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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE EASTERN DISTRICT OF PENNSYLVANIA

In re; : Chapter 11

THE LEGAL COVERAGE GROUP LTD., :'
Bankruptcy No. 18-10494
Debtor.

CHAPTER 11 TRUSTEE’S MOTION FOR ORDER AUTHORIZING THE SALE OF
THE BUSINESS ASSETS OF LEGAL COVERAGE GROUP, LTD. PURSUANT TO
11 U.S.C. § 363 FREE AND CLEAR OF LIENS AND ENCUMBRANCES,
ASSUMPTION AND ASSIGNMENT OF CERTAIN LEASES AND EXECUTORY
CONTRACTS PURSUANT TO 11 U.S.C. § 365, AND APPROVAL OF BIDDING
PROCEDURES AND REQUEST FOR EXPEDITED HEARING THEREON

Leslie Beth Baskin, Chapter 11 Trustee (“Trustee”) for the Legal Coverage Group Ltd.
(“Debtor”), hereby moves the Court for an Order authorizing the sale of the business assets of
Debtor, The Legal Coverage Group, Ltd., pursuant to 11 U,S.C. § 363, free and clear of liens
and encumbrances, assumption and assignment of certain leases and executory contracts
pursuant to 11 U.S.C. § 365, and approval of proposed bidding procedures, and avers as
follows:

JURISDICTION AND VENUE

1. This Court has jurisdiction over the subject matter of the Motion pursuant to 28
U.S.C. §§ 157 and 1334. This matter is a core proceeding within the meaning of 28 U.S.C. §
157(b)(2)(A), (N) and (O).

2. Venue is proper pursuant to 28 U.S.C. §§ 1408 and 1409.

3. The statutory predicates for the relief sought herein are Sections 105 and

363 of the Bankruptcy Code.
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BACKGROUND
4. The Legal Coverage Group Ltd. (“Debtor” or “LCG”) filed this bankruptcy

proceeding on January 26, 2018 (the “Petition Date™).

S. The Court appointed Leslie Beth Baskin to serve as Chapter 11 Trustee by
Order dated March 13, 2018.

6. LCG is a privately held employee legal plan established in 1995, offering
legal plans to employers of all sizes and industries who wish to offer the “HELP” legal plan to
their employees as part of an employee benefit plan (“Enrollees”).

7. Currently, LCG has approximately 28 companies as customers (also known as
“Worksites™), whose employees are offered the benefit of enrolling in the legal plan. As of
January 1, 2019, LCG will have 18 Worksites.

8. LCG currently has 2327 Enrollees who pay to participate. As of January 1,
2019, LCG will have approximately 300.

9. LCG’s principal, Gary A. Frank (“Frank”), committed fraud upon LCG’s
creditors by, infer alia, greatly misrepresenting the size and revenue of the business, by
fabricating documents to support that misrepresentation and by fraudulently taking funds of
LCG.

10. Trustee has continued to operate the business in a much reduced office space
under the general operational management of Anne McKee (“McKee”). The object of
operating the business was to maintain it through the Chapter 11 process in order to sell it as
a going enterprise and to realize more value for the Estate than if it was shut-down and
dissolved with its scant physical assets sold for salvage.

11. McKee has worked at LCG for approximately 15 years. Over those years,

McKee has held various positions and titles at LCG, including assisting enrollees with their
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benefit service needs, working directly with LCG’s attorneys to facilitate and manage the
enrollee services, manage accounts at the Worksite level and providing training and
leadership to the LCG staff.

12. Over the past several years, McKee has had the unofficial title of Executive
Director of Operations and managed the day to day operations of the business. McKee has
never owned any interest in Debtor, nor has she been an officer.

13. Trustee’s Court-appointed accountant, Asterion, Inc. (“Asterion”), has
analyzed the value of the business. Clearly, any such valuation is contingent on uncertain
factors because a large proportion of its Worksites have contracts which they may renew, or
not, on a yearly basis. Accordingly, the value of the business depends on the attrition of its
Worksites. Since the Chapter 11 filing, most Worksites have terminated/not renewed their
contracts. This is due largely to the publicity associated with the fraud perpetrated by Frank.

14. Asterion has issued a report which, infer alia, rates the acquisition of LCG
as a risky investment. Asterion opined that if LCG retains 100 percent of current customers
its fair market value is estimated to be $237,370. If it suffered a 10 percent attrition its value
is estimated at $112,332. If it suffered a 20 percent attrition its value is estimated to be zero.
See Exhibit “A,” a true and correct copy of the August 29, 2018 Valuation Report issued by
Asterion.

15. Given the publicity associated with Frank’s fraud prosecution and LCG’s
bankruptcy, LCG has lost much of its business through termination of Worksite contracts
which termination greatly exceeds 20 percent of LCG’s business.

16. The Trustee has made numerous inquiries to identify possible buyers by

entertaining telephone calls from at least 3 potential purchasers, and supplying information
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as to the financials of the LCG, income of LCG, number of Worksites and enrollees,

software database information, etc.

17. Trustee has located a buyer who is willing to make any offer to purchase
the Business Assets. McKee formed a limited liability company, The HELP Group, LLC
(“HELP Group”) that is willing to accept the risk posed by potential Worksite attrition
based on her own knowledge of the business. See Exhibit “B,” a true and correct copy of

the HELP Group Asset Purchase Agreement (“APA”).

PROPOSED SALE OF THE BUSINESS AND ASSUMPTION AND ASSIGNMENT

OF UNEXPIRED LEASES AND CONTRACTS

18. Trustee respectfully requests the Court’s approval to sell the Business Assets,
free and clear of any and all liens and encumbrances, for $20,000.00 to the HELP Group
pursuant to Exhibit “B,” subject to higher and better bids, if any, as outlined below, with the
proceeds to be deposited in Trustee’s Debtor-in-Possession account,

19.  Attached to the APA is Schedule 1.3 which is a list of Worksites and vendor
contracts which LCG intends to assume and assign to Buyer (or a successful competitive
buyer).'

COMPETING BIDS AND POSSIBLE AUCTION-BIDDING PROCEDURE

20.  Trustee will entertain competing bids to that made by HELP Group by way of
response to the instant Motion, by submission of a competing bid and asset purchase

agreement, which competing bid must be at least $25,000 (“Initial Competing Bid”) and

' It is critical to note that at Schedule 1.3, Trustee has redacted the names and contact information of the
Worksites whose contracts are intended to be assumed by LCG and assigned to Buyer due to the
competitive/propriety nature of such Worksite information. The information will be provided to
prospective competitive buyers and parties-in-interest (“Third Parties™) only upon the Third Parties’
execution of a Non-Disclosure Agreement to be supplied by Trustee. Notwithstanding this, Seller intends
to provide the required notice of the Motion and a copy of the Motion to the affected Worksites.
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must be an all-cash bid. Further, the competing bid must be in a form substantially similar to

the HELP Group’s APA attached hereto as Exhibit “B.” If Trustee receives any competing

bids within five (5) business days of the Sale Hearing, she will hold an auction at her offices

located at 1635 Market Street, 7" Floor, Philadelphia, PA 19103 within two (2) business

days of the Sale Hearing. The competing bids must be sent to Trustee by email at

baskin@lawsgr.com, or hand-delivery at Spector Gadon & Rosen, PC, 1635 Market Street,

7th Floor, Philadelphia, PA 19103. All subsequent offers at the auction, if such auction is

held, must be in $2,500 increments over the Initial Competing Bid.

21.  Trustee will present to the Court, at the hearing on this Motion (“Sale
Hearing”), the highest and best offer for the purchase of the Business Assets and assumption
and assignment of leases and contracts and request that the Court approve the sale,
assumption and assignment.

LEGAL ARGUMENT
22.  Section 363(b)(1) of the Bankruptcy Code authorizes a trustee to sell property of

the debtor’s estate outside of the ordinary course of business after notice and a hearing.

23.  Generally, a debtor must show that each of the following elements have been met
before a Section 363(b) sale may be approved: (i) that a sound business reason exists for the
proposed transaction; (ii) that the sale has been proposed in good faith; (iii) that the sale price is
fair and reasonable; and (iv) that accurate and reasonable notice has been provided of the
transaction. See In re: WDH Howell, LLC, 298 B.R. 527, 534 (D.N.J. 2003); In re: Stroud Ford,

Inc., 163 B.R. 730 (Bankr. M.D.Pa. 1993).
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The Proposed Sale Is Supported By Sound Business Reasons

24.  Although Section 363 does not specify a standard for determining when it is
appropriate for a court to authorize the sale of property of the estate, bankruptcy courts routinely
authorize sales of a debtor’s assets if such sale is based upon sound business judgment. In re
Martin, 91 F.3d 389, 395 (3d Cir. 1996) (“under normal circumstances the court would defer to
the trustee's judgment so long as there is a legitimate business justification™); Comm. of Equity
Sec. Holders v. Lionel Corp. (In re: Lionel Corp.), 722 F.2d 1063, 1070 (2d Cir. 1983); In re:
Abbotts Dairies of Penn., Inc., 788 F.2d 143 (3d Cir. 1986) (implicitly adopting the “sound
business judgment” test of Lionel Corp. and requiring good faith); In re: Del. and Hudson Ry.
Co., 124 B.R. 169 (D. Del. 1991) (concluding that the Third Circuit adopted the “sound business
judgment” test in the Abbotts Dairies decision); In re: Montgomery Ward Holding Corp., 242
B.R. 147, 153 (D. Del. 1991) (same).

25. Courts have made it clear that a debtor’s showing of a sound business
justification need not be exhaustive, but rather a debtor or trustee is “simply required to justify
the proposed disposition with sound business reasons.” In re: Baldwin-United Com., 43 B.R.
888,906 (Bankr. S.D. Ohio 1984). Whether or not there are sufficient business reasons to justify
a sale depends upon the facts and circumstances of each case. In re: Lionel Com., 722 F.2d
1063, 1071 (2d Cir. 1983).

26. The significant risk of asset loss which has occurred supports a Trustee’s
decision to sell. Baldwin-United, 43 B.R. at 906 (“[N]either Lionel nor any other authority
requires the Debtors to wait for the very best offer at the risk of serious harm or outright

destruction.”) .
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217. In the circumstances of valid business justifications, applicable principles of law
attach to a debtor’s decision a strong presumption “that in making a business decision[,] the
directors of a corporation acted on an informed basis, in good faith and in honest belief that the
action was taken in the best interests of the Property.” Official Comm. of Subordinated
Bondholders v. Integrated Res., Inc. (In re. Integrated Res., Inc.), 147 B.R. 650, 656 (S.D.N.Y.
1990) (holding that the Delaware business judgment rule has “vitality by analogy” in chapter 11)
(quotations omitted).

28. Here, Trustee submits that the decision to sell the Business Assets for the cash
purchase price of $20,000.00 to McKee is based upon its sound business judgment and should be
approved, subject to higher and better bids, if any.

The Proposed Sale Is In Good Faith

29. Once a court is satisfied that there is a sound business justification for the
proposed sale, the court should then determine whether: (i) the debtor in possession has provided
the interested parties with adequate and reasonable notice; (ii) the sale price is fair and
reasonable; and (iii) the purchaser is proceeding in good faith. In re: Del. and Hudson Ry. Co.,
124 B.R. at 166; accord In re: Decora Indus., Inc., Case No. 00-4459, 2002 WL 32332749, at *3
(Bankr. D. Del. May 20, 2002).

30. “The requirement that a purchaser act in good faith ... speaks to the integrity of
his conduct in the course of the sale proceedings.” In re: Abbotts Dairies of Pennsylvania, Inc.,
788 F.2d 142, 147 (3d Cir. 1986). “Typically, the misconduct that would destroy a purchaser’s
good faith status at a judicial sale involves fraud, collusion between the purchaser and other
bidders or the trustee, or an attempt to take grossly unfair advantage of other bidders.” Id.

31. The offer made by McKee was negotiated at arms’ length.
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32. Neither McKee nor any person affiliated with McKee is an insider of the Debtor
within the meaning of Local Rule 6004-1. McKee is a longtime managerial employee of LCG
but she has never held any interest in the company. She is not an insider as defined in 11 U.S.C.
§ 101(a)(31).

