line of products including such categories as
stationery, toys/crafts, hardware, housewares as well as seasonal products from
Valentine’s Day to Christmas. These Everyday and Seasonal products are sold to a
diverse mix of approximately 1,500 retail customers. Revenues for the most recent fiscal
year end (November 30, 2010) were $62.8 million. Year to date revenues for the eight
months ended July 31, 2011 were $35.0 million.

Over the years, Encore has built an extensive supply chain to source product for both the
Everyday and Seasonal categories. Part of Encore’s business model has been to
continuously introduce new products into the market, and secure exclusive supply of
various brands that are recognized across Canada and the United States. These brands are

often considered a low cost alternative to other popular name brands.

Unlike many of its competitors who tend to focus on one season or light coverage across
a number of seasons, Encore has developed significant expertise with all Seasonal

offerings from Valentine’s Day to Christmas. Encore management has perfected the
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16.

17.

18.

highly time sensitive annual business cycle and has been successful in providing high

perceived value goods to ensure high profitability and sell through rates for its customers.

As a result of reduced sales, the global recession in 2008/2009 and continuing poor
conditions in the market place, Encore, after extensive review of its restructuring options,
in consultation with Richters, decided in early August 2011 that it would exit the

Everyday business to focus on its perceived strength in Seasonal product.

As a result of this change in direction, Encore commenced offering discounts in early
August 2011 on its Everyday lines in order to make room for the Seasonal merchandise.
Encore’s goal at that time was to focus exclusively on the Seasonal business and items
related to the Seasonal business until the sale of the remaining Everyday inventory was
completed.

Coincident with the decision to exit the Everyday business lines, Encore, with the
assistance of Richters, commenced the Sales Process to canvass the market for parties
interested in purchasing the business either en-bloc or for specific product lines. That
process has culminated in the CTG APA, which is for the purchase of the inventory,
goodwill and IP of the Everyday “Stationary”, “Signature Kitchen” and “Pet” product
lines. These product lines represent approximately 25% of Encore’s annual sales. Encore
and Richters are continuing to consider offers for other segments of the business,
including its Seasonal product lines business. The Sales Process is reported on more fully

below.

ACTIVITIES OF THE PROPOSAL TRUSTEE

19.

20.

In advance of its appointment as Proposal Trustee, Farber was appointed consultant to
Callidus in early August 2011, to monitor the ongoing financial position of Encore, as

well as the Sales Process underway through August and September 2011.

Farber has also worked with Encore to prepare updated cash flow projections for the
period through to the end of November 2011 and will be working with Encore to file the
prescribed cash flow projections pursuant to the BIA. Following its appointment as
Proposal Trustee, Farber has monitored the business and affairs of the Debtor and

examined their property in accordance with the provisions of the BIA. The ongoing
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monitoring activities will focus on the continued Sales Process and reviewing and

tracking Encore’s daily and weekly cash flow performance against forecast.

21. On September 30, 2011 the Proposal Trustee mailed to all known creditors of the Debtor

an information package advising of the filing of the NOI.

THE DEBTOR’S ASSETS AND LIABILITIES

22. Summarized below are the significant assets and liabilities of Encore, based on a review
of the Debtor’s most recent borrowing base report to Callidus and the Debtor’s financial

statements.

ASSETS
23. As at September 23, 2011, Encore’s principal assets comprised:

(@ Accounts receivable of approximately $11.05 million (net of bad debt

provisions);

(b) Inventory of approximately $8.86 million, comprising Everyday inventory of
$3.33 million; Seasonal inventory of $4.46 million and goods in transit of
$1.07 million; and

(c) Fixed Assets with a net book value of $743,000.

LIABILITIES
Callidus

24, The Debtor is indebted to Callidus pursuant to the Loan Agreement dated December 15,
2011. The Debtor’s indebtedness to Callidus is secured by, inter alia, general security

agreements covering all of the Debtor’s assets.

25. As at September 23, 2011 the Debtor’s indebtedness to Callidus was approximately
$15.27 million. Set out below is a table summarizing the break down of the total Loan at
that date:
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Callidus Capital Corporation
Loan Schedule (in $000's)

Facility A 10,045
Facility C 355
Overadvance 1,700
Facility D 3,169
Total 15,269

Related Party Loans

26.

