COURT FILE NUMBER

COURT

JUDICIAL CENTRE

APPLICANTS

DOCUMENT

ADDRESS FOR SERVICE AND
CONTACT INFORMATION OF
PARTY FILING THIS
DOCUMENT

1301-02432

COURT OF QUEEN’S BENCH OF ALBERTA

CALGARY

IN THE MATTER OF THE COMPANIES' CREDITGR
ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE
OR ARRANGEMENT OF RS TECHNOLOGIES INC.

THIRD REPORT OF FTI CONSULTING CANADA
INC., IN ITS CAPACITY AS MONITOR OF RS
TECHNOLOGIES INC.

June 21, 2013

MONITOR
FTI Consulting Canada Inc.
1000, 8883 Street S.W.
Calgary, AB T2P 5C5
Deryck Helkaa/Dustin Olver
Telephone: (403) 444-5372/(403) 444-5383
Fax: (403) 444-6758
E-mail: deryck.helkaa@fticonsulting.com
dustin.olver@fticonsulting.com

COUNSEL

McCarthy Tétrault LLP

Suite 3300, 421 - 7th Avenue SW

Calgary, AB T2P 4K9

Sean F. Collins/Walker MacLeod

Telephone: (403) 260-3531/(403) 260-3710

Fax: (403) 260-3501

Email: scollins@mccarthy.ca
wmacleod@mccarthy.ca



THIRD REPORT OF FTI CONSULTING CANADA INC., INITS CAPACITY AS
MONITOR OF RS TECHNOLOGIES INC.

INDEX
INTRODUCTION ...ttt e et sttt r e s a e e r e et bt n e et eresne e eneenes 2
PURPOSE OF THIS REPORT ...ttt st 3
TERMS OF REFERENCE........cciiiii et 4
UPDATE ON THE ACTIVITIES OF THE MONITOR......cccciiiiiiiicic e 4
OPERATIONAL UPDATE.....co ettt sttt st s st st nne e 4
UPDATE ON THE CCAA PROCEEDINGS........ccceciiiietnineetn ettt e 5
FINANCIAL UPDATE ..ottt 5
DISCLAIMER O ARMOR CONTRACT.......cciiiiiiiiieciic et 8
REVERSE CLAIMS PROCESS ...ttt st 8
SISP PROCESS ...ttt ettt sttt e h e et b bt b e e e e bt re e e ne e 10
STAY EXTENSION AND UPDATED CASH FLOW FORECAST.......cccooviiiiiiniiiiic e 17

LISTING OF APPENDICES

APPENDIX A - Cash flow forecast



INTRODUCTION

1)

2)

3)

4)

5)

By Order of this Court dated March 14, 2013 (ttwitial Order "), RS Technologies

Inc. (the ‘Applicant”, “RS’ or the “Company’) obtained protection from its creditors
under theCompanies' Creditors Arrangement Act, R.S.C. 168&-36 as amended (the
"CCAA™").

The Initial Order, among other things, granteday sif proceedings until April 12, 2013,
(the “Stay Period’), and appointed FTI Consulting Canada IndTI' Consulting”) as
monitor (the Monitor”) of the Applicant in these proceedings (th&€CAA
Proceedings).

On March 27, 2013 this Honourable Court grantedather approving a key employee
retention plan and allowing RS with approval frdme Monitor to make certain payments
to critical suppliers on account of pre-filing ajdtions. Two other Orders were also
granted on this date. The first was an Order (Beverse Claims Ordeft) authorizing
the Monitor in consultation with the Company to iepent a reverse claims procedure
(the “‘Reverse Claims Procedure€$. The second was an Order (th8ISP Approval
Order”) approving the proposed sales and investor sation procedures §ISP’) and
accompanying asset and share purchase agreement“Qiedit Bid Purchase
Agreement) put forth by Werklund Capital CorporationWerklund”) and Melbye
Skandinavia AS Melbye”) (collectively “Werklund/Melbye” or the ‘Stalking Horse
Credit Bidder™).

By Order of this Court dated April 11, 2013 (th&tdy Extension Order) the
Applicant’s Stay Period was extended until andudoig June 28, 2013.