33. Thus, Trustee submits that the proposed sale is in good faith and for fair value
within the meaning of Section 363 of the Bankruptcy Code and, specifically, should be afforded
the benefits and protections provided by Section 363(m) of the Bankruptcy Code in connection
with the sale of the Property.

The Proposed Sale Price Is Fair And Reasonable
34, As noted above, efforts to market the Business Assets were made over a one-
hundred and eighty (180) day period, the offer proposed by McKee is the only offer received

from the individuals who expressed interest in the Business Assets during that time.

35.  Trustee therefore believes the proposed sale price is fair and reasonable under
the circumstances. Further, Trustee confirms that there are no side deals with McKee

regarding the APA or purchase of the Business Assets.

36.  Trustee believes that based upon McKee’s institutional knowledge of
Debtor’s actual business, Worksites and enrollees, her commitment to Debtor even after the
Chapter 11 filing and learning of Gary Frank’s fraud and deceit, McKee is in the best
position to provide consistency and unbroken, continued service to the Worksite and

enrollees.

The Sale Should Be Free And Clear Of Liens And Encumbrances
37.  Pursuant to Section 363(f) of the Bankruptcy Code, a debtor in possession may

sell property of the estate “free and clear of any interest in such property of an entity other than

the estate” if any one of the following conditions is satisfied:
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(a) applicable non-bankruptcy law permits sale of such property free and clear of
such interest;

(b) such entity consents;

(©) such interest is a lien and the price at which such property is to be sold is greater
than the aggregate value of all liens on such property;

(d) such interest is in bona fide dispute; or

(e) such entity could be compelled, in a legal or equitable proceeding, to accept a
money satisfaction of such interest.

11 U.S.C. § 363(%).

38. Here, Trustee is not aware of any liens or encumbrances on the Business other
than from creditors which will be notified of the proposed sale and which will benefit by it in the
Trustee’s judgment.

39. Trustee respectfully suggests that the procedures set forth in the attached proposed
Order will satisfy Section 363(f) of the Bankruptcy Code because any entities holding liens and
claims will have received notice of this Motion and the proposed sale, and will be given
sufficient opportunity to object to the relief requested herein, and any entity that does not object

should be deemed to have consented. See Futuresource LLC v. Reuters Ltd., 312 F.3d 281, 285-

86 (7™ Cir. 2002) (“It is true that the Bankruptcy Code limits the conditions under which an
interest can be extinguished by a bankruptcy sale, but one of those conditions is the consent of
the interest holder, and lack of objection (provided of course there is notice) counts as consent.
40. Accordingly, Trustee requests that the Business Assets be sold to McKee
pursuant to APA, subject to higher and better offers, free and clear of all liens, claims,

encumbrances, and interests pursuant to 11 U.S.C. §362(f)(1), (2) or (3)-(5), as applicable
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(subject to an auction if there are competing bids presented) with the same to attach to the net
sale proceeds of the Business Assets.
41. Trustee believes that the assumption and assignment of the leases and contracts
on Schedule 1.3 to the APA are appropriate pursuant to 11 U.S.C. § 365.

REQUEST FOR EXPEDITED CONSIDERATION AND
NOTICE TO PARTIES IN INTEREST

42.  Trustee respectfully requests expedited consideration of the subject Motion in
that time is of the essence:

a. Trustee has been advised by the HELP Group that closing must occur by
December 31, 2018;

b. Trustee has given the requisite notice to the landlord for Debtor’s offices
that it intends to terminate the lease and vacate the premises by December 31, 2018 due
to the high monthly lease expense which it can no longer afford; and

c. The secured lender (“Pru”) has given no assurance that it will continue to
consent to the use of cash collateral.

43, Trustee has advised the Office of the U.S. Trustee, its secured creditors and the
parties in interest of the subject Motion and request for expedited consideration.

44.  Trustee respectfully requests that the hearing on the portion of the Motion
concerning approval of bidding procedures be held on or before November 28, with the Sale

Hearing being held on December 12, 2018.
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WHEREFORE, Trustee respectfully requests that the Court enter an Order approving
the bidding procedure as outlined herein and approving the sale of the Business Assets to the

HELP Group, or a higher and better offer.

SPECTOR GADON & ROSEN, P.C.

By. _ /s/ Daniel J. Dugan

Daniel J. Dugan, Esquire

1635 Market Street, 7" Floor

Philadelphia, PA 19103

215.241.8872/ 215.531.9120 (fax)
ddugan@lawsgr.com

Counsel to Leslie Beth Baskin, Chapter 11 Trustee

Date: November 8, 2018
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE EASTERN DISTRICT OF PENNSYLVANIA

Inre : Chapter 11
THE LEGAL COVERAGE GROUP LTD. '

Case No. 18-10494
Debtor

CERTIFICATE OF SERVICE

I, Daniel J. Dugan, do hereby certify that I caused to have served a copy of the
foregoing Motion via ECF on this November 8, 2018, to all Worksites and contract/lease
entities that LCG intends to assume and assign, and that a copy of the Motion was served on
additional prospective purchasers as follows:

Email and First Class Mail

Len Feltoon, Esquire

Countrywide Pre-Paid Legal Services, Inc.
1060 Kings Highway North, Suite 205
Cherry Hill, NJ 08034
Ifeltoon@countrywideppls.com

First Class Mail and Fax (717-277-5341)
Vincent Smith

CEQ, Legal Risk Services, Inc.

760 Cumberland Street

Lebanon, PA 17042

SPECTOR GADON & ROSEN, P.C.

By.  /s/ Daniel J. Dugan

Daniel J. Dugan, Esquire

1635 Market Street, 7" Floor

Philadelphia, PA 19103

215.241.8872/ 215.531.9120 (fax)
ddugan@lawsgr.com

Counsel to Leslie Beth Baskin, Chapter 11 Trustee

Date: November 8, 2018
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EXHIBIT “A”
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215 S. Broad Sireet, 3rd Floor
Philadelphia, PA 18107

ASTERTON

/215 893 9801
7 215 893 8803

THE LEGAL COVERAGE GROUP LTD.

FAIR MARKET VALUATION

ASOF JULY 31,2018

Valuation Report
By
Stephen J. Scherf, CPA/ABV, CVA

August 29, 2018
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CONFIDENTIAL Page 2

1. INTRODUCTION
1.1. PURPOSE OF ENGAGEMENT

I have been engaged by the Chapter 11 Trustee of The Legal Coverage Group, Ltd. (“LCG” or
the “Company”) to opine on the fair market value of LCG on a control, non-marketable basis as
of July 31, 2018. I understand that this value will be used in connection with consideration of a

potential offer to purchase the Company.

1.2. DEFINITION OF VALUE FOR VALUATION PURPOSES

For the purpose of the valuation, fair market value is defined as:

“the price, expressed in terms of cash equivalents, at which property would change hands between
a hypothetical willing and able buyer and a hypothetical willing and able seller, acting at arm’s
length in an open and unrestricted market, when neither is under compulsion to buy or sell and when

both have reasonable knowledge of the relevant facts.”

1.3. REVENUE RULING 59-60

Internal Revenue Service Ruling 59-60 provides guidelines for the valuation of closely held
businesses. The ruling states that all relevant factors should be taken into consideration, including

the following:

¢ The nature of the business and history of the enterprise;

» The economic outlook, and the condition and outlook of the specific industry;
e The book value of the stock and the financial condition of the business;

e The company’s earning capacity;

e The company’s dividend-paying capacity;

*  Whether or not the enterprise has goodwill or other intangible value;

! The International Glossary of Business Valuation.

The Legal Coverage Group, Lid..
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CONFIDENTIAL Page 3

* Sales of the stock and the size of the block to be valued; and
¢ The market prices of stocks of corporations engaged in the same or similar lines of business
whose stocks are actively traded in a free and open market, either on an exchange or over

the counter.

The factors examined in this report included, but were not limited to, the above mentioned

guidelines,

1.4. SOURCES OF INFORMATION

My analysis was principally based on documents and information obtained from the Debtor, LCG,
including customer contracts and estimated renewal dates, monthly amounts billed and received
as of July 17, 2018, budgeted and actual weekly expenses, payroll information and the Company’s
lease agreement. In addition, in conducting my valuation analysis, I considered the following

sources of information;

e Data available on KeyValueData.com including information on the U.S. Economy from

the National Economic Report:

* Data available on BVMarketData.com including BizMiner Industry Financial Reports,
DealStats and Mergerstat CPS;

¢ First Research Industry profiles;

¢ RMAU Annual Statement Studies;

e 2017 Valuation Handbook: Guide to Cost of Capital,

e 2017 Valuation Handbook: Industry Cost of Capital;

 Public company data and other research from Yahoo! Finance and www.sec;

e Valuing a Business, 4™ Edition — Shannon P. Pratt, et al.

e The Federal Reserve’s Statistical Releases; and,

¢ Information available on various industry related websites.

The Legal Coverage Group, Ltd..
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CONFIDENTIAL Page 4

The documents and information utilized are the types of documents and information experts in my
field typically rely upon in performing such an analysis. I have relied upon the accuracy and
completeness of the material furnished to me and have not independently verified the data contained

in such material.

1.5. BASIS FOR ANALYSIS

The analysis and opinions in this report are based primarily upon the documentation available to

date, my independent research, education, and experience in performing similar financial analyses.

I have been qualified and have presented testimony on numerous occasions, including the
presentation of valuation analyses in various courts in the United States. 1 am a Certified Public
Accountant, Certified Fraud Examiner, Certified in Financial Forensics, and Certified in
Distressed Business Valuation and have a Master of Science with a concentration in Finance. The
American Institute of Certified Public Accountants (AICPA) accredits me in business valuation and
I am a Certified Valuation Analyst. I have instructed business valuation courses for both the AICPA
and the National Association of Certified Valuators and Analysts (NACVA). I am a former member
of NACVA'’s Standards Board and its Education Board and former chair of its Course Review
Committee. Attached, as Appendix A is my current curriculum vitae and information concerning

my testimony history, publications and speaking engagements.

My analysis was based primarily on the documentation and information provided to me and listed
in Section 1.4. The documents and information utilized are the types of documents and
information experts in my field typically rely upon in performing such an analysis. 1 have
performed the analysis contained in this report as of July 31, 2018 and it is not valid for any other
date. This report has been prepared in connection with the above referenced matter and should not

be used for any other purpose without my express written consent.

I and Asterion professionals under my direct supervision are being compensated at their standard

hourly rates for services in this matter. My firm’s compensation is not contingent.

The Legal Coverage Group, Ltd..
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2. COMPANY, ECONOMIC & INDUSTRY ANALYSIS
2.1. BACKGROUND

Based in Bala Cynwyd, Pennsylvania, LCG contracts with employers desiring to offer a legal plan
as part of their employee benefits package. The company addressed historical concerns related to
models of providing limited coverage with costly restrictions and unpredictable attorney
experience by founding LCG in 1995, with the singular goal of modernizing and improving the
concept of the employee legal plan. LCG is a privately held employee legal plan and services
worksites of all sizes and industries on a regional level and provides fully comprehensive benefits

serviced by only partner level attorneys,

On January 26, 2018, LCG filed a voluntary petition for reorganization under Chapter 11 in the
U.S. Bankruptcy Court for the Eastern District of Pennsylvania. In March 0f 2018, the Company’s
owner, Gary Alan Frank was charged with wire fraud by the U.S. Attorney’s Office for the Eastern

District of Pennsylvania in connection with false representations made to lenders.

2.2. COMPANY FINANCIAL ANALYSIS

I understand that the financial statements and income tax returns previously filed by the Company
cannot be relied upon.2 As a result, in performing this analysis, I reviewed customer contracts and
estimated renewal dates, monthly amounts billed and received as of July 17, 2018, budgeted and
actual weekly expenses, payroll information and the Company’s lease agreement. Between
January and July of 2018, two of the Company’s 31 customers have chosen not to renew their
service agreements with the Company, and at least three have indicated that they wish to terminate
but are not yet within their termination period. Given the present circumstances and the damage
to the Company’s reputation in light of the criminal charges, it is difficult to determine what the

impact will be to ongoing customer retention since customer contracts renew on a rolling basis.