27.

In addition to the Callidus loans, Encore has secured loans from certain related parties

which are subordinated to the Callidus debt. These include loans from four individuals

(Lorne Bloomberg, Stephen Bloomberg, David Bloomberg and Jordan Bloomberg) and

three corporations (Shel-Lorne Holdings Inc., Crinis Holdings (1990) Limited, and
Wolgo Holdings (1990) Limited (hereinafter referred to as “Related Party Loans). As at
September 23, 2011 these Related Party Loans totalled approximately $7.895 million.

The table below summarizes those loans:

Related Party Loans

in $000's)

David Bloomberg 300
Jordan Bloomberg 300
Lorne Bloomberg 205
Stephen Bloomberg 350
Shel-Lorne Holdings Inc. 1,345
Crinis Holdings (1990) Limited 2,575
Wolgo Holdings (1990) Limited 2,820
Total 7,895

All of these Related Party Loans are secured by general security agreements, which

provide for charges over all of the Debtor’s assets.

Security Opinion

28.

Counsel for Farber, Chaitons LLP (“Chaitons™), has provided a legal opinion to Farber

confirming that, subject to the usual assumptions and qualifications in opinions of this

kind, as follows:
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(@) Callidus holds valid and enforceable security against all present and future

assets, property and undertaking of the Debtor and all proceeds thereof;

(b) the Related Parties hold valid and enforceable security against all present and

future assets, property and undertaking of Debtor and all proceeds thereof; and

(c) the indebtedness and security held by the Related Parties is subordinated and
postponed in favour of the indebtedness and security held by Callidus.

Attached hereto as Appendix B is a copy of the opinion letter from Chaitons.

Other Secured Creditors

29. According to searches conducted under the Personal Property Security Act (Ontario)
(“PPSA”), other parties appear to have security over specific assets. The Bloomberg
affidavit sets out the details of those parties and nature and extent of PPSA registrations.

Priority Payables
30. Farber has reviewed potential priority payables with the Debtors' management.

31. Wage and payroll related liabilities are reported as current. Payroll deductions at source

are remitted by an external payroll service (ADP), coincident with the bi-weekly payrolls.

32. According to management, HST/GST liabilities effective September 23, 2011 stand at
$611,443 while effective that same date, QST payable is at $76,217.

33. Farber is not aware of any other material priority payables currently outstanding.
Other Creditors

34. Based on the creditors listing provided by the Debtor to Farber effective September 23,

2011 the unsecured claims total approximately $7.1 million.

SALES PROCESS

35. Encore engaged Richters to conduct the Sales Process on behalf of Encore. The details of
the Sales Process are set out the Richters Report which is appended to the Bloomberg
Affidavit.
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36.

37.

38.

Since the commencement of the Sale Process, Richters has undertaken the following:

(@ In concert with Encore and Callidus, compiled a listing of prospective

purchasers with 69 parties to be contacted including all major competitors;

(b) On August 3, 2011, distributed to prospective purchasers a solicitation letter
detailing the sale and attaching a confidentiality agreement (“CA”). Thirty
(30) parties signed the CA;

(c) Prepared a Confidential Information Memorandum (“CIM”) and made it
available to any prospective purchaser that executed the CA. Prospective
purchasers that executed the CA had the opportunity to review information on

an on-line “data room”;

(d) Made follow up calls to all prospective purchasers on the distribution list to
ensure that they received the solicitation letter and to respond to any questions
they had;

(e) Facilitated site visits and meetings between Encore’s management and

prospective purchasers that executed the CA,

() In concert with legal counsel for Encore, drafted and circulated to prospective

purchasers that executed a CA, a draft from of offer; and

(g) Required prospective purchasers to submit expressions of interest by
August 29, 2011.

Ultimately, seven prospective purchasers submitted offers by August 29, 2011. No

en bloc offer was made for the business.