Further background information regarding the Apgiic and the CCAA Proceedings
(including Monitor’s reports and affidavits filed support of the various applications by
the Applicant) has been posted on the Monitor’s sitebfor the CCAA Proceedings at

http://cfcanada.fticonsulting.com/RS

ﬁFTl



PURPOSE OF THIS REPORT

6) The purpose of this third report of the Monitorg(tihird Report ™) is to:

@

(b)

(©)

(d)

(e)

(®

(9)

provide this Honourable Court with an update webkpect to the operational and
financial performance of RS since the Second Regfaitte Monitor, dated April
10, 2013, including the Applicant’'s budget to attoash flow results for the
period from March 14, 2013 to June 15, 2013 (fReporting Period”) ;

provide this Honourable Court with an update widspect to the disclaimer
notice issued by RS to Armor Utility Pty LimitedAfmor ”) pursuant to section
32 of the CCAA ;

provide an update with respect to the Reverse Gl&ircedure;

summarize the Monitor’s execution of the apprové&sPSand the results thereof;

an update as to the status of negotiations withStia¢gking Horse Credit Bidder

with respect to the anticipated closing of the @rBal Purchase Agreement;

comment on the Applicant’s request to extend thg of proceedings to July 31,

2013 and updated cash flow projections to July2813; and

advise of the extension of the expiry date of thterim Financing Facility from
June 15, 2013 to June 28, 2013.



TERMS OF REFERENCE

7

8)

9)

In preparing this report, the Monitor has reliedmpnaudited financial information of
the Applicant, RS's books and records, certainnfired information prepared by the
Applicant and discussions with the Applicant's ngement. The Monitor has not
audited, reviewed or otherwise attempted to vehfyy accuracy or completeness of the
information. Accordingly, the Monitor expresses awinion or other form of assurance
on the information contained in this report oredlion in its preparation. Future oriented
financial information reported or relied on in pageimg this report is based on
management's assumptions regarding future evesitsglaesults may vary from forecast

and such variations may be material.

Capitalized terms not otherwise defined herein hi&seemeaning given to them in the
Elliott Initial Order Affidavit, Initial Order, Regrse Claims Order, SISP Approval Order
and SISP.

Unless otherwise stated, all monetary amounts owdaherein are expressed in

Canadian dollars.

UPDATE ON THE ACTIVITIES OF THE MONITOR

OPERATIONAL UPDATE

10)

11)

Since the granting of the Initial Order, the Applit's operations have continued with no
material changes. Since the Monitor's Second Reploet Applicant has been able to
arrange for continuation of services from suppliansl the Applicant’'s employees and
the majority of their suppliers have been suppertf RS’s restructuring efforts.
Throughout the CCAA Proceedings, RS has been imuamcation with its customers
and to date RS has not experienced any signifidatatys or cancellation of customer

orders.

The general support from RS’s employees, suppéeds customers has allowed RS to

operate in the normal course since the grantingefnitial Order.

ﬁFTl



UPDATE ON THE CCAA PROCEEDINGS

12)

13)

The Monitor continues to work closely with the Ajgaint's management and its legal
counsel with respect to the continuation of thisgeeding. The Monitor has been
provided appropriate access to information relevarhe CCAA Proceedings to allow it
to complete its duties as set out in the Initial€@r The Monitor has also implemented
certain review procedures to ensure appropriatesmig over the Applicant’s business.

These review procedures include, but are not lonite

@) continuing review of disbursements on a bi-weeklgib;

(b) continuing review of variance analysis on a bi-wedlasis; and

(c) monitoring of operational matters which may dingatir indirectly affect the

business of RS.

RS has continued to work cooperatively with the Mamwith respect of these issues.