? The Company maintains no balance sheet records, but based upon an analysis of Company operations and a site
inspection, the Company has bank accounts, small amounts of accounts receivables and minor office equipment.
Given the foregoing, the balance sheet does not have any significant impact on the valuation conclusion and has not
been reconstructed for this report.
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Expenses have decreased over the course of the year as the Company has reorganized, and based
on my analysis of budgeted and actual expenses, a normalized and annualized estimated income
statement for the period January 1, 2018 to July 31, 2018 is presented in Exhibit 2 of this report.
Annualized revenues presented in Exhibit 2 do not include revenue from cancelled contracts or
those that have indicated their intention to cancel. I understand that the Company is also
attempting to end its lease and downsize its office space in order to save on monthly rent expense.
In addition, 1 understand that management intends to hire a salesperson and has indicated that
monies saved on rent expense would likely be absorbed by this hire. As a result, at this time, I

have not adjusted either expense, assuming that the two will offset.

Based on the estimated annual income and expenses as of July 31, 2018, and assuming the
remaining customers are retained, the Company would generate annual Earnings before Interest

and Taxes of $74,300.
2.3. GENERAL ECONOMIC AND INDUSTRY CONDITIONS

When valuing the equity of a company, the trends and conditions prevalent in the economy and
the company’s industry, and their influence on investment decisions, must be considered.
Individual economic factors may or may not affect a particular company directly, but the condition

of the overall economy sets the climate in which investment decisions are made.

2.2.1. U.S. Economic Outlook’

After a strong performance in February and a more mixed performance in March, April was a
middling month at best for the U.S. economy. Most notably, the U.S. Commerce Department’s
second estimate for growth in the U.S. Gross Domestic Product (GDP) for the first quarter came
in at 2.2 percent— a notch lower than the initial 2.3 percent growth estimate for the first quarter

and also below the 2.3 percent second-estimate forecast. The Q! rate also was well off the Q3

3 Excerpts from KeyValueData National Economic Report.
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2017 growth rate of 3.2 percent and the Q4 2017 rate of 2.9 percent. There were signs, however,
that growth could rebound in the second quarter. For instance, after-tax corporate profits surged
at a 5.9 percent rate for the first quarter (vs. a 1.7 percent increase in Q4), due largely to the
corporate tax cuts passed in December, which will give companies more money to invest and spend

on job creation in Q2.

Similarly, following a modest 135,000 jobs-gain in March (upwardly revised from an even more
meager 103,000-jobs improvement), U.S. nonfarm payrolls grew by only 164,000 in April, well
short of the 192,000 new jobs forecast. Still, the average monthly jobs gain for the first four
months of 2018 was just under 200,000 per month, higher than the average gains for 2017 or 2016.

And the unemployment rate fell from 4.1 percent to 3.9 percent, an 18-year low.

Other concerns remain. The U.S. national debt, which slipped back slightly in April, nevertheless
remained above a record-setting $21 trillion. Likewise, the Federal budget, while posting a record-
high surplus in April, was still headed for the high hundreds of millions for the full year, while
both Federal spending and taxation again reached new all-time highs in FY 2017.

In other areas, on the positive side, stocks stabilized after a sharp fall in March, industrial
production rose by 0.7 percent in April for its third consecutive monthly increase, productivity—
or the level of employee output per hour—rose by 0.7 percent, personal incomes and wages were
both up, consumer spending and retail sales rose, and inflation was moderate. On the negative
side, auto sales were down, new- & existing-home sales along with housing starts all fell,
consumer-confidence measures were mixed, and both crude oil and retail gasoline prices were

markedly higher.
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2.2.2. Industry Outlook’

The group legal plan industry continues to grow. Because group legal benefits cost very little, are
easy to administer and have positive effects on employee performance, more and more employers

are considering making them a part of their voluntary benefits packages.

Most legal plans are affordable and cover a host of pre-determined legal services. Phone and office
consultations are covered, but employees use the plans for many other real-world legal actions
including estate planning, document preparation, real estate transactions, family law matters, civil
lawsuits, and juvenile court and consumer issues. Some employees use the benefit to draft a will
or fight a traffic citation in court. As a bonus, providers sometimes include identity theft as part a
package while others cover identity theft within the plan. Plans offer access to a network of
thousands of attorneys through a phone number or website. Often times, there’s no deductible

associated with the benefit, either.

All of those positives mean group legal benefits have grown from a little known offering to a point
where they have a relatively strong foothold in voluntary benefits packages in the country’s largest
companies and some of the smallest local employers.

While group legal benefits aren’t ubiquitous in the United States, they are in Europe. Employees
there have an expectation of group legal coverage in their benefits packages and have been part of
those packages for decades, says Tori Wible, executive director of the American Prepaid Legal
Services Institute. In the United States, group legal plans have been around for about 30 years.
The United Auto Workers negotiated one of the first plans in the late 1970s. Industry sources say

the benefit moved into the mainstream of voluntary offerings in the 1990s.

Hyatt Legal Plans, a subsidiary at MetLife, was in the vanguard of companies offering group legal
plans. Hyatt signed their first client in 1981, and had 55 accounts when they were acquired by
MetLife in 1997. Today, they have more than 1,400 accounts—145 of which are from Fortune

500 companies. ARAG, based in Des Moines, lowa, also is an industry leader, and several other

4 Excerpted from “What’s the Verdict on Group Legal Plans?” published on Benefitspro Magazine.
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smaller companies are making waves including LegalShield of Dallas and Legal Club of America
in Sunrise, Florida. One Hyatt Legal Plans executive states “Business is robust, the good news is
that there are still a lot of companies that don’t have legal plans as product categories...Hyatt and

its competitors have penetrated about 34 percent of the market.”

Also, employers might find value in offering the benefit as a way to show their employees they
understand what’s going on in their lives and can offer help. In days when employers are asking
workers to contribute more to benefits like health insurance, it’s a way to provide employees with
a coverage that can be of real value—and potentially help with recruitment and retention.
Employers also should be aware that offering the benefit costs little or nothing, and most plans

don’t require extensive paperwork, claims forms or other administrative hassles.

But how are group legal plans beneficial to employees? Simple. The plans help employees
overcome what they perceive to be major obstacles standing between them and the legal system—
expense and fear. Industry sources report that one of the major reasons Americans don’t use
attorneys is the expense. Group legal benefits make representation affordable. Think of the benefit

as an inexpensive way to put an army of lawyers on retainer.

But it’s also a way for employees to interact with the legal system in a way that isn’t intimidating.
Thanks to the Great Recession, many American workers are facing financial pressure, which can
mean having to file for bankruptcy, fight a foreclosure or deal with a tax audit. Employees might
be going through a divorce or facing a custody battle. Face it, life happens and a group legal plan

offers employees access to lawyers that can help face these ordeals.

Brokers looking to diversify their portfolios should consider offering group legal benefits, industry
sources say. Of particular interest to brokers are some statistics from Hyatt. Bowers says 87
percent of employees use the benefit more than once a year and 83 percent re-enroll. Word is
getting out about the benefit and brokers should be ready to discuss the benefit with potential
clients. Most industry sources say employees who sign up for the benefit often talk about the

benefit’s advantages with their fellow employees, who may then sign up or have questions.
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For attorneys, the argument for signing on a group plan is strong. It can mean a steady source of

guaranteed income for their firms, more referrals and a way to re-direct their financial resources.

Given all the advantages for the parties involved, it’s not possible to say the jury is still out on

group legal benefits—they’re going to continue to show up in more and more benefits packages.

3. VALUATION ANALYSIS

3.1. BUSINESS VALUATION APPROACHES

Traditionally, three approaches are used to determine value, as follows:

e Asset Approach;
e Market Approach; and

¢ Income Approach.

The Asset Approach determines a value indication of a business, business ownership interest or
security using one or more methods based upon the value of the assets net of liabilities.” When
applied to the valuation of equity interests in businesses, value is based on the net aggregate fair
market value of the entity’s underlying assets. The technique entails a restatement of the balance

sheet substituting the fair market value of its assets and liabilities for their book values.

The Income Approach determines a value indication of a business, business ownership interest,
security or intangible asset using one or more methods that convert anticipated economic benefits
into a present single amount.® These benefits can include earnings, cash flows, cost savings, tax
deductions, and proceeds from its disposition. When applied to equity interests in businesses,

value indications are developed by discounting expected cash flows to their present value at a rate

5 International Glossary of Business Valuation Terms.
S International Glossary of Business Valuation Terms.
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of return that incorporates the risk-free rate for the use of funds, the expected rate of inflation, and
risks associated with the particular investment. The discount rate selected is generally based on
rates of return available from alternative investments of similar type and quality as of the valuation

date.

The Market Approach determines a value indication of a business, business ownership interest,
security or intangible asset by using one or more methods that compare the subject to similar
businesses, business ownership interests, securities, or intangible assets that have been sold.” The
Guideline Company Method entails an analysis of publicly traded comparable companies. When
applied to the valuation of equity interests, consideration is given to the financial condition and
operating performance of the company being appraised relative to those of publicly traded
companies operating in the same or similar lines of business, potentially subject to corresponding
economic, environmental, and political factors and considered to be reasonable investment
alternatives. A variation of the Guideline Company Method is the Transaction Method. The
Transaction Method measures the value of an asset through an analysis of recent sales, mergers,

and acquisitions.

3.2. VALUATION ANALYSES PERFORMED

The appropriateness of the various methods employed in valuing a business enterprise varies with
the company, industry and ownership interest being valued. My valuation analysis considered the
three traditional approaches to valuation (i.e., Asset, Income, and Market) discussed above. While
I considered the Asset Approach, I note that the Company does not have substantial tangible assets,
and the nature of the operations and generation of revenues are not dependent on assets. In
addition, while I considered the Market Approach, my search for comparable transaction and
guideline data did not produce results sufficient to conduct a meaningful analysis under that

approach. As a result, [ have utilized the Income Approach, Capitalized Earnings Method to value

7 International Glossary of Business Valuation Terms.
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the Company. The assumptions and results of this analysis are summarized below and outlined in

the exhibits to this report.

3.2.1. Income Approach — Capitalized Earnings Method

The Income Approach estimates the value of a company based on its earnings capacity. In other
words, this approach evaluates the present worth of the future economic benefits that accrue to the
investor in a business by projecting future earnings and discounting those earnings to present value
using an appropriate level of risk. Under the Income Approach, it is necessary to obtain either
forward looking projections for use in a Discounted Cash Flow (“DCF”) method, or normalized

income statement data for use in a Capitalized Earnings method.

The Company’s management does not prepare projections of the future operations beyond a
monthly budget. As aresult, I was unable to perform the DCF Method under the Income Approach
and have utilized the Capitalized Earnings Method to develop an indication of value under this

approach.

In performing the Capitalized Earnings Method, the first step is to identify the benefit stream to be
valued. For the purpose of my analysis, I determined that the appropriate measure of earnings to

be used is debt-free net cash flow, which is computed as follows:

Normalized Earnings before Interest and Taxes (“EBIT”)
Multiplied by 1 — Tax Rate

+Depreciation and Amortization

-Capital Expenditures

-Required Debt-Free Working Capital

=Debt-Free Net Cash Flow

The next step is to determine normalized earnings. As noted previously, I understand that the
previously filed income tax returns and financial statements of the Company cannot be relied upon.
As a result, in order to estimate the Company’s earnings capacity, I analyzed customer contracts
and estimated renewal dates, monthly amounts billed and received as of July 17, 2018, budgeted

and actual weekly expenses, payroll information and the Company’s lease agreement.
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I noted that between January and July of 2018, two of the Company’s 31 customers have chosen
not to renew their service agreements with the Company and at least three additional customers
have indicated their intention not to renew their agreements. Given the difficulty in predicting
ongoing customer retention, I have estimated future revenue by reference to the annualized
revenues for the seven months ended July 31, 2018 (excluding revenue from cancelled contracts
and those that have indicated their intent to cancel) and assuming that the Company experiences

either 10.0 percent or 20.0 percent customer attrition in the coming year.

Based on my analysis of the Company’s budgeted and actual expenses, I determined that ongoing
expenses of $27,837 per month represent a normalized level that can be sustained at the current
level of revenue. 1 note that the cost savings associated with downsizing the office space will
likely be offset by the intended hire of a salesperson, and therefore I have not adjusted either

expense.