After extensive negotiations between Encore (represented by Richters) and CTG, a
revised offer was accepted, (hereinafter referred to a “Revised Offer”) which provided
for the sale of the significant Everyday “Stationery”, “Signature Kitchen” and “Pet”
product lines, which represents close to 25% of Encore’s annual sales. In addition, the
offer provides for a $300,000 payment for goodwill and requires the Encore shareholders
to execute a non-compete agreement, which we understand they have agreed in principle

to provide.
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39. Richters recommended that Encore accept the CTG Revised Offer, as such offer was the
highest and best offer for the estate as a whole, and is commercially reasonable.

THE CTG APA

40. The CTG APA was negotiated and finalized on September 19, 2011. Encore’s legal

counsel will provide a copy of the CTG APA to the Court as a Confidential Exhibit. Key
terms of the CTG APA are as follows:

The Purchased Assets comprise inventory and goodwill for the “Stationery”,

“Signature” and “Pet” product lines. Inventory includes goods in transit;

Inventory is to be valued based on a formula to be applied according to the aging
of inventory. Both inventory on hand and goods in transit will be subject to a final
count and valuation, with the CTG APA providing an adjustment mechanism for

under/over adjustments;
Payment for goodwill of $300,000;
A deposit of $50,000;

CTG will allow Encore to continue selling its open orders received prior to
September 2, 2011, allowing Encore to continue earning gross margin on sales

made;
Title to be transferred by way of a vesting order; and

Closing to occur immediately after Court approval.

RECOMMENDATION

41.

In its capacity as Proposal Trustee, Farber believes that the transaction under the CTG

APA is commercially reasonable in the circumstances and recommends approval of the

transaction for the following reasons:

The market has been extensively canvassed as set out in the Richter’s Report.
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The purchase price is the highest and best offer received for these assets, is close to
the overall book value and is significantly higher to what would be achieved in a
bankruptcy liquidation (A copy of the Gordon Brothers Appraisal dated June 13,
2011 will be made available as a Confidential Appendix 1 for the Court’s review.)

Throughout August and September 2011, Farber as prospective Proposal Trustee

was kept apprised of the Sales Process.

Callidus as senior secured creditor was consulted and advised throughout the Sales

Process.

Callidus supports the CTG APA transaction.

The Related Party Secured Creditors, with subordinate ranking security support the

transaction.

Time is of the essence to complete the CTG APA transaction based on the CTG’s
timetable as well as to minimize holding and operating costs.

The proceeds from the CTG APA will partially pay-down the Callidus loans.

This transaction represents the sale of significant business lines in the Everyday
business segment, which Encore had determined it would exit in August 2011.
There remains scope for an en-bloc transaction to purchase the Seasonal Business
segment and Encore’s perceived strength, which preserves the prospect of a going

concern sale and related employment.

CONTINUATION OF SALES PROCESS

42.

Both Richter and Encore continue to negotiate with the parties interested in other product
lines, including the strong Seasonal segment. All of these parties were identified as part
of the Sales Process conducted through August 2011. However, more time is required to
conduct further due diligence and negotiate terms and conditions of any offer. Farber has

been monitoring the progress of these negotiations.
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43.

44,

Callidus as the senior lender remains supportive of these efforts, during which time
Encore will also focus on operating the business in the normal course, including servicing

the Seasonal sales for Halloween and Christmas.

Callidus has requested and Encore supports that Farber, as Proposal Trustee, be
authorized and directed to continue the Sales Process, and to use the services of Richters,

where appropriate, to complete the Sales Process.

PERFORMANCE FEE

45.

Pursuant to the Sales Process engagement terms negotiated with Encore, on the closing of
one or more transactions, Richters was entitled to a partial contingency fee
(“Performance Fee”) of $75,000 (plus HST). The fee is payable once the CGT APA
transaction closes. This Performance Fee is consented to by Encore, as well as Callidus,

in its capacity as senior lender.

PROFESSIONALS CHARGE

46.

In order to protect the fees and expenses of the Proposal Trustee, its counsel, Richters and
Encore’s legal counsel, the Proposal Trustee seeks a charge on the property and assets of
the Debtors pursuant to s. 64.2(1) of the BIA, ranking in priority to claims of all secured
and unsecured creditors, to secure payment of reasonable fees and expenses of the
Proposal Trustee, its counsel, Richters and Encore’s legal counsel, to a maximum of

$500,000 (the “Professionals Charge”).

RECOMMENDATIONS

47.

