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Court File No.:12-

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT, R.S.C.
1985, C.C-36, AS AMENDED

AND IN THE MATTER OF ALLIED SYSTEMS HOLDINGS, INC., ALLIED SYSTEMS
(CANADA) COMPANY, AXIS CANADA COMPANY AND THOSE OTHER COMPANIES

LISTED ON SCHEDULE “A” HERETO

APPLICATION OF ALLIED SYSTEMS HOLDINGS, INC. UNDER SECTION 46 OF THE
COMPANIES’ CREDITORS ARRANGEMENT ACT, R.S.C. 1985, C.C-36, AS

AMENDED

REPORT OF DUFF & PHELPS CANADA RESTRUCTURING INC.
AS PROPOSED INFORMATION OFFICER OF

ALLIED SYSTEMS HOLDINGS, INC., ALLIED SYSTEMS (CANADA) COMPANY, AXIS
CANADA COMPANY AND THOSE OTHER COMPANIES LISTED ON SCHEDULE “A”

HERETO

June 11, 2012

1.0 Introduction

On May 17, 2012, involuntary petitions were filed by BDCM Opportunity Fund II,
LP, Black Diamond CLO 2005-1 Ltd. and Spectrum Investment Partners, L.P.
against Allied Systems Holdings, Inc. (“Allied Systems US” or “Foreign
Representative”) and its subsidiary, Allied Systems, Ltd. (L.P.) (“ASL”) pursuant to
Chapter 11 of Title 11 of the United States Code (“Chapter 11”) (“Involuntary
Petitions”) in the United States Bankruptcy Court for the District of Delaware (“U.S.
Court”).

On June 10, 2012, voluntary petitions were filed with the U.S. Court for relief under
Chapter 11 by several subsidiaries of Allied Systems US (“Subsidiaries”)1 (Allied

1
The U.S. subsidiaries are: Allied Automotive Group, Inc.; Allied Freight Broker LLC; Axis Areta, LLC; Axis

Group, Inc.; Commercial Carriers, Inc.; CT Services, Inc.; Cordin Transport LLC; F.J. Boutell Driveway LLC;
GACS Incorporated; Logistic Systems, LLC; Logistic Technology, LLC; QAT, Inc.; RMX LLC; Transport
Support LLC; and Terminal Services LLC. The Canadian subsidiaries are Allied Systems (Canada) Company
and Axis Canada Company.
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Systems US, ASL and the Subsidiaries are collectively referred to as the “Chapter
11 Debtors” or “Allied Group”), including Allied Systems (Canada) Company
(“Allied Systems Canada”) and Axis Canada Company (“Axis Canada”) (jointly, the
“Canadian Debtors”) (“Voluntary Petitions”, and together with the Involuntary
Petitions, the “Petitions”). In connection therewith, Allied Systems US and ASL
consented to the Involuntary Petitions (the “Chapter 11 Proceedings”). Copies of
the Petitions (excluding attachments) are included as Appendix “A” hereto. Allied
Group is seeking, among other orders, an order pursuant to Bankruptcy Rule
1015(b) authorizing the joint administration of its Chapter 11 cases and for
consolidation of the cases for procedural purposes only.

Duff & Phelps Canada Restructuring Inc. (“D&P”) has been advised that the
Foreign Representative intends to make an application to the Ontario Superior
Court of Justice – Commercial List (“Court”) pursuant to Part IV of the Companies’
Creditors Arrangement Act (“CCAA”) for orders (the “Recognition Orders”) which,
inter alia: a) recognize the Chapter 11 Proceedings as a “foreign main proceeding”;
b) appoint D&P as the Information Officer with respect to Allied Group; and c)
recognize certain “First Day Orders” being sought by Allied Group from the U.S.
Court in the Chapter 11 Proceedings.

This report (“Report”) has been drafted in D&P’s capacity as proposed Information
Officer (“Proposed Information Officer”).

D&P is a trustee as defined in Section 2 of the Bankruptcy and Insolvency Act and
has consented to act as Information Officer in these proceedings. D&P has had no
involvement with Allied Group prior to commencement of the Chapter 11
Proceedings. As more fully set out in the Macaulay Affidavit (as defined below),
Brian Cullen, an employee of a legal entity affiliated with D&P, is a director of Allied
Systems US, which is not one of the Canadian Debtors. The board of directors of
Allied Systems US consists of five members, including Mr. Cullen. The Canadian
Debtors have separate boards of directors. Allied Group and D&P have agreed to
a protocol whereby: a) D&P will deal directly with Allied Group; b) D&P will not
have direct contact with Mr. Cullen on any matter involving Allied Group; and c) Mr.
Cullen will recuse himself from any discussions or decisions involving D&P.

Mr. Cullen has been a director of Allied Systems US since 2005, at which time he
was an employee of Chanin Capital Partners (“Chanin”). Chanin was acquired by
a US subsidiary of Duff & Phelps Corp. in October, 2006. D&P was, until
December 9, 2011, the Toronto restructuring practice of RSM Richter Inc.
(“Richter”). Richter has never had a relationship with the Allied Group.
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1.1 Purposes of this Report

The purposes of this Report are to:

 Provide background information about Allied Group;

 List and provide copies of certain of the motion materials filed by Allied
Group with the U.S. Court and certain draft orders (“First Day Orders”)
Allied Group is seeking from the U.S. Court, and for which recognition will
be sought in this Court; and

 Provide information with respect to the proposed administration charge and
debtor-in-possession (“DIP) lender charge.

1.2 Currency

All currency references in this Report are to United States dollars, unless otherwise
noted.

1.3 Restrictions

In preparing this Report, the Proposed Information Officer has relied upon
unaudited financial information prepared by Allied Group’s representatives, Allied
Group’s books and records and discussions with its representatives. The
Proposed Information Officer has not performed an audit or other verification of
such information. An examination of Allied Group’s financial forecasts as outlined
in the Canadian Institute of Chartered Accountants Handbook has not been
performed. Future oriented financial information relied upon in this Report is based
on Allied Group’s representatives' assumptions regarding future events; actual
results achieved may vary from this information and these variations may