Due to the pass through nature of the entity, I have utilized the estimated combined federal and
state income tax rate of 24.0 percent. Since the selected valuation method is a capitalization of
cash flow (rather than a discrete year-by-year forecast) and given the purpose of depreciation and
amortization being to spread the cost of capital expenditures over several periods, I have assumed
that in perpetuity the two will offset and have a neutral effect on cash flow. Finally, based on the
Company’s historical debt-free working capital to sales ratio and industry benchmarks, as well as
future growth prospects, I determined that debt-free working capital would need to increase by
20.0 percent of growth in revenues. I selected a long-term sustainable growth rate of 3.0 percent,
based upon consideration of the economic and industry outlook. This resulted in estimated Year
1 debt-free net cash flow of $23,925 assuming 10.0 percent attrition and $(7,788) assuming 20.0

percent attrition.

To convert a single period debt-free net cash flow to an indication of value, a capitalization rate
must be applied. The capitalization rate is calculated by subtracting a long term growth rate from
a discount rate appropriate to the subject investment. Given the current circumstances, it is

unlikely that the Company would be able to obtain debt financing. As a result, an appropriate
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discount rate was developed by reference to the Company’s Cost of Equity, which is calculated in

Exhibit 3.

The cost of equity was determined through a build-up method, which is calculated as follows:

Re = Rf+ (Rm = Rf) + SP + ARP

Where

Re = Required return on equity;

Rf = Risk-free rate of return (20-year Treasury Bond yield);

Rm — Rf = Expected return of the market in excess of the risk-free rate;

SP = Size premium for the subject company based on equity market capitalization; and

ARP = Additional risk premium specific to an investment in the subject company.

The risk free rate, equity risk premium and size premium are published rates, while the additional
risk premium is subjective and reflects the perceived uncertainties associated with the operating
results for the subject company. Based on the current circumstances, there is a high level of
uncertainty with respect to customer retention due to the criminal action against the owner.
Consideration of this risk, as well as of economic and industry factors expected to impact
operations, I concluded that a 10.0 percent additional risk premium was appropriate. Based on the

foregoing, I derived an equity discount rate of 25.6 percent.

To convert this discount rate to a capitalization rate, the Company’s long-term sustainable growth
rate must be subtracted. I selected a long-term sustainable growth rate of 3.0 percent for the
Company, based upon consideration of the economic and industry outlook as well as the
Company’s anticipated growth prospects. Accordingly, the capitalization rate indicated is 14.0

percent.

Application of the capitalization rate to the debt-free net cash flow results in an indicated value of
the equity of the Company on a control, marketable basis as of July 31,2018 of $118,739 assuming
10.0 percent attrition and a deminimus value assuming 20.0 percent attrition. I understand that

Anne McKee currently owns a car that was purchased by the Company, which I have been asked
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to consider a non-operating asset of the Company. Addition of an estimated $20,000 in value for
this vehicle results in a value of the equity of the Company on a control, marketable basis as of
July 31, 2018 of $138,739 assuming 10.0 percent attrition and a deminimus value assuming 20.0
percent attrition. Exhibits 44 and 4B to this report sets out my analysis under the Capitalized

Earnings Method in greater detail.

3.3. YALUATION DISCOUNTS

In arriving at fair market value, one needs to consider any applicable discounts to arrive at the
value of the subject interest on the appropriate basis. This section addresses my consideration and

analyses of the applicable valuation discounts.

It may be necessary to apply a discount for lack of marketability to privately-held interests, as a
hypothetical buyer would have no access to an active public market in order to convert their interest
in the Company to cash. The inability to readily sell an interest in a privately held entity increases
the hypothetical buyer’s exposure to changing market conditions, increasing the risk of ownership.
Because of this increase in risk, an investor would demand a higher return in comparison to a
similar but publicly traded interest. As a result, the privately held interest trades at a discount
commensurate with the increase in risk the investor inherits due to the inability to liquidate the
interest.

As noted by the following examples, the Tax Court has also recognized the validity of discounts

for lack of marketability in connection with the valuation of limited partnerships:

e In McCord v. Commissioner, 120 T.C. 358 (2003) the Tax Court allowed a discount for

lack of marketability of 20 percent;

e In Lappo v. Commissioner, T.C. Memo, 2003-258 the Tax Court allowed a discount for

lack of marketability of 24 percent for a limited partnership with holdings including

marketable securities and real estate;
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e In Peracchio v. Commissioner, T.C. Memo, 2003-280 the Tax Court allowed a discount

for lack of marketability of 25 percent for a limited partnership with holdings including

cash and marketable securities;

o In Estate of Webster E. Kelley v. Commissioner, T.C. Memo, 2005-235 the Tax Court

allowed a discount for lack of marketability of 23 percent for a limited partnership with

holdings that consisted solely of cash and certificates of deposit;

o InEstate of Charles H. Murphy. Jr. v. The United States of America, 2009 WL 3366099
(W.D. Ark.) the Court allowed a discount for lack of marketability of 32.5 percent;

o In Holman v. Commissioner, 601 F.3d 763 (2010) the Court of Appeals allowed a

discount for lack of marketability of 12.5 percent for a limited partnership owning
commons stock of a publicly held corporation; and

¢ In Pierre v. Commissioner, T.C. Memo, 2010-106 the Tax Court allowed a discount for

lack of marketability of 30 percent.

Over the years, there have been numerous studies and approaches utilized by valuation
professionals to determine an appropriate discount for lack of marketability, including benchmark
approaches, securities-based approaches, and analytical approaches, among others. One method
utilizing the benchmark approach, has perhaps been the most widely studied and utilized to date.
This method examines empirical evidence of discounts at which restricted (“letter”) stock sells in
relation to its non-restricted counterpart. Since letter stock is identical to non-letter stock of the
same company in all respects except that it is restricted from trading on the open market for a
certain period, looking at the difference in their prices can isolate the factor of marketability. The
Internal Revenue Service, in Revenue Ruling 77-287, specifically recognized that restricted stock

transaction data was relevant in quantifying the discount for lack of marketability.

Since the mid-1960s, many different researchers have collected data on restricted stocks and have

compared them to their publicly traded counterparts. In 1990, the SEC implemented new
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regulations that allowed qualified institutional investors to trade restricted stock among themselves
without filing registration documents, effectively creating a limited market for restricted stocks.
In addition, in 1997, the SEC reduced the holding period from two years to one year. As a result,
the average (mean) and median discounts have declined over time. Given these factors, the more
recent studies are less relevant to the determination of an appropriate discount for lack of
marketability than the previous studies. The results of the two year restricted stock studies
indicated discounts ranging from 14.0 percent to 45.0 percent, with a median discount of
approximately 31.0 percent, with results using data prior to 1990 notably higher than studies
incorporating post-1990 data.

In Bernard Mandelbaum et al. v. Commissioner, T.C. Memo 1995-255, the court used numerous

restricted stock studies and pre-IPO studies as a starting point. The court cited nine factors that
might cause the marketability discount for a given instance to be higher or lower than the

benchmarks indicated by the studies, as follows:

¢ Financial Statement Analysis;

e Dividend Policy;

e Nature of Company, History, and Economic Outlook;
e Management;

¢ Amount of Control in Transferred Shares;

o Restrictions on Transferability;

e Holding Period for the Stock;

¢ Company’s Redemption Policy; and

e Costs Associated with Public Offering.

Starting in the late 1980s, numerous researchers in the academic community conducted research
to better understand capital formation among public companies. Three studies conducted by Karen
Hopper Wruck, Hertzel and Smith, and Bajaj, Denis, Ferris and Sarin studied the discounts present

in private placements of stock, with median results ranging from approximately 10.0 percent to
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approximately 28.0 percent, with unregistered blocks of stock found to trade at the higher range
of discounts. In addition, Ashok B. Abbott has prepared various presentations entitled Empirical
Measures of Marketability and Liquidity Discounts, Discounts for Lack of Marketability: An
Empirical Analysis, and DLOM — Concepts and Models. According to Abbott, recent law changes
and market developments have made public markets more liquid. Abbott analyzed a number of
studies and discount indications, concluding that for smaller block sizes, a proper discount for lack
of liquidity is limited to less than 25.0 percent, with the discount for lack of liquidity for a five

percent block limited to about 15.0 percent.

The 2016 Discount for Lack of Marketability Study published by Partnership Profiles includes the
results of three studies which measure the increase in return required to compensate investors for
holding nonmarketable versus marketable securities with longer timer horizons. The first
examined the increase in return required by investors in private versus public equities by
comparing the 30 year historical returns on the DFA U.S. Micro Cap Portfolio to those reported
for the Cambridge Associates LL.C U.S. Venture Capital Index. The study found that the returns
for private equity holders were 42.5 percent greater than those for the public equity holders, noting
however, that the venture capital investments may reflect additional investment risks other than
horizon. The second study compared the returns on restricted stock versus its non-restricted
counterpart, finding an average increase in return of 29.5 percent. The third study examined
horizon risk, by reference to returns on short and long term government bonds, as a proxy for the
risk inherent in the longer holding period of a private equity interest. The study found an average
variance in yield of 2.2 percent, representing an incremental increase in yield on long term bonds

over short term of 48.8 percent.

Of importance to note is that the vast majority of the studies relate to minority interests in
securities, whereas the proposed purchaser of the Company will have 100 percent control. The
element of control increases the marketability of an ownership interest, and therefore decreases
the applicable discount. Given the facts and circumstances, I have applied a 10 percent discount

for lack of marketability to determine the value of the Company.
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4. CONCLUSION

Based on the information, financial data, and my analyses, it is my opinion within a reasonable
degree of professional certainty that the fair market value of the equity of LCG on a control, non-

marketable basis as of July 31, 2018 is in the range of a diminimus amount® to $124,865.°

& Effectively zero.
9 While I do not believe it to be a likely scenario, to the extent one were to assume zero further customer attrition and
hold all other assumptions constant, the value of the equity on a control, non-marketable basis would be $266,516.
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CERTIFICATION

[ certify that, to the best of my knowledge and belief:
® The statements of fact contained in this report are true and correct;

e The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are my personal, unbiased professional
analyses, opinions and conclusions;

e 1 have no present or prospective interest in the business/property that is the subject of
this report;

® T have no personal interest or bias with respect to the parties involved,

® Our compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that favors
the cause of the client, the amount of the value opinion, the attainment of a stipulated
result, or the occurrence of a subsequent event or action directly related to the intended
use of this report.

Stephen J. Scherf, CPA/ABV, CVA

August 29. 2018
Date
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ASSUMPTIONS AND LIMITING CONDITIONS

DATE OF VALUE

We assume no responsibility for economic or physical factors occurring subsequent to the date of

our report that may affect the opinions reported.

NON-APPRAISAL EXPERTISE

No opinion is intended to be expressed for matters that require legal or specialized expertise,

investigation, or knowledge, beyond that customarily employed by us.

INFORMATION AND DATA

Information supplied by others that was considered in this appraisal is from sources believed to be
reliable, and no further responsibility is assumed for its accuracy. We reserve the right to make
such adjustments to the valuation herein reported based upon consideration of additional or more

reliable data that may become available subsequent to the issuance of this report.

CONFIDENTIALITY/ADVERTISING

This report and supporting documentation are confidential. Neither all nor any part of the contents
of this appraisal shall be copied or disclosed to any party or conveyed to the public orally or in
writing through advertising, public relations, news sales, or in any other manner without the prior
written consent and approval of both Asterion, Inc. and its client. However, Asterion, Inc. consents
that this report may be provided to any government authority and/or legal and tax advisors of the

client.
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LITIGATION SUPPORT

Depositions, expert testimony, attendance in court, and all preparations/support for same, arising
from this appraisal shall not be required unless arrangements for such services have previously

been made.

MANAGEMENT

The opinions of value expressed herein assume the continuation of prudent management policies
over whatever period of time is deemed reasonable and necessary to maintain the character and

integrity of the subject business enterprise.

PURPOSE

All opinions of market value are presented as Asterion, Inc. considered opinion based on the facts
and data obtained during the course of the appraisal investigation. This report has been prepared

for the sole purpose stated herein and shall not be used for any other purpose.

UNEXPECTED CONDITIONS

We assume there are no hidden or unexpected conditions associated with the subject property that
might adversely affect value. Further, we assume no responsibility for changes in market

conditions that may require an adjustment in the appraisal.