For the reasons set out above, the Proposal Trustee respectfully recommends that this

Honourable Court;

(@) Approve the Proposal Trustee’s First Report and the activities described

therein;
(b) Grantan Order approving the CTG APA;

(c) Authorize and direct the Proposal Trustee to continue the Sales Process with

the assistance of Richters, where applicable;
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(d) Grant an order approving the Professionals Charge; and

(e) Grant an order approving the Richter Performance Fee payment.

All of which is respectfully submitted this 30" day of September, 2011.

A. FARBER & PARTNERS INC,, in its
capacity as Trustee acting in re the proposal of
Encore Sales

B Vb ) Olw—'k'\,t,/} L\o-j
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I * I Office of the Superintendent
of Bankruptcy Canada

An Agency of

Industry Canada
District of Ontario
Division No. 09 - Toronto
Court No. 31-1543925
Estate No. 31-1543925

Bureau du surintendant
des faillites Canada

Un organisme
d’Industrie Canada

In the Matter of the Notice of Intention to make a

proposal of:

ENCORE SALES
Insolvent Person

A. FARBER & PARTNERS INC.

Trustee

Date of the Notice of Intention:

September 27, 2011

CERTIFICATE OF FILING OF A NOTICE OF INTENTION TO MAKE A PROPOSAL

Subsection 50.4 (1)

I, the undersigned, Official Receiver in and for this bankruptcy district, do hereby certify that the aforenamed
insolvent person filed a Notice of Intention to Make a Proposal under subsection 50.4 (1) of the Bankruptcy and

Insolvency Act.

Pursuant to subsection 69(1) of the Act, all proceedings against the aforenamed insolvent person are stayed as of

the date of filing of the Notice of Intention.

Date: September 28, 2011, 10:07

E-File/Dépobt Electronique

Official Receiver

25 St. Clair Avenue East, 6th floor, Toronto, Ontario, Canada, M4T1M2, (877)376-9902

I+l

Canada



IN THE MATTER OF THE PROPOSAL OF
ENCORE SALES, A PARTNERSHIP FORMED UNDER THE LAWS
OF THE PROVINCE OF ONTARIO BETWEEN
1326281 ONTARIO LIMITED AND 1326282 ONTARIO LIMITED
OF THE CITY OF VAUGHAN, IN THE PROVINCE OF ONTARIO

NOTICE OF INTENTION TO MAKE A PROPOSAL

TAKE NOTICE THAT:

L The undersigned Encore Sales, A Partnership, an insolvent person, pursuant to Subsection
50.4(1) of the Bankruptcy and Insolvency Act, intends to make a Proposal to its creditors,

2 A Farber & Partners Inc, of 150 York Sireet, Suite 1600, Toronto, Ontario, a licensed Trostee, has
consented to act as Trustee under the Proposal and a copy of the Consent is attached hereto.

3. A list of the names of the known creditors with claims amounting to $250 or more and the
amounts of their elaims is attached.

4, Pursuant to Section 69 of the Bankruptcy and Insolvency Act, all proceedings against the company
are stayed as of the date of filing this Notice with the Official Receiver in its locality.

DATED AT TORONTO this_A 7. day of Sepfember, 2011.

ENCORE SALES, A PARTNER,

Per: Howard Bloomberg /
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5000 YONGE STREET, 10TH FLOOR, TORONTO, CANADA M2N 7E9
www,chaitons.com

September 28, 2011

A. Farber & Partners Inc.
150 York Street, Suite 1600
Toronto, ON M5H 385

Attention: Gary Lifman
Re: Encore Sales (the “Partnership”), a partnership between 1326281 Ontario Limited

(“281”) and 1326282 Ontario Limited (“282” and together with 281, the “Partners”
and each a “Partner”)

Dear Mr. Lifman,

In accordance with your instructions, we have reviewed the documents described below to
determine their validity and enforceability against a trustee in bankruptcy of the estate of
the Partnership.