FINANCIAL UPDATE

14)  The table below summarizes receipts and disburssnfremn March 14, 2013 to June 15,
2013 (the Reporting Period’) as compared to the cash flow forecast presemdte
Elliott Initial Order Affidavit (the ‘Original Cash Flow Forecast):

[Period: March 14, 2013 to June 15 | Forecagt Actugl vae |
Opening Cash Balance 219,498 158,807 (60,691)
Cash Receipts 1,683,750 2,271,592 587,842
Overhead Expenses (1,387,780) (1,321,850) 65,930
Operating Expenses (559,822) (566,507) (6,685)
Capital Expenditures (130,000) (58,231) 71,769
Material Costs (1,240,000) (991,266) 248,734
Interim Financing Fees (149,500) - 149,500
Professional/Legal Fees (425,000) (393,454) 31,546
Cash Disbursements (3,892,102) (3,331,309) 560,793
Change in Cash (2,208,352) (1,059,717) 1,148,636
Ending Cash from operations (1,988,854) (900,910) 1,087,945

Interim Financing Beginning outstanding -

Interim Financing draws 1,150,000
Interim Financing Ending outstanding 1,150,000
Total cash on hand including cash from financing 249,090

15) Opening cash was $60,691 less than expected. Hriance was due to a timing
difference. RS expected to receive approximatel®,@® from one of its customers
immediately prior to filing however this cash rqueivas delayed received subsequent to

the granting of the Initial Order.



16) Actual cash receipts for the Reporting Period &mtal$2,271,592 which was
approximately $587,842 greater than projected ceskipts. The variance resulted from
a combination of the Applicant’s diligent efforts ¢ollect on outstanding receivables and
stronger than expected demand for the Applicantlyct in Ontario throughout the
CCAA Proceedings.

17) Actual cash disbursements for the Reporting Petmdled $3,331,309 which was

$560,793 less than projected. The main reasorthdorariance are as follows:

@) a positive variance in the capital expendituregegaty of $71,769 mainly due to
timing as capital repairs of approximately $101,0@%e been committed to and
costs accrued however only $58,000 of this has pa&h The original cash flow
forecast contemplated $130,000 of capital experafitdor the CCAA to date.
Material costs are $248,000 less than expectedhierCCAA to date. These
variances are a result of timing and are expeaea@\erse in future weeks (see
discussion of revised forecast below);

(b) a positive variance of $149,500 in the debtor-isqession fee category. The
Original Cash Flow Forecast contemplated a commmtrfee of 5% on the total
facility which was contemplated to be $2.75 millipaid upon approval, however,
the final approved Interim Financing Facility calleor the commitment fee to be
payable upon repayment of the facility, as suchcammitment fee was paid

during the Reporting Period; and

(c) a positive variance of $31,546 in the professidiea category. The positive
variance CCAA to date is due to timing and expedteceverse in future weeks

(discussed in further detail below).

18)  Overall throughout the Reporting Period, RS’s raathcflow was $1,087,945 greater than
projected in the Original Cash Flow Forecast. AsJahe 15, 2013 there has been
$1,150,000 drawn on the Interim Financing Facility.

ﬁFTl



19)

The Original Cash Flow Forecast demonstrated cdstv fheeds of $1,988,854
throughout the Reporting Period. Therefore, oveta draw on the Interim Financing

Facility was less than cash needs estimated i@tlggnal Cash Flow Forecast.

DISCLAIMER OF ARMOR CONTRACT

20)

21)

22)

23)

Prior to the CCAA Proceedings RS entered into &ildigion agreement (theArmor
Agreement’) with Armor dated March 30, 2012.

On April 5, 2013 RS, with the approval of the Mamjtprovided Armor with notice of its
intent to disclaim the Armor Agreement pursuanseation 32 of the CCAA. On April
22, 2013, Armor filed an application to oppose theclaimer notice. This application

was subsequently adjournsihe die

The Monitor understands that additional materiddsehbeen filed in relation to the

disclaimer notice and that the Company’s legal selhas questioned Armor’s affiant.

The Monitor understands that the Company’s cousseloving forward expeditiously in
seeking a formal resolution with respect to theldisner of the Armor Agreement. The
Monitor notes that final determination of the d&uoier notice will likely be required
prior to completing the transaction with the StatkHorse Credit Bidder, as discussed in
further detail below.