APPRAISED VALUE

The appraised value reached in this report is necessarily based on the standard of value as defined
in the Introduction Section. An actual transaction in the shares may be concluded at a higher value
or lower value, depending on the circumstances surrounding the company, the appraised business

interest, and/or the motivations and knowledge of both the buyers and sellers at that time. Asterion,

The Legal Coverage Group, Ltd..
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Inc. makes no guarantees as to what values individual buyers and sellers may reach in an actual

transaction.

APPRAISAL FEE

The fee established for the formulation and reporting of these conditions has not been contingent

upon the value or other options presented.

FUTURE EVENTS

Asterion, Inc. has not been engaged to apply, and therefore has not applied, procedures prescribed
by the American Institute of Certified Public Accountants or the Auditing Standards Board, to any
historical or forecasted financial statement included or incorporated in this report. Accordingly,
Asterion, Inc. is not assuming the role of reporting Certified Public Accountant and is not
separately reporting on the financial statement or forecast by virtue of their incorporation into the
valuation of the Company. The operating projections used are deemed to be reasonable and valid
at the date of this appraisal; however, there is no assurance or implied guarantee that the assumed
facts and circumstances will actually occur. We reserve the right to make adjustments to the
valuation herein reported as may be required by any modifications in the prospective outlook for

the economy, the industry, and/or the Company.

The Legal Coverage Group, Ltd..
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ASTERTION

215 S. Broad Street. 3:d Flomr ¢ 215 8593 9801 575 Lexington Avenue, 4th Figor . 646 495 9340
Philadelphia, PA 18107 7 215 893 9903 New Yerk. NY 10022

Stephen J. Scherf, CPA/ABV/CFF, CDBV, CFE, CGMA, CICA, CIRA, CTP, CVA
Principal

sscherfi@asterion-consulting.com

Biography Mr. Scherf has provided a wide array of accounting and consulting services to
clients with an emphasis on business valuations, fraud investigations, bankruptcy,
and - litigation matters. ~Mr. Scherf has testified on numerous occasions. in
arbitrations, 'depositions ‘and Federal Court. ~Mr. Scherf has taught for the
American Institute of Certified Public Accountants, The National Association of
Certified Valuators & Analysts and other professional organizations.

Mr. Scherf’s employment experience includes “Big Four,”. regional and a
“boutique” accounting firm, In the private sector, Mr. Scherf held officer positions
at 'a $2.5 billion financial institution, a major real estate "developer and an
investment firm.

Professional s FINRA Public Arbitrator ¢ American College Board of
Memberships o - American Institute of Certified Forensic Examiners
Public Accountants o - Association of Certified Fraud
¢ Pennsylvania Institute of Certified Examiners
Public'Accountants ¢ Association of Insolvency and
o Turnaround Management Restructuring Advisors
Association o Institute for Internal Controls

» National Association of Certified
Valuators & Analysts

Education Mr. Scherf has a B.B.A. in Accounting from Temple University (1980) and a
Master of Science in Finance (1986) and an - Advanced Professional Certificate in
Taxation (1987) from Drexel University. ' His education has been supplemented
by various. continuing education courses. offered by -a variety of professional
organizations.  He has spoken before professional and educational groups on
various aspects of business valuation, litigation consulting, fraud investigations
and economic damages.
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CONFIDENTIAL

The Legal Coverage Group, Ltd
Cost of Equity as of July 31,2018
Exhibit 3

Cost of Equity: [1]

Risk-Free Rate (Rf) 3.1%
Plus Equity Premiums:

Equity Premium (Rm-Rf) 6.9% 2]

Size Premium (SP) 5.6% [3]

Additional Risk Premium (ARP) 10.0% [4]
Total Equity Premium 22.5%
Cost of Equity (Re) Discount Rate 25.6%
Less: Sustainable Growth Rate 3.0%
Capitalization Rate 22.6%

[1] Re=Rf+ (Rm-Rf)+ SP + ARP

Where:

Re= Required return on equity

Rf= Risk-free rate of return (20-year Treasury Bond yield)

Rm - Rf= The expected return of the market in excess of the risk-free rate

SP= Size Premium for the subject company based on Equity Market Capitalization
ARP= Additional risk premium specific to an investment in the subject company

[2] Rm - Rf determined by reference to 2017 Valuation Handbook Guide to Cost of Capital: Large Company Stock
Total Return - Long-term Gov't. Bond Income Returns; 1926 - 2016.

[3] 2017 Valuation Handbook Guide to Cost of Capital: Size-Decile Portfolio of the S&P 500 (Long-Term Returns
in Excess of CAPM) from 1926 to 2016.

[4] The estimated additional risk premium reflects the perceived uncertainties associated with the operating forecast
for the subject company.
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CONFIDENTIAL

The Legal Coverage Group, Ltd
Income Approach - Capitalized Earnings Method - Assuming 10% Attrition

Exhibit 4 A
Revenue [1] $ 367,513
Operating Income [21 § 33,465
EBIT Margin 9.1%
Less: Income Taxes 24.0% [3] 8,032
Net Income (Loss) from Operations $ 25,434
Net Margin 6.9%
Cash Flow Adjustments:
Add: Depreciation/Amortization [4] N/A
Less: Capital Expenditures [4] N/A
Less; Working Capital Additions 20.0% [5] (2,205)
Debt-Free Net Cash Flow 3 23,228
Net Cash Flow Adjusted for Growth $ 23,925
Year 1 Net Cash Flow Adjusted for Mid-period Convention 26,811
Capitalization Rate 22.6% 6]
Indicated Value of Business Enterprise 3 118,739

Less: Interest-Bearing Debt -
Plus: Non-Operating Asset [7] 20,000

Indicated Value of Equity - Control, Marketable Basis $ 138,739

[1] Year 1 revenue estimated by reference to annualized results for the seven months ended July 31, 2018 assuming
10% attrition,

[2] EBIT estimated by reducing revenues for annualized estimated expenses, determined by reference to budgeted
and actual expenses for the four weeks ended July 9, 2018. See Exhibit 2.

[3] Due to the pass through nature of the entity, I have utilized the estimated combined federal and state incomie tax
rate of 24.0 percent.

[4] Capital expenditures and depreciation and amortization expenses are assumed to offset in perpetuity.

[5] Based on consideration of the Company's historic levels of working capital as well as industry benchmarks,

[6] See Exhibit 3 .

[7] Estimated value of vehicle owned by Anne McKee purchased with LCG funds.
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CONFIDENTIAL

The Legal Coverage Group, Ltd
Income Approach - Capitalized Earnings Method - Assuming 20% Attrition

Exhibit 4 B

Revenue [11 38 326,678

Operating Income 2] § (7,370)

EBIT Margin -2.3%
Less: Income Taxes 24.0% [3] (1,769)

Net Income (Loss) from Operations $ (5,601)

Net Margin -1.7%

Cash Flow Adjustments:

Add; Depreciation/Amortization [4] N/A
Less: Capital Expenditures 4] N/A
Less: Working Capital Additions 20.0% [5} (1,960)

Debt-Free Net Cash Flow $ (7,561)

Net Cash Flow Adjusted for Growth $ (7,788)

Year 1 Net'Cash Flow Adjusted for Mid-period Convention (8,727)
Capitalization Rate 22.6% 6]

Indicated Value of Business Enterprise $ (38,650)
Less: Interest-Bearing Debt =
Plus: Non-Operating Asset [7] 20,000

Indicated Value of Equity - Control, Marketable Basis $ (18,650)

[1] Year 1 revenue estimated by reference to annualized results for the seven months ended July 31, 2018 assuming
20% attrition.

[2] EBIT estimated by reducing revenues for annualized estimated expenses, determined by reference to budgeted
and actual expenses for the four weeks ended-July 9, 2018. See Exhibit 2 ,

[3]-Due to the pass through nature of the entity, I have utilized the estimated combined federal and state income tax
rate of 24.0 percent.

[4] Capital expenditures and depreciation and amortization expenses are assumed to offset in perpetuity.

[5] Based on consideration of the Company's historic levels of working capital as well as industry benchmarks.

[6] See Exhibit 3.

[7] Estimated value of vehicle owned by Anne McKee purchased with LCG funds.
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EXHIBIT “B”
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ASSET PURCHASE AGREEMENT

THIS ASSET PURCHASE AGREEMENT (this “Agreement”) is made as of
, 2018, between The Legal Coverage Group Ltd., a Pennsylvania corporation
(“Seller”) and The HELP Group, LLC, a Pennsylvania limited liability company (“Buyer”).

Recitals

A. Seller is in the business of providing legal services plans to employers to offer as
a benefit to their employees (the “Business”).

B. On January 26, 2018 (the “Petition Date”), Seller filed a voluntary petition for
relief under Chapter 11 of the United States Bankruptcy Code in the Eastern District of
Pennsylvania. Seller’s bankruptcy case (the “Bankruptcy Case”) is pending as case number 18-
10494. The Bankruptcy Court appointed Leslie Beth Baskin to serve as the Trustee of Seller by
Order dated March 13, 2018,

C. Subject to the terms and conditions set forth herein, Seller desires to sell, assign
and convey to Buyer, and Buyer desires to purchase and acquire from Seller, substantially all of
the tangible and intangible assets and properties used or held for use in the operation of the
Business.

D. The Business Assets (as hereinafter defined) will be sold pursuant to an Order of
the Bankruptcy Court (the “Sale Order”) authorizing ‘and approving the sale of the Business
‘Assets and the assumption and assignment of the Assigned Contracts (as hereinafter defined)
‘pursuant to section 365 of the Bankruptcy Code in accordance with the terms and conditions of
this Agreement.

E. The principal of Buyer is Anne McKee (“McKee”).

F. McKee has worked at LCG for approximately 15 years. Over those years, McKee
has held various positions and titles at LCG, including assisting enrollees with their benefit
service néeds, working directly with LCG’s attorneys and staff to facilitate and manage the
enrollee services, manage accounts at the Worksite level and providing training and leadershlp to
the LCG staff.

G. Over the past several years, McKee has had the unofficial title of Executive
Director of Operations and managed the day to day operations of the business. In her role at
LCG and with the H.E.L.P.'® product, McKee has been instrumental in providing much of the
information to Trustee regardmg the post-Chapter 11 operations of LCG and HLELL.P.®, McKee
has never owned any interest in Debtor, nor has she been an officer.

NOW, THEREFORE, in consideration of the foregoing premises and the mutual
covenants and agreements set forth herein, and intending to be legally bound, the paities hereby
agree as follows:
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ARTICLE 1: SALE AND PURCHASE

1.1 Business Assets. Subject to the terms and conditions contained herein, Seller
shall grant, convey, sell, assign, transfer and deliver to Buyer as of the Effective Date (as
hereinafter defined) all rights and interests of Seller in all properties, assets, privileges, rights,
interests and claims, real and personal, tangible and intangible, of every type and description,
wherever located, including its business and goodwill (except for Excluded Assets as defined in
Section 1.2) used or held for use in the Business (collectively, the “Business Assets”), Without
limiting the foregoing, the Business Assets shall include the following:

(a) Tangible Personal Property. All interests of Seller as of the date of this

Agreement in all equipment, computers, servers, monitors, printers, telephone systems, furniture,

fixtures, office materials and supplies, and other tangible personal property of every kind and

description, used or held for use in connection with the Business, and any additions and

_improvements thereto between the date of this Agreement and the Effective Date (collectively,
the “Tangible Personal Property™).

(b)  Business Contracts. All rights of Seller in those contracts and agreements
(other than the Excluded Real Property Lease) to which Seller is a party and which are used in
connection with the Business, and any contracts and agreements entered into between the date
hereof and the Effective Date in accordance with Section 4.1 as listed on Schedule 1.3 (the
“Business Contracts”).

© Intangible Property. All rights and interests of Seller as of the date of this
Agreement in all trademarks (including without limitation the trademark “H.E.L:P.”), trade
names, service marks, copyrights, franchises, patents, slogans, logotypes and all other
intellectual property and other intangible rights, used or held for use in connection with the
Business, and those acquired by Seller between the date hereof and the Effective Date
(collectively, the “Intangible Property”).