Callidus Capital Corporation (“Callidus”), as assignee of HSBC Bank Canada (“HSBC”)

HSBC made certain credit facilities available to the Partnership. The Partnership’s
indebtedness to HSBC under these credit facilities is secured by, inter alia, a General Security
Agreement dated May 27, 2009 (the “GSA”). Pursuant to an Assignment Agreement dated
August 14, 2009 among Callidus, HSBC, the Partnership and others, HSBC sold, transferred,
conveyed and assigned all of its right, title and interest in and to, inter alia, the GSA to
Callidus effective as at August 14, 2009 and the indebtedness secured thereby. The GSA, as
assigned to Callidus, is hereinafter referred to as the “Callidus Security”.

Wolgo Holdings 1990 Limited (“Wolgo”)

General Security Agreement dated October 28, 2002 granted by the Partnership in favour of
Wolgo (the “Wolgo Security”).

Crinis Holdings (1990) Limited (“Crinis”)

General Security Agreement dated October 28, 2002 granted by the Partnership in favour of
Crinis (the “Crinis Security”).

Lorne Bloomberg (“Lorne”)

General Security Agreement dated October 28, 2002 granted by the Partnership in favour of
Lorne (the “Lorne Security”).
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David Bloomberg (“David”)

General Security Agreement dated October 28, 2002 granted by the Partnership in favour of
David (the “David Security”).

Jordon Bloomberg (“Jordon”)

General Security Agreement dated October 28, 2002 granted by the Partnership in favour of
Jordon (the “Jordon Security”).

Stephen Bloomberg (“Stephen”)

General Security Agreement dated October 28, 2002 granted by the Partnership in favour of
Stephen (the “Stephen Security”).

The Callidus Security, the Wolgo Security, the Crinis Security, the Lorne Security, the David
Security, the Jordon Security and the Stephen Security are hereinafter collectively referred to
as the “Security”. Callidus, Wolgo, Crinis, Lorne, David, Jordon and Stephen are hereinafter
collectively referred to as the “Secured Lenders” and each a “Secured Lender”.

Opinion

Subject to the assumptions and qualifications hereinafter set out, we are of the opinion
that:

Callidus Security

1. The Callidus Security creates a security interest in favour of Callidus as assignee of
HSBC in all present and future undertaking and personal property (as defined in the
Personal Property Security Act (Ontario) (the “PPSA”) of the Partnership and all
proceeds thereof, including without limitation all goods, accounts, chattel paper,
documents of title, instruments, intangibles, money and securities (as those terms
are defined in the PPSA).

2. The Callidus Security secures the repayment and discharge of all indebtedness,
obligations and liabilities of the Partnership to Callidus.

3. Pursuant to the terms of Acknowledgement and Confirmation of Security
agreements dated August 14, 2009 and December 15, 2009, the Partnership
confirmed and agreed, inter alia, that (a) all references to “Indebtedness” in the GSA
shall mean all indebtedness, obligations and liabilities of the Partnership to HSBC, as
assigned to Callidus and/or directly to Callidus and (b) the Callidus Security
continues to be valid and enforceable against it in accordance with its terms.

4. A financing statement was registered by HSBC against the Partnership pursuant to

the PPSA on February 15, 1999 as registration no. 19990215 1637 8028 6044 (file
number 848461185), perfecting HSBC’s security interest in the Partnership’s
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personal property located in Ontario, other than consumer goods. Pursuant to a
financing change statement registered on August 18, 2009 as registration no.
20090818 0950 1862 3530, reflecting the assignment to Callidus. Accordingly, the
Callidus Security is valid and enforceable against a trustee in bankruptcy of the
estate of the Partnership.

Pursuant to Subordination Agreements each dated May 27, 1999 granted by each of
Encore Sales Limited, Howard Bloomberg, 281, 282, Wolgo, Crinis, Shel-Lorne
Holdings Inc. and Irving Bloomberg (collectively, the “Original Subordinate
Lenders”) and Subordination and Postponement Agreements each dated October
24, 2008 granted by each of Stephen, Jordon, David and Lorne (collectively with the
Original Subordinate Lenders, the “Subordinate Lenders”), each of the Subordinate
Lenders agreed that, inter alia, (a) all amounts owed to them by the Partnership are
postponed and subordinated to and in favour of all amounts owed by the
Partnership to Callidus, as assignee of HSBC and (b) all existing and future security
delivered by the Partnership to the respective Subordinate Lender is postponed and
subordinated to and in favour of any present and future security delivered by the
Partnership to Callidus.