REVERSE CLAIMS PROCESS

24)

On April 11, 2013 this Honourable Court approvee@ tReverse Claims Procedure.
Pursuant to the Reverse Claims Order the Monitor:

@) Sent, by ordinary mail, a Claims Document Packagalltknown creditors on or
around April 18, 2013. The Claims document Packageded;

i. a Claims Notice advising the claim each credit@ &gainst the Applicant
as determined by the Applicant with the assistaricee Monitor;



il. a Proof of Claim form,;
il a copy of the Reverse Claims Order;

(b) Caused a Notice to Creditors substantially in thienf outlined in the Reverse
Claims Order to be published in the Calgary HemldApril 23, 2013 and April
26, 2013 and in the Globe and Mail on April 22, 2@hd April 26, 2013; and

(c) On April 17, 2013, the Notice to Creditors, Clai®cument Package and

Reverse Claims Order was posted on the Monitorissite.

25) The Claims Notice advised creditors that if theyeag with the amount and type of
claim stated in the Claims Notice they need ngboed, however, if they disagreed with
the amount or type of claim they were to fill ouRof of Claim form and return it to the
Monitor. The Monitor accepted the Proof of Claims behalf of the Company as
prescribed by the Reverse Claims Procedure. AlbfPab Claims were collected and

delivered to the Company to be analyzed.

26) 17 parties filed Proof of Claim forms with the Maoi that differed from the amounts set
out as owing in the Claims Notice. The Companydiase accepted the claims as set out
in the Proof of Claim in their entirety and/or recded the claims of 16 parties. The
Monitor, in conjunction with the Company, is atteaing to consensually resolve the
Proof of Claim relating to the remaining outstamdataim; however, the Monitor notes

that the variance is not material.

27)  The Monitor also sent Proof of Claim Packages tedhndividuals who held unsecured
promissory notes and to six individuals who wereedvamounts relating to a deferred
share unit plan that was in place to compensatéAg@icant’s directors in respect to
their work as directors. The Monitor understanas the Proof of Claims related to these

matters have been agreed upon.

ﬁFTl
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28)  The Monitor, in consultation with the Company, Ipeevided Proof Claim Packages to
the guarantors (theGuarantor Group”) of the secured debt held by the Canadian
Western Bank (CWB”). The Monitor was advised by the counsel to Gearantor
Group and CWB that the Guarantor Group had acquivedmajority of the CWB debt

and accordingly, the Proof of Claim Packages werspteted to reflect this fact.

29)  Accordingly, the Monitor does not anticipate anyasolved issues with respect to the
Reverse Claims Procedure, other than the deteriminaf the notice to disclaim the

Armor Agreement and the related claim amount, yf. an

30) The claims filed by the Claims Bar Date summariaegisummarized below:

Category Filed Unresolved

No. Value No Value
Secured D $13,518,594 |0 $0
Unsecured 113  $1,307,889 | 1 $7,900

SISP PROCESS

Overview

31) On April 11, 2013, the Court approved the SISP @nedit Bid Purchase Agreement.
The Monitor, on behalf or RS, was tasked with siofig interest in the acquisition of
RS’s assets and/or operations by way of a shaassets purchase in excess of the offer
contemplated in the Credit Bid Purchase Agreeme€&he timeline for that process is

outlined below.

Approval of the SISP Potential Bidder Phase 1 Qualifying Bids Phase 2 Qualifying Bids Auction date 9:30 AM
including the proposed  Deadline 5 PM Mountain  deadline 5 PM Mountain  deadline 5 PM Mountain Mountain Time, if
SISP Procedures time Time Time required

* The timeline presented above is in respect of the proposed SISP only and does not reflect all activities of the
Company or the Court during the CCAA process.
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Advertisement of the SISP

32) On April 12, 2013, the Applicant issued press redsarelating to the Court Order
approving the SISP and the related terms. Thespesases were made via Canada
Newswire and a United States Newswire for dissetiinan Canada and major financial
centers in the United States, Europe and Asia iéacif

33) On April 12, 2013, the Applicant posted a matecizhnge report on SEDAR and a press

release was posted on the Monitor’s website.

34)  On April 17, 2013, the Monitor arranged for newsgrapdvertisements to be placed in
the National Post (National Edition) and Globe avdil (National Edition) to cause

notice of the solicitation process.