(d)  Telephone Numbers and Internet Websites. All rights and interests of
Seller in all telephone numbers and internet web sites used or held for use in connection with the

Business, including without limitation all internet domain leases and domain names of the
Business, the unrestricted right to the use of HTML content located and publicly accessible from
those domain names, and the “visitor” e-mail database for those sites,

(e)  Files and Records. All interests of seller in all files and other records that
relate to the operation of the Business, other than duplicate copies of such files and records,
including without limitation all customer lists, attorney lists, billing reports, accounts receivable
and accounts payable records, advertising, marketing or relatéd materials, and all other
operational and financial information concerning the Business and the Busiriess Assets.

03] Warranty Claims. All claims, rights, and interests of Seller against third
parties under manufacturers’ and vendors’ warranties, if and to the extent that they relate to the
Business Assets,

()  Prepaid Items. All rights and interests of Seller in any deposits, reserves
and other amounts prepaid under the Assigned Contracts (as defined below).

2
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e (h) Names. The names “The Legal Coverage Group, Ltd.,” “LCG” and
HE.L.P.”,

@) Goodwill. All of Seller’s goodwill in, and going concern value of, the
Business.

1.2 Excluded Assets. Notwithstanding anything in this Agreement to the contrary,
the following assets and properties of Seller to the extent in existence on the Effective Date (the
“Excluded Assets”) shall be excluded from and shall not constitute Business Assets:

(a) Cash, Cash (including checks received prior to the close of business on
the Effective Date, whether or not deposited or cleared prior to the close of business on the
Effective Date), commercial paper, certificates of deposit and other bank deposits, treasury bills
and other cash equivalents;

(b)  Accounts Receivable.  All accounts receivable, and any notes or written
obligations réflecting accounts receivable of Seller relating to the Business as of the Effective
Date (the “Receivables™).

(¢) Insurance. All insurance policies relating to the operations of the Business
Assets;

(d) Tax Refunds. ‘All refunds or credits, if any, of Taxes owed or due to
Seller, “Taxes” means any federal, state, local or foreign income, gross receipts, license, payroll,
employment, excise, severance, stamp, occupation, premium, windfall profits, environmental
(including taxes under Code § 59A), customs duties, capital stock, franchise, profits,
withholding, social secunty (orsimilar), unemployment, dlSdblhiy, real property, personal
property, sales, use, transfer, registration, alternative or add-on minimum, estimated, or other tax
of any kind whatsoever, including any interest, penalty, or addition thereto, whether disputed or
riot, and any expenses incurred in connection with the determination, settlement or litigation of
any liability for Taxes;

(e) Real Property Lease. The real property lease (the “Excluded Real
Property Lease™) between Seller and Monument Road Associates, LP (the “Landlord”) for the
prémises at 50 Monument Road, Bala Cynwyd, Pennsylvania (the “Leased Premises™), and any
deposit made by Seller thereunder;

® Excluded Books and Records and Securities. The minute books, stock
transfer books and corporate seal of the Seller;

(@) Litigation Claims; Avoidance Actions. Any actions, causes of action,
rights (including indemnification), claims, or recoveries of the Seller against third parties arising
out of or relating to cvents prior to the Effective Date, including but not limited to (i) Seller’s
claims and causes of action under the Bankruptcy Code or applicable non-bankruptcy law,
including but not limited to Sections 502(d), 544, 545, 547, 548, 549 and 550 of the Bankrupicy
Code, or any other avoidance actions and (2) any rights or claims of Seller or Seller against
professionals, employees or insiders of Seller;

2804147v2
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(h) Rights under this Agreement. Seller’s rights under this Agreement;
1.3 Liabilities.

(@  The Business Assets shall be sold and conveyed to Buyer free and clear of
all liens, security interests, mortgages, pledges, restrictions, charges, claims, defects in title and
encumbrances of any kind or type whatsoever (collectively, “Liens™) except the post-Closing
obligations of Seller which Buyer will assume under Business Contracts assigned to Buyer that
are listed on Schedule 1.3(a) (“Assigned Contracts™).

(b)  Except as otherwise specifically provided herein, Buyer shall not assume
or be liable for, and does not undertake to assume or discharge: (i) any liability or obhgatlon of
Seller arising out of or relatmg to any contract, lease agreement, or instrument; (ii) any liability
or obligation of Seller arising out of or relating to any employee benefit plan otherwise relating
to employment (all employment obligations shall be brought current by Seller as of the Effective
Date, including the payment of all accrued benefits and severance pay and all bonuses, whether
or not such benefits or bonuses are due as of the Effective Date); (iii) any liability or obligation
of Sellér arising out of or relating to any litigation, proceéeding or claim (whether or not such
litigation, proceeding or claim is pending, threatened or asserted before, on or after the Effective
Date), but only to the extent such litigation, proceeding or claim arises from an action or incident
occurring before the Effective Date; (iv) any other liabilities, obligations, debts or commitments
of Seller whatsoever, whether accrued now or hereafter, whether fixed or contingent, whether
knowr or unknown; or (v) any claims asserted against the Business or any of the Business Assets
relating to any event (including any act or omission) prior to the Effective Date, mcludmg
without hmltatxon, the payment of or failure to pay all taxes. \

(c) Seller shall retain the obligation to satlsfy discharge, perform and fulﬁll

Date, but only to the extent such obligations and liabilities are allowed claims for purposes of the
Bankruptcy Case which are not expressly assumed by Buyer hereunder as they become due,
without any charge or cost to Buyer.

(d) Assxgned Contracts. The Assigned Contracts listed on Schedule 1.3 shall
be assumed by Seller and assigned to Buyer in accordance with the requirements of Section 365
of the Bankruptcy Code, and Seller shall be obligated to cure all defaults, including paying all
required cure amounts (“Cure Amounts”) as may be required to the extent such defaults are
requlred 1o be cured and such Cure Amourits are required to be paid as a condition to assumption
and assignment of such Assigned Contracts pursuant to “Order of the Bankruptcy Court and
Settion 365 of the Bankruptcy :Code. Buyer shall providé adequate assurance of future
petformance of the Assigned Contracts as may be required by the Bankruptcy Court.

1.4 Purchase Price.

(a) Purchase Price. The purchase price to be paid for the Business Assets
shall be Twenty Thousand Dollars ($20,000) (the “Purchase Price”) plus or minus the agreed-
upon Closing Date Adjustments, if any, pursuant to Section 1.5 hereof.

2804147v2
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(b)  Method of Payment. Upon Closing, the Purchase Price shall be paid by
Buyer in immediately available funds pursuant to written instructions of the Seller to be
delivered by Seller to Buyer at least four (4) business days prior to Closing.

1.5  Closing Date Adjustments. The operation of the Business and the income and
normal operating expenses attributable thereto through the date preceding the Effective Date (the
“AdJustment Date™) shall be for the account of Seller and thereafter for the account of Buyer,
and if any income or expense is properly allocable or credited, then it shall be allocated, charged
or prorated between Buyer and Seller accordingly. For example, if any invoices for legal services
provided under Seller’s legal plans cover a period that straddles the Adjustment Date, Seller shall
be responsible for the payment of the legal services provided before the Adjustment Date and
Buyer shall be responsible for the legal services provided from and after the Adjustment Date.
Receipts from Seller’s legal plan clients for a period that straddles the Adjustment Date shall be
pro-rated based on the number of days in that period prior to and after closmg Other operating
expenses, including without limitation, charges for IT and telephone service, shall be prorated
between Seller and Buyer as of the Adjustment Date in accordance with generally accepted
accounting principles. To the extent that any of the foregoing prorations and adjustments canriot
be determined as of the Effective Date, Buyer and Séller shall conduct a final accounting and
make any further payments, as required on a date mutually agreed upon, within ninety (90) days
after the Closing.

1.6 Closing. The consummation of the sale and purchase of the Business Assets
provided for in this Agreement (the “Closing”) shall take place at the offices of Spector Gadon &
Rosen, 1635 Market Street, 7th Floor, Philadelphia, PA, 19103, on [Friday, December 28 2018,
at 10:00 a.m.], with an effective date and time of December 31, 2018, at 11:59 p.m. (the
“Effective Date”), subject to the entry of the Sale Order and the satisfaction or waiver of the
other conditions required to be satisfied or waived pursuant to Articles 6 or 7 below (other than
those requiring a delivery of a certificate or other document, or the taking of other action, at the
Closing), or such other date, time and place as the parties may mutually agree, or the Bankruptcy
Court orders.

1.7 Third-Party Consents. Buyer acknowledges that the Sale Order of the Bankruptcy
Court authorizing and approving (1) the sale of the Business Assets; and (2) the assumption and
assignment of the Assigned Contracts under Section 365 of the Bankruptcy Code in accordance
with the terms and conditions of this Agreement will authorize the assumption and assignment of
the Assigned Contracts without the additional requirement of any consent by the parties thercto.
To the extent any Assigned Contract is not assumable and assignable by Seller to Buyer under
Section 365 of the Bankruptcy Code without the consent of the parties thercto, Seller and Buyer
shall use their reasonable efforts prior to Closing to obtain all such required consents of third
parties which are necessary for the consummation of the transactions contemplated hereby
(without conditions materially adverse to Buyer). All such third-party consents shall be in
writing and executed counterparts thereof shall be delivered to Buyer promptly after Seller’s
receipt thereof but in no event later than two (2) business days prior to the Closing Date.
Notwithstanding the foregoing or anything contained herein to the contrary, this Agreement shall
not constitute an agreement to assign any Business Contract or any claim or right or any benefit
arising thereunder or resulting therefrom if (i) the Business Contract is not executory as of the
Closing Date; or (ii) an attempted assignment thereof, without the consent of a third party

. 5
2804147v2



Case 18-10494-jkf Doc 503 Filed 11/08/18 Entered 11/08/18 11:58:14 Desc Main
Document  Page 62 of 74

thereto, would constitute a default thereof or in any way materially adversely affect the rights of
Buyer thereunder. If such consent is not obtained, or if an attempted assignmenit thereof would
be ineffective or would affect the rights thereunder so that Buyer would not receive all such
rights, Seller shall use her reasonable efforts after Closing to provide to Buyer the benefits under
any such Business Contract or any claim or right, including, without limitation, enforcement for
the benefit of Buyer of any and all rights of Seller against a third party thereto arising out of the
default or cancellation by such third party or otherwise. Seller’s failure to obtain any of the
consents referenced in the preceding sentence shall not relieve Buyer from its obligations to
consummate the transactions contemplated by this Agreement if all of the conditions set forth in
Article 7 have been fulfilled.

ARTICLE 2: REPRESENTATIONS AND WARRANTIES OF SELLER

Seller represents and warrants to Buyer as follows, with each representation and warranty
being qualified by and subject to the entry of the Sale Order:

2.1  Status. Seller is a corporation duly organized, validly existing and in good
standing under the laws of the Commonwealth of Pennsylvania. Seller has the requisite power to
enter into and complete the transactions contemplated by this Agreement.

2.2 Authority. This Agreement has been duly and validly authorized, executed, and
delivered by Seller, subject to the entry of a final and non-appealable order of the Bankruptey
Court approvmg this Agreement,

2.3 Approvals and Consents. The execution, delivery and performance by the Seller
of this Agreement and the consummation by it of the transactions contemplated hereby will not
require any consent, permit, license or approval of, or ﬁhng with or notice to, any person, entity
or governmental or regulatory authority under any provision of law applicable to Seller, other
than the apphcahon for and receipt of the Sale Order and any other Order that the Bankruptey
Court may enter in connection therewith.

2.4  Business Assets. The sale of the Business Assets to Buyer shall be on an “AS IS8~
and “WHERE IS” basis without any representation or warranty from Seller.

2.5  Brokers. There is no broker or finder or other person entitled to a commission or
brokerage fee or payment in connection with this Agreement or the transactions contemplated
hereby as a result of any agreement of or action taken by Seller.

ARTICLE 3: REPRESENTATIONS AND WARRANTIES OF BUYER

Buyer represents and warrants to Seller:

3.1 Status, Buyer is a limited liability company duly organized, validly existing and in
good standing urider the laws of the Commonwealth of Pennsylvania. Buyer has the requisite
power to enter into and complete the transactions contémplated by this Agreement.