Pursuant to the terms of Acknowledgement and Confirmation of Security
agreements dated August 14, 2009 and December 15, 2009, each Partner
confirmed and agreed, inter alia, that (a) all references to “Bank Indebtedness” in its
respective subordination agreement shall mean all indebtedness, obligations and
liabilities of the Partnership to HSBC, as assigned to Callidus and/or directly to
Callidus, (b) all references to “Bank Securities” in its respective subordination
agreement shall mean all security or securities held by HSBC as assigned to Callidus
and/or directly by Calliuds for the Bank Indebtedness and (c) its respective
subordination agreement continues to be valid and enforceable against it in
accordance with its respective terms.

Wolgo Security:

7.

The Wolgo Security creates a security interest in favour of Wolgo in all present and
future undertaking, assets, and property, both real and personal, of the Partnership,
including without limitation, all accounts receivable, inventory, equipment, chattel
paper, documents of title, securities and instruments, intangibles, books and
records, substitutions (as those terms are defined in the PPSA) and all proceeds of
the foregoing.

The Wolgo Security secures the payment and satisfaction of all obligations of the
Partnership to Wolgo, including without limitation the Indebtedness (as such term is
defined in a Restated Loan Agreement and Guarantee between Wolgo and the
Partnership dated October 28, 2002).

A financing statement was registered by Wolgo against the Partnership pursuant to
the PPSA on August 19, 2011 as registration no. 20110819 1949 1531 5711 (file
number 672338178), perfecting Wolgo’s security interest in the Partnership’s
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personal property located in Ontario, other than consumer goods. Accordingly, the
Wolgo Security is valid and enforceable against a trustee in bankruptcy of the estate
of the Partnership.

Crinis Security:

10.

11.

12.

The Crinis Security creates a security interest in favour of Crinis in all present and
future undertaking, assets, and property, both real and personal, of the Partnership,
including without limitation, all accounts receivable, inventory, equipment, chattel
paper, documents of title, securities and instruments, intangibles, books and
records, substitutions (as those terms are defined in the PPSA) and all proceeds of
the foregoing.

The Crinis Security secures the payment and satisfaction of all obligations of the
Partnership to Crinis, including without limitation the Indebtedness (as such term is
defined in a Restated Loan Agreement and Guarantee between Crinis and the
Partnership dated October 28, 2002).

A financing statement was registered by Crinis against the Partnership pursuant to
the PPSA on August 19, 2011 as registration no. 20110819 1949 1531 5712 (file
number 672338187), perfecting Crinis’s security interest in the Partnership’s
personal property located in Ontario, other than consumer goods. Accordingly, the
Crinis Security is valid and enforceable against a trustee in bankruptcy of the estate
of the Partnership.

Lorne Security:

13.

14.

15.

The Lorne Security creates a security interest in favour of Lorne in all present and
future undertaking, assets, and property, both real and personal, of the Partnership,
including without limitation, all accounts receivable, inventory, equipment, chattel
paper, documents of title, securities and instruments, intangibles, books and
records, substitutions (as those terms are defined in the PPSA) and all proceeds of
the foregoing.

The Lorne Security secures the payment and satisfaction of all obligations of the
Partnership to Lorne, including without limitation the Indebtedness (as such term is
defined in a Restated Loan Agreement and Guarantee between Lorne and the
Partnership dated October 28, 2002).

A financing statement was registered by Lorne against the Partnership pursuant to
the PPSA on August 19, 2011 as registration no. 20110819 1949 1531 5707 (file
number 672338133), perfecting Lorne’s security interest in the Partnership’s
personal property located in Ontario, other than consumer goods. Accordingly, the
Lorne Security is valid and enforceable against a trustee in bankruptcy of the estate
of the Partnership.
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David Security:

16.

17.

18.

The David Security creates a security interest in favour of David in all present and
future undertaking, assets, and property, both real and personal, of the Partnership,
including without limitation, all accounts receivable, inventory, equipment, chattel
paper, documents of title, securities and instruments, intangibles, books and
records, substitutions (as those terms are defined in the PPSA) and all proceeds of
the foregoing.