Known Potential Bidders

35) The Monitor, with assistance from the Company, teped a list of Known Potential
Bidders for the Property available for sale, thearpunity for the acquisition of the
Shares of the Company, and/or completing a reorgton transaction with the

Company. The list of Known Potential Bidders wasadeped by:

(a) leveraging the historical industry experience ofnagement including their
knowledge of potential strategic buyers and pasike had been approached
or had approached the Applicant with respect tefitsrts to refinance in the

past;

(b) using a proprietary program which has the capghititscreen for potential
strategic buyers who are in a similar industry & d® financial companies

who have investment in these similar industriest an



36)

37)

38)

39)

12

(c) reviewing various trade information websites tonitfy further potential
bidders.

The Monitor also identified various manufacturemsQntario and Alberta who utilize
resin or polymers in their respective manufactugpngcesses who would potentially be

interested in the Company’s corporate attributes.

The Company also advised the Monitor as to varipagies who had previously
expressed interest in the Company’s operationseslsas former parties who assisted RS

in raising equity in the past.

The list of Known Potential Bidders was deliveredtoth the Guarantor Group and
Applicant in order to determine if additional pagishould be added to the list of Known
Potential Bidders. The Monitor was informed tha Guarantor Group was continuing to
seek interested parties to participate in the St8Bughout the process and several
additional Known Potential Bidders were broughtrard which the Monitor included in

the SISP process.

The list of Known Potential Bidders included pasti¢o the Monitor's best reasonable

judgment, that may be interested in acquiring tieees or the assets of RS.

Marketing Teaser, Confidential Information Memorandum and Data Room

40)

The Monitor developed a marketing teaser letter manzing information about the

acquisition opportunity that was distributed ta lef Known Potential Bidders. The

Monitor sought input on the marketing teaser fréva Applicant, Stalking Horse Credit

Bidder and Guarantor Group prior to finalizing. eTmarketing teaser was sent via
regular mail, email and/or fax to approximately 2Qtbwn Potential Bidders on or about
April 18, 2013.
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41) The Monitor, with the assistance of the managenwnthe Company, prepared a

confidential information memorandum (th€IM ”) describing the opportunity to make

an Asset Bid, Restructuring Proposal or a Hybrid. Bi

42)  The Monitor, with the assistance of managemenmpiled an electronic data room

which included, among other things:

(@)

(b)

(©)

(d)

(e)

()

()]

(h)

(i)

)

presentations describing RS’s business and nafuhe endustry;

historical financial information;

financial forecasts;

tax loss information;

listing of current assets;

listing of equipment;

information on RS’s manufacturing plant;

product information including technical studies;

listing of RS’s patents; and

details with respect to the steps that needed ttob®leted as set out in the SISP.
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Potential Bidder Deadline

43) As at 5:00 PM (Mountain Time) on April 29, 2013etPotential Bidder Deadline, the
Monitor received solicitations of interest from P@tential Bidders with respect to the
Teaser Letter. Potential Bidders were requireddliver the participation requirements

outlined below to the Monitor;

(@) an executed confidentiality agreement;

(b) a specific indication of the anticipated sourceapital and preliminary evidence

of the availability of such capital;

(© a letter setting out the Potential Bidder’s ident@ontact information, direct and

indirect owners and principals; and

(d) an executed letter acknowledging and acceptingetddund by the provisions
contained in the SISP Approval Order including 8i18P. A copy of the SISP
Approval Order and SISP was attached to the Iptt@rided by the Monitor.

44)  The Monitor deemed a Potential Bidder a Qualifidth$e 1 Bidder if they met the
requirements set out above and in the Monitor'shiopi such Potential Bidder had the

financial capability to consummate a transaction.

45)  The Monitor in consultation with the Company ané tonitor's counsel allowed for
additional parities to submit the necessary padict requirements after the Potential Bid
Deadline, but advised that the Phase 1 Bid Deadlamefirm.
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Phase 1

46)

47)

48)

On April 29, 2013, after receiving the required enets listed above from Potential
Bidders, the Monitor notified seven Potential Biddef their status as Qualified Phase 1
Bidders via email, delivered a copy of the CIM gdvided such parties with access to

the Company’s electronic data room.

In addition to the above information the Monitoraaged, as requested, for Qualified
Phase 1 Bidders to meet with RS’s management andtimitor as part of their due

diligence process.