3.2  Authority. All actions necessary to be taken by or on the part of Buyer in
connection with the transactions contemplated by this Agreement have been duly and validly
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taken, and this Agreement has been duly and validly authorized, executed and delivered by
Buyer and constitutes the legal, valid and binding obligation of Buyer, enforceable against Buyer
in accordance with and subject to its terms.

3.3 No Conflicts. Neither the execution, delivery and performance by Buyer of this
Agreement nor the consummation by Buyer of the transactions contemplated hereby will: (a)
conflict with or violate the certificate of incorporation or bylaws of Buyer; or (b) violate any
judgment, decree, order, statute, rule or regulation applicable to Buyer.

3.4  Brokers. There is no broker or finder or other person entitled to a commission or
brokerage fee or payment in connection with this Agreement or the transactions contemplated
hereby as a result of any agreement of or action taken by Buyer.

3.5  Approvals and Consents. The execution, delivery and performance by the Buyer
of this Agreement and the consummation by it of the transactions contemplated hereby will not
require any consent, permit, license or approval of, or ﬁlmg with or notice to, any person, entity
or governmental or regulatory authority under any provision of law applicable to Buyer or any
contract or other agreement to which Buyer is a party. .

3.6.  Financial Ability. Buyer has secured financing in an amount sufficient to enable
it to pay the balance of the Purchase Price on the Closing Date as described in Section 1.4 hereof.

ARTICLE 4: COVENANTS OF SELLER

4,1 Qgeration»of the Business.
Seller covenants and agrees that from the date hereof until the completion of the Closing:

(a) Seller shall continue to operate the Business in the ordinary course of
busmess consistent with past practice, and shall use its best efforts to preserve the businéss
organization of the Business intact, retain substantially as at present the Business’s employees,
consultants and agents, and preserve the goodwill of the Business’s suppliers, advertisers,
customers and others having business relations with it.

(b) Seller shall keep its books and accounts, records and files in the usual and
ordinary manner in which the business has been conducted in the past. Seller shall collect the
Business’s accounts receivable only in the ordinary course of business consistent with past
practice, :

(d)  :Nothing contained in this Agreement shall give Buyer any right to control
the operations or any other matter relating to the Business prior to the Effective Date, and Seller
shall have complete control of the operations and all other matters relating to the Business up to
the Effective Date.

(e Seller shall maintain the Tangible Personal Property in the ordinary course
of business, and maintain in effect its current casualty and liability insurance on the Business
Assets,

2804147v2
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()  In order to vacate the Business Premises by the Effective Date, Seller will
permit Buyer to remove and relocate all of the furniture, fixtures, equipment and other tangible
Business Assets located at the Business Premises to the office where the Buyer will be
conducting the Business, at the sole cost of Buyer, at any time during the period December 1,
2018 to the Effective Date. Buyer will be responsible for any damage to the Business Assets or
the Business Premises caused by such removal and relocation of the Business Assets.

(g)  Prior to the Effective Date, Seller shall not, without the prior notice to
Buyer:

6] sell, lease, transfer, or agree to sell, lease or transfer, any Business
Assets except for non-material sales or leases, in the ordinaty course of business, of items which
are being replaced by assets of comparable or superior kind, condition and value, and except as
contemplated by Section 4.1(f) above;

(i)  renew, renegotiate, modify, amend or terminate any existing time
sales contracts with respect to the Business, except in the ordinary course of business;

(iii)  enter into, renew or amend any other Contract with respect to the
Business, except in the ordinary course of business; or

(iv) enter into any barter or trade contracts that are prepaid, or any
contract with an Affiliate of Seller.

4.2  Notice of Proceedings. Seller will promptly notify Buyer in writing upon; (a)
becoming aware of any order or decree or any complaint praying for an order or decree
restraining or enjmmng the consummation of this Agreement or the transactions contemplated
hereunder; or (b) receiving any notice from any governmental department, court, agency or
commission of its intention (i) to institute an investigation into, or institute a suit or proceeding
to restrain or énjoin, the consummation of this Agreemem or such transactions, or (ii) to nullify
or render ineffective this Agreement or such transactions if consummated..

b

4.3 Employee Matters.

(a)  Buyer will not offer employment to any of Seller’s employees of the Business
other than Anne McKee (the “Continuing Employee”). Such offer shall be for employment as a
new employee of Buyer (subject to any applicable probation period not prohibited by law) to
occupy positions designated by Buyer and pursuant 1o the terms and conditions detérmined by
Buyer in its sole discretion.

(b)  Seller agrees to make available to Buyer, to the fullest extent permitted by law, all
information and materials requested by Buyer from the personnel files of the Continuing
Employee.

(c) Buyer assumes no  obligation to continue or assume any compensation
arrangements or liabilities of Seller (including, but not limited to, any salary, bonuses, fringe
benefits, insurance plans, or pension or retirement benefits under any compéensation or retirement
plan maintained by Seller) to any employee of Seller.

8
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(d  Buyer assumes the obligation with respect to the payment of accrued beneﬁts in
accordance with the terms of Seller’s retirement plans, including any retiree medical, dental and
life insurance plan. Buyer shall not at any time assume any liability under Seller’s retirement
plans for the payment of benefits to any active or any terminated, vested or retired participants in
Seller’s retirement plans,

(¢)  Buyer assumes no obligation for payment of medical, dental, health or disability
claims incurred by any Employee prior to the Effective Date, and Buyer shall not assume any
liability with respect to such claims,

) Seller agrees that it shall retain, consistent with its normal employment practices,
all liabilities and obligations, if any (including, without limitation, the liability and obligation for
all wages, salary, vacation pay and unemployment, médical, dental, health and dlsablhty
benefits), for those former employees of Seller who retired or terminated employment prior to
the Effective Date or otherwise do not become employees of Buyer, consistent with the dictates
of the Bankruptcy Code, 11 USC Section 101, et seq. or by Order of the Bankruptcy Court.

(g)  Seller, with respect to the Employees, will timely give all notices required to be
given under any statute or regulation of any jurisdiction relating to any plant closing or mass lay
off or as otherwise required by law and shall fully indemnify and hold harmless Buyer with
respect to any liability that may arise with respect thereto relating to the Employees, consistent
with the dictates of the Bankruptcy Code, 11 USC Section 101, et seq. or by Order of the
Bankruptcy Court.

ARTICLE 5: COVENANTS OF BUYER
Buyer covenants and agrees that from the date hereof until the completion of the Closing:

5.1  Representations and Warranties. Buyer shall give detailed written notice to Seller
promptly upon learning of the occurrence of any event that would cause or constitute a breach or
would have caused a breach had such event occurred or been known to Buyer prior to the date
hereof, of any of the representations and warranties of Buyer contairied in this Agreément,

52 Confidentiality. Any and all information, disclosures, : knowledge or facts
regarding Seller, ‘the Business.and their operation and properties derived from or resulting from
Buyer’s acts or conduct (including without limitation acts or conduct of Buyer’s officers,
employees, accountants, counsel, agents, consultants or representatives, or any of them) under
the provisions of Section 4.2 hereof shall be confidential and shall not be divulged, dlsclosed or
commumcated to any other person, firm, corporation or entnty, except for Buyer S attomeys,
accountants, investment bankers, investors and lenders, and their respective attorneys on a need
to know basis for the purpose of consummating the transactions contemplated by this
Agreement.

5.3 Fulfillment of Conditions. Buyer covenants and agrees with Seller that Buyer
will execute and deliver at the Closing each document that Buyer is hereby required to execute
and deliver as a condition to the Closing, and that, at all times from and after the daté hereof
under the Closing, Buyer will take all commercially reasonable steps necessary or desirable and
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proceed dlhgently and in good faith to satisfy each other condition to the obligations of Seller
contained in this Agreement and will not take or fail to take any action that could reasonably be
expected to result in the nonfulfillment of any such condition.

5.4  Bankruptcy Matters. Buyer agrees to cooperate with any reasonable request made
by Seller in connection with his efforts to secure the entry of the Sale Order, including, without
limitation, making officers and other principals of the Buyer and its affiliates available for
testimony before the Bankruptcy Court.

5.8  Records of Seller.

(a) Buyer agrees to preserve and keep the records of Seller delivered to it hereunder for a
period of three (3) years from the Effective Date or as required under applicable law;

(b) Buyer agrees to furnish or cause to be furnished to Seller, at reasonable times, upon
request of Seller as promptly as practicable such information (including access to personnel and
books and records pertinent solely to the Business Assets and assistance as is reasonably
necessary for Seller in connection with (1) any litigation filed by or on behalf of Seller, (i) the
preparation, review, audit and filing of any tax return, the preparation for any tax audit or the
defense of any assessment or other similar claim, or (iii) any legal proceedings against Seller, or
any governmental investigations of Seller;

(c) Buyer agrees to allow Seller to maintain, process and make copies of, all at Seller’s
expense, records, files and other data of Seller constituting a part of the Business Assets
transferred to Buyer hereunder for a period of two (2) years after the Effective Date,

ARTICLE 6: CONDITIONS TO THE OBLIGATIONS OF SELLER

The obligations of Seller under this Agreement are, at its option, subject to the fulfillment
of the following conditions prior to or on the Closing Date:

6.1  Representations, Warranties and Covenants.

(@)  Each of the representatlons and warranties of Buyer contained .in this
Agreement shall have been true and correct in all material respects as of the date when made and
shall be deemed to be made again on and as of the :Effective Date and shall then be true and
correct, except to the extent changes are permitted or contemplated pursuant to this Agreement,

(b)  Buyer shall have performed and complied in all material respects. w1th
each and every covenant and agreement required by this Agreement to be performed or complied
with by it prior to or on the Effective Date.

6.2  Proceedings.

10
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(8)  Neither Seller nor Buyer shall be subject to any restraining order or
injunction restraining or prohibiting the consummation of the transactions contemplated hereby,
other than any Order that may be entered by the Bankruptcy Court.

(b) In the event such a restraining order or injunction is in effect, this
Agreement may not be abandoned by Seller pursuant to this Section 6.2 prior to the Effective
Date, but the Closing shall be delayed during such period. This Agreement may be abandoned
after the Effective Date if such restraining order or injunction remains in effect.

6.3 Deliveries. Buyer shall have complied with each and e\}ery one of its obligations
set forth in Sectio‘n 8.2.

6.4 ‘Bankruptcy Court Approval, The Sale Order authorizing a sale of the Business
Assets to the Buyer shall have been entered, which order shall not be stayed and shall have
become a final and unappealable Order.

ARTICLE 7: CONDITIONS TO THE OBLIGATIONS OF BUYER

The obligations of Buyer under this Agreement are, at its option, subject to the fulfillment
of the following condmons prior to or on the Closing Date:

7.1  Representations, Warranties and Covenants.

(a)  Each of the representations and warranties of Seller contained in this
'Agreement shall have been true and correct as of the date when made and shall be deemed to be
made again on and as of the Effective Date and shall then be trué and correct except to the extent
changes are permltted or contemplated pursuant to this Agreement.

(b) - Seller shall have performed and complied in all material respects with
each and every covenant and agreement required by this Agreement to be performed or complied
with by it prior to or on the Effective Date, consistent with the dictates of the Bankruptcy Code,
11 USC Section 101, et seq. or and subject to any Order of the Bankruptcy Court.

7.2 Proceedings.

(@)  Neither Seller nor Buyer shall be subject to any restraining order or
injunction restraining or prohibitirig the consummation of the transactions contemplated hereby.

(b) In the event such a restraining order or injunction is ‘in:effect, this
Agreement may not be abandoned by Buyer pursuant to this Séction 7.2 prior to the Final
Effective Date, but the Closmg shall be delayed during such period. This Agreement may be
abandoned after such date if such restraining order or injuniction remains in effect.