The David Security secures the payment and satisfaction of all obligations of the
Partnership to David, including without limitation the Indebtedness (as such term is
defined in a Restated Loan Agreement and Guarantee between David and the
Partnership dated October 28, 2002).

A financing statement was registered by David against the Partnership pursuant to
the PPSA on August 19, 2011 as registration no. 20110819 1949 1531 5709 (file
number 672338151), perfecting David’s security interest in the Partnership’s
personal property located in Ontario, other than consumer goods. Accordingly, the
David Security is valid and enforceable against a trustee in bankruptcy of the estate
of the Partnership.

Jordon Security:

19.

20.

21.

The Jordon Security creates a security interest in favour of Jordon in all present and
future undertaking, assets, and property, both real and personal, of the Partnership,
including without limitation, all accounts receivable, inventory, equipment, chattel
paper, documents of title, securities and instruments, intangibles, books and
records, substitutions (as those terms are defined in the PPSA) and all proceeds of
the foregoing.

The Jordon Security secures the payment and satisfaction of all obligations of the
Partnership to Jordon, including without limitation the Indebtedness (as such term
is defined in a Restated Loan Agreement and Guarantee between Jordon and the
Partnership dated October 28, 2002).

A financing statement was registered by Jordon against the Partnership pursuant to
the PPSA on August 19, 2011 as registration no. 20110819 1949 1531 5708 (file
number 672338142), perfecting Jordon’s security interest in the Partnership’s
personal property located in Ontario, other than consumer goods. Accordingly, the
Jordon Security is valid and enforceable against a trustee in bankruptcy of the estate
of the Partnership.
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Stephen Security:

22. The Stephen Security creates a security interest in favour of Stephen in all present
and future undertaking, assets, and property, both real and personal, of the
Partnership, including without limitation, all accounts receivable, inventory,
equipment, chattel paper, documents of title, securities and instruments,
intangibles, books and records, substitutions (as those terms are defined in the
PPSA) and all proceeds of the foregoing.

23. The Stephen Security secures the payment and satisfaction of all obligations of the
Partnership to Stephen, including without limitation the Indebtedness (as such term
is defined in a Restated Loan Agreement and Guarantee between Stephen and the
Partnership dated October 28, 2002).

24, A financing statement was registered by Stephen against the Partnership pursuant to
the PPSA on August 19, 2011 as registration no. 20110819 1949 1531 5710 (file
number 672338169), perfecting Stephen’s security interest in the Partnership’s
personal property located in Ontario, other than consumer goods. Accordingly, the
Stephen Security is valid and enforceable against a trustee in bankruptcy of the
estate of the Partnership.

Searches

1. A Business Names Report produced on September 15, 2011 by the Ministry of
Consumer and Business Services Company and Personal Property Security Branch
indicates that the Partnership is a general partnership whose name was registered
under the Business Names Act (Ontario) on November 30, 1998 as “Encore Sales”. It
also reveals that the Partnership’s partners are 281 and 282. The Partnership does
not appear to have a French-form of name. The Security evidences that the
Partnership originally had three partners being, 281, 282 and Encore Sales Limited.
The Partnership’s accountant has advised that Encore Sales Limited ceased to be a
partner effective as at November 30, 2004.

2. A Corporation Profile Report produced on September 16, 2011 by the Ministry of
Consumer and Business Services Company and Personal Property Security Branch
indicates that 281 was incorporated on November 19, 1998 as “1326281 Ontario
Limited”. 281 does not appear to have changed its name since the date of
incorporation and does not appear to have a French-form of name.

3. A Corporation Profile Report produced on September 16, 2011 by the Ministry of
Consumer and Business Services Company and Personal Property Security Branch
indicates that 281 was incorporated on November 19, 1998 as “1326282 Ontario
Limited”. 282 does not appear to have changed its name since the date of
incorporation and does not appear to have a French-form of name.

4, We obtained a enquiry response certificate from the Ontario Personal Property
Security Registration System in respect of registrations under the Personal Property

Doc#1211646v1



Page 7

Security Act (Ontario) (“PPSA”) which were outstanding as at September 14, 2011
against the Partnership. The certificate reveals the registration of the financing
statements and financing change statements against the Partnership described in
Schedule “A” hereto.