Qualified Phase 1 Bidders were required to subnom-Binding Indications of Interest
by 5:00 pm MST on May 21, 2013 in order to be dettmualified Phase 2 Bidder. The

Non-Binding Indications of Interest were requiredriclude:

@) a description of the bid and whether it is a Restning Proposal, Asset Bid or a
Hyrbrid Bid,;

(b) the purchase price, including liabilities beinguamsd,;

(c) the property of RS being included or excluded fitbwn offer;

(d) the structure and source of financing, includimginig necessary to consummate

the transaction and any related financing contiongen

(e) the proposed treatment of employees;

® any anticipated corporate, shareholder or regulaapprovals required to close

the transaction and the anticipated timeline o&mlihg such approvals;

(9) additional due diligence required; and



49)

16

(h) any other terms or conditions material to the taatien

Throughout the SISP the Monitor continually folladvep with Qualified Phase 1 Bidders
via phone and email correspondence to alert thetineoimpending Phase 1 Bid Deadline

and to inquire if the Monitor could be off assistarwith respect to the SISP Procedures.

Phase 1 Bid Deadline

50)

51)

52)

As of 5:00 PM Mountain Time on May 21, 2013 the Mondid not receive any Non-
Binding Indications of Interest and as a result tenitor terminated the SISP
Procedures as it was obliged to do in the circuntgs as mandated by the SISP

Procedures.

On May 22, 2013, the Monitor notified all Qualifi€&hase 1 Bidders that the SISP had
been terminated and the Monitor would be filing aplication seeking the Court’s

approval of the implementation of the Credit Bid¢hase Agreement.

Subsequent to the Phase 1 Bid Deadline, the Moretmgived a non-compliant bid (the
“Non-Compliant Bid” and “Non-Compliant Bidder”). The Monitor analyzed and

considered the Non-Compliant Bid with respect tootss issues including fairness to the
overall sale process, transactional risk and pialentcoveries to all stakeholders as
compared to the bid of the Stalking Horse Credild®r. After such analysis and
discussions with the Company, the Stalking Horsed@rBidder and the Guarantor
Group, the Monitor advised the Non-Compliant Bidtieat it intended to proceed with

the process as contemplated in the SISP and seekpfiroval of the implementation of
the Credit Bid Purchase Agreement. The Monitor baen advised by the Non-
Compliant Bidder that it does not intend to procesth the Non-Compliant Bid.



53)

17

The Monitor advises that negotiations are contiguiatween the Monitor, the Company,
the Stalking Horse Credit Bidder and various stakddrs groups (including the
Guarantor Group) regarding the outstanding itemselation to the completion of an
Asset Bid or Share Bid as contemplated under tlegliCBid Purchase Agreement. The
Monitor is hopeful that negotiations will be comielé in the near term and that an
application for approval of the implementation bétCredit Bid Purchase Agreement

will be brought forward in the near future.

STAY EXTENSION AND UPDATED CASH FLOW FORECAST

54)

55)

56)

57)

In order to complete the negotiations regardingfitiedization of the Credit Bid Purchase
Agreement and the filing of a plan of arrangement@mpromise, if applicable, the
Company is requesting an extension of the stayafgedings to and including July 31,
2013.

The Monitor has prepared a projected cash flowestant for the period of June 17 to
August 3, 2013 to reflect the cash needs duringeheested extended stay period. This
cash flow statement is attached as Appendix “Ahe Tash flow forecast indicates that
the Company will have sufficient liquidity to funid ongoing obligations such that it will
not require an increase in Interim Financing ineorb operate during the requested Stay

Period.

The Interim Financing is not to exceed $2,750,000 the facility was to expire on June
15, 2013. The Interim Financing was extended te X8, 2013 pursuant to an amending
agreement dated June 14, 2013 between the Intenimddr and the Monitor.

The Monitor has requested that a further amendimembade to the Interim Financing to
extend the maturity to July 31, 2013.
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RECOMMENDATIONS

58) Based on the above, the Monitor recommends thatHbnourable Court to approve the

extension of the Stay Period to July 31, 2013.

All of which is respectfully submitted this 2Hay of June, 2013.

FTI Consulting Canada Inc.
in its capacity as the Court-Appointed Monitor
of RS Technologies Inc.

Deryck Helkaa CACIRP
Senior Managing Director
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