7.3 Deliveries, Seller shall have complied with each and every one of its obligations
set forth in Section 8.1,

, , 11
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7.4  Bankruptcy Court Approval. The Sale Order authonzmg a sale of the Business
Assets to the Buyer shall have been entered, which order shall not be stayed and shall have

become a final and unappealable Order,

ARTICLE 8: ITEMS TO BE DELIVERED AT THE CLOSING

8.1  Deliveries by Seller, At the Closing, Seller shall deliver to Buyer the following
documents duly executed by Seller or such other signatory as imay be required by the nature of
the document:

(a) bills of sale, certificates of title, endorsements, assignments, conveyance,
transfer and assignment, in form and substance reasonably satisfactory to Buyer, sufficient to
sell, convey, transfer and assign the Business Assets to Buyer free and clear of any Liens (other
than Permitted Encumbrances) and to quiet Buyer’s title thereto,

8.2 Deliveries by Buyer. At the Closing, Buyer shall deliver to Seller:

(a)  the Purchase Price, which shall be paid in the manner specified in Section
1.4,

(b)  an instrument or instruments of assumption of the Business Contracts to
be assumed and assigned to Buyer pursuant to this Agreement; and

: © the consent of the sole member of Buyer . authorizing the executjon,
dehvery and performance by Buyer of this Agreement and the consummation of the transactions
contemplated hereby. :

ARTICLE 9: MISCELLANEOUS

9.1  Termination. This Agreement may be terminated at any time prior to Closing:
(a) by the mutual consent of Seller and Buyer; (b) by any party hereto if the Bankruptcy Court
has denied the approvals contemplated by this Agreement in an order which has become Final;
(¢) by Buyer or Seller if the Closing has not taken place by the Closing Date; (d) by Buyer, if on
the Closing Date Seller has failed to satisfy the conditions set forth in Sections 7.1, 7.3 or 7.4; (¢)
by Buyer if Seller has failed to cure a material breach of any of its represematxons, watranties or
‘covenants under this Agreement within five (5) calendar days after it receives notice from Buyer
of such breach; () by Seller, if on the Closing Date Buyer has failed to satisfy the conditions set
forth in Section 6.2 or 6.3; or (g) by Seller if Buyer has failed to cure a material breach of any of
its representatmns warranties or covenants under this Agreement within five (5) calendar days
after it receives notice from Seller of such breach. A termination pursuant to this Section 9,1
shall not relieve any party of any liability it would otherwise have for a breach of this
Agreement.

9.2 Expenses. Each party hereto shall bear all of its expenses incurred in connection
with the transactions contemplated by this Agreement, including without limitation, accounting
and legal fees incurred in connection herewith.

12
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9.3  Remedies Cumulative. The remedies provided in this Agreement shall be
cumulative and shall not preclude the assertion by any party hereto of any other rights or the
seeking of any other remedies against the other party hereto.

9.4  Further Assurances. From time to time prior to, on and after the Effective Date,
each party hereto will execute all such instruments and take all such actions as any other party
shall reasonably request, without payment of further consideration, in connection with carrying
out and effectuating the intent and purpose hereof and all transactions contemplated by this
Agreement, including without limitation the execution and delivery of any and all confirmatory
and other instruments in addition to those to be delivered on the Closing Date, and any and all
actions which may reasonably be necessary to complete the transactions contemplated hereby,
The parties shall cooperate fully with each other and with their respective counsel and
accountants in connection with any steps required to be taken as part of their respective
obligations under this Agreement.

9.5  Public Announcements.

Prior to the Effective Date, no party shall, without the approval of the other party
hereto, make any press release or other public announcement concerning the transactions
contemplated by this Agreement, except (i) to announce it has been entered into, (ii) such
disclosures as are necessary or appropriate in any pleadings and other filings made in the Seller’s
Bankruptcy Case or pursuant to any Order of the Bankruptcy Court, and (m) as and to the extent
that such party shall be so obligated by law, in which case such party shall give advance notice to
the other party and the parties shall use their best efforts to cause a mutually agreeable release or
aﬂnouncement to be issued.

9.7 Risk of Loss,

The risk of loss, damage or destruction to any of the Business Assets shall be
borne by Seller at all times up to 12:01 a.m, local time on the Effective Date, and the Buyer shall
bear such risk on or after the Effective Date. In the event of any loss, damage or destruction to
the Business Assets prior to the Effective Date, it shall be the responsibility of Seller to repair or
replace (as appropriate under the circumstances) any lost or damaged Business Assets (the
“Damaged Asset”), unless such Damaged Asset was obsolete or unnecessary for the continued
operation of the Business consistent with Seller’s past practice.

ARTICLE 10: GENERAL PROVISIONS

10.1 ~ Assignability; No Third Party Rights. This Agreement shall be binding upon and
inure to the benefit of the pames hereto, their successors and permitted assigns. Notw:thstandmg
‘the foregoing, no party may assign its nghts or obligations under this Agreement without prior
written consent of the other party, which consent shall not be unreasonably withheld, delayed, or
conditioned, The covenants, conditions and provisions hereof are and shall be for the exclusive
benefit of the parties hereto and their permitted assigns, and nothing herein, express or implied,
is intended or shall be construed to confer upon or to give any person or entity other than the
parties hereto and their permitted assigns.any right, remedy or claim, legal or equitable, under or
by reason of this Agreement.

13
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10.2  Amendments; Waivers, The terms, covenants, representations, warranties and
conditions of this Agreemnent may be changed, amended, modified, waived, or terminated only
by a written instrument executed by the party wanvmg compliance. The failure of any party at
any time or times to require performance of any provision of this Agreement shall in no manner
affect the right of such party at a later date to enforce the same. No waiver by any party of any
condition or the breach of any provision, term, covenant, representation or warranty contained in
this Agreement, whether by conduct or otherwise, in any one or more instances shall be deemed
to be or construed as a further or continuing waiver of any such condition or of the breach of any
other provision, term, covenant, representation or warranty of this Agreement.

10.3  Notices. All notices, requests, demands and other communications required or
permitted under this Agreement shall be in writing (which shall include notice by email) and
shall be deemed to have been duly made and received when personally served, or when delivered
by Federal Express or a similar overnight courier service, expenses prepaid, addressed as set
forth below:

(a) if to Seller, then to: Leslie Beth Baskin, Esquire
Chapter 11 Trustee
Spector Gadon & Rosen, PC
1635 Market Street, 7 Floor
Philadelphia, PA 19103

With a copy (which shall not

constitute notice) to; Daniel J. Dugan, Esquire
Spector Gadon & Rosen, PC
1635 Market Street, 7" Floor
Philadelphia, PA 19103

(b) if'to Buyer, then to: Anne McKee -
537 Carson Terrace
Huntingdon Valley, PA 19006

Any party may alter the address to which communications are to be sent by giving notice of such
change of address in conformity with the provisions of this Section providing for the giving of
notice.

104  Captions. -The captions of Articles and Sections of this Agreement are for
convenience :only and shall not control or affect the meaning or construction of any of the
provisions of this Agreement.

10.5 Governing Law. This Agreement and all questions relating to its validity,
interpretation, performance and enforcement shall be governed by and construed in accordance
with the laws of thé¢ Commonwealth of Pennsylvania, without giving effect to principles of
conflicts of laws.

14
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10.6  Entire Agreement. This Agreement constitutes the full and entire understanding
and agreement between the parties with regard to the subject matter heréof, and supersedes all
prior agreements, understandmgs inducements or conditions, express or 1mp11ed oral or wntten,
relating to the subject matter hereof, The express terms hereof control and supersede any course
of performance and/or usage of trade inconsistent with any of the terms hereof. This Agreement
has been prepared by all of the parties hereto, and no inference of ambiguity against the drafter
of a document therefore applies against any party hereto.

10.7  Counterparts, This Agreement may be executed in any number of counterparts,
each of which shall be deemed to be an original as against any party whose signature appears
thereon, and all of which’ shall together constitute one and the same instrument. This Agreement
shall become binding when one or more counterparts hereof, individually or taken together, shall
bear the signatures of all of the parties reflected hereon as the signatories.

[signature page follows]

15
2804147v2



Case 18-10494-jkf Doc 503 Filed 11/08/18 Entered 11/08/18 11:58:14 Desc Main
Document - Page 72 of 74

IN WITNESS WHEREQF, the parties have duly executed this Agreement as of the date
first above written, '

SELLER:

THE LEGAL COVERAGE GROUP LTD.

By:

Name:
Title:
BUYER:
THE HELP GROUP, LLC

Naime: Bnne YW\GCeg
Title: Prin cipal

16
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Schedule 1.3

Assigned Contracts

Contracts with Clients/Worksites

E@f}/%o Ooﬁpé Om‘\#eoj
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Contracts with Vendors

1. Canon
300 Commerce Square Blvd
Burlington, NJ 08016

2. Eastern Answering Service
40 E. Baltimore Ave
Lansdowne, PA19050 .

3. The Guardian Life Insurance Company of America
7 Hanover Square -
Customer Service, H-6-D
New York, NY 10004

4. Hostway

100 N Riverside Plaza
Chicago, IL 60606

120357290_3
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5. My Benefit Advisor
P.0. Box 844626
Boston, MA 02284-4626

6. Smart IP Solutions
P.O. Box 516
Southampton, PA 18966

7. StrategicLink Consulting, Inc.
999 West Chester Pike, Suite 200
West Chester, PA 19382

8. Studioality, LLC
411 8. Taney Street
Philadelphia, PA 19146

Licenses/Service Agreements

1. Canon
300 Commerce Square Blvd
Burlington, NJ 08016

2. FileMaker, Inc.
5201 Patrick Henry Drive
Santa Clara, CA 95054

3. Symantec (Endpoint Protection)
- 350 Ellis Street
‘Mountain View, CA 94043
4. -Sonicwall (Comprehensive Gateway Security)

P.O. Box 742998,
Los Angeles, California, 90074

5. Barracuda Networks, Inc. (Email Security Service)
Dept LA 22762
Pasadena, CA 91185-2762

120357290 3 -
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE EASTERN DISTRICT OF PENNSYLVANIA
In re: : Chapter 11
THE LEGAL COVERAGE GROUP LTD., ::
Bankruptcy No. 18-10494
Debtor.
ORDER
AND NOW, upon consideration of the Chapter 11 Trustee’s Motion for Order
Authorizing the Sale of the Business Assets of Legal Coverage Group, Ltd. (the “Business
Assets”) Pursuant to 11 U.S.C. § 363 Free and Clear of Liens and Encumbrances, Assumption
and Assignment of Certain Leases and Executory Contracts Pursuant to 11 U.S.C. § 365, and
Approval of Bidding Procedures (the “Motion”), and the Request for an Expedited Hearing
thereon, and sufficient cause being shown, it is hereby ORDERED that:
1. The request for an expedited hearing is Granted.
2. A hearing will be held on November ___ ,2018 at_____, in Bankruptcy Court
#3, Robert N.C. Nix, Sr., Federal Building and Post Office, 900 Market Street, Mg loor,
Philadelphia, Pennsylvania.

3. Written objections or other responsive pleadings to the Motion (while not
required) may be filed up to the time of the hearing and all will be considered at the hearing.
Any competitive offers to purchase the Business Assets, i.e., by parties other than the proposed
purchaser, must be served upon and received by the Chapter 11 Trustee by no later than five (5)
business days prior to the Sale Hearing as defined in the Motion. All such offers must be in cash,
with no contingencies, and must be at least $25,000.00.

4. If objections to the Motion or further offers are served upon the Chapter 11

Trustee, then the Chapter 11 Trustee shall hold a public auction for the Business Assets at her
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offices located at 1635 Market Street, 7 F loor, Philadelphia, PA 1910, within two (2) business
days of the Sale Hearing, with all subsequent bids being in $2,500.00 increments.

5. The Movant shall serve the Motion and this Order on the U.S. Trustee, Anne
McKee, all secured creditors, all parties previously expressing interest in purchasing the
Business Assets, all priority creditors, and all parties whose Worksites (“Worksites”) or leases
are subject to assumption and assignment per the Motion (“Contract Parties™) by overnight mail,
facsimile transmission or e-mail transmission no later than noon on November , 2018.

6. Trustee shall notify the Contract Parties but need not list the Worksite identities in
any Certificate of Service.

7. The Movant shall serve this Order and the Notice of the Motion in
conformity with Local Bankruptcy Form 9014-3 on all other parties in interest, including all
creditors, by regular mail no later than noon on November __ ,2018.

8. Prior to the hearing, the Movant shall file a Certification setting forth compliance

with the service requirements of Paragraphs 5 and 6 above as applicable.

November  , 2018 HONORABLE JEAN K. FITZSIMON
United States Bankruptcy Judge

Copies to:

Movant’s Counsel (for service)

Daniel J. Dugan, Esquire

1635 Market Street, 7th Floor Philadelphia,
PA 19103