We also performed a search in the Province of Ontario for notices of intention
registered pursuant to the Bank Act (Canada) against the Partnership at September
15, 2011. This search revealed no Bank Act (Canada) registrations against the
Partnership.

Scope of Review, Assumptions and Qualifications

Our opinion expressed herein is limited to the laws of Ontario and to the laws of Canada
applicable therein. This opinion is based solely on a review of copies of the Security and our
searches of the governmental records referred to above. We have not reviewed any other
documentation or made any other enquiries about matters which may affect the validity
and enforceability of the Security.

For the purposes of this opinion we have assumed that:

1.

“Encore Sales” is the correct name as set out in the aforementioned Business Names
Report and that the Partnership does not have a French form of name;

the Security was duly authorized, executed and delivered by the Partners on behalf
of the Partnership to the respective Secured Lender;

the genuineness of all signatures (whether on originals or copies of documents), the
conformity to original documents submitted to us as notarial, certified, conformed,
photostatic or telecopies copies thereof and the authenticity of the originals of such
documents;

there are no agreements or other facts which might affect the validity or
enforceability of any of the Security which are not apparent from a review of the
Security;

consideration/value was given by the respective Secured Lender to the Partnership;

the Partnership and the Partners each has rights in its respective personal property
so that attachment occurred within the meaning of the PPSA;

neither Partner has any right, title and interest in and to any assets properties and
undertakings, other than the assets, properties and undertakings of the Partnership;

the chief executive office of the Partnership and each Partner was located in Ontario
at all relevant times for the purposes of the PPSA;

Doc#1211646v1



10.

11.

12.

Page 8

the Partnership has the capacity to borrow money in Ontario, to provide the
Security, to execute and deliver the Security and to perform the covenants contained
therein on its part to be performed;

all applicable securities laws and regulations have been complied with in the
granting and issuance of the Security;

the financial assistance by corporation provisions previously contained in section 20
of the Business Corporations Act (Ontario) and since repealed, do not apply to any
part of the transactions being commented upon herein to impact upon the validity
and enforceability of the Security; and

the indices and filing systems at the public offices where we have searched or
enquired or have caused searches or enquiries to be completed were accurate,
current and complete.

The opinions expressed herein are also subject to the following qualifications:

1.

we express no opinion on whether the Security can be attacked under the
Bankruptcy and Insolvency Act (Canada) or any other federal or provincial legislation
as a fraudulent conveyance, preference, transaction at undervalue or otherwise;

we express no opinion as to the priority of the Security including, but not limited to
as against unregistered statutory trusts or liens;

we express no opinion as to the validity of any security interest in any contractual
rights or Crown debts, which, by their terms, cannot be the subject of a security
interest without the consent, authorization or approval of third parties;

we express no opinion with respect to the creation or perfection of a security
interest pursuant to the Canada Shipping Act (Canada), the Copyright Act (Canada),
the Industrial Design Act (Canada), the Integrated Circuit Topography Act (Canada), the
Patent Act (Canada), and the Plant Breeders’ Rights Act (Canada), the Railway Act
(Canada), the Trade Marks Act (Canada) or the consequences of compliance or non-
compliance with such statutes;

enforceability of the Security may be limited by bankruptcy, insolvency,
reorganization, receivership, moratorium, arrangement or winding-up laws or other
similar laws affecting the enforcement of creditors’ rights generally;

enforceability of the Security may also be limited by equitable principles including
the principle that equitable remedies such as specific performance and injunction
may only be granted in the discretion of a court of competent jurisdiction;

the PPSA imposes certain obligations on secured creditors which cannot be varied by
contract. The PPSA may also affect the enforcement of certain rights and remedies
contained in the Security to the extent that those rights and remedies are
inconsistent with and contrary to the PPSA; and
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8. this opinion is not to be taken as relating to any property or assets which are located

outside the Province of Ontario, or as to the validity or enforceability of the Security
insofar as it relates to such property.

We trust the above is satisfactory for your purposes. Should you have any questions, please
contact the undersigned.

Yours truly,
CHAITONS LLP

Chashors 2217
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SCHEDULE “A”

See attached.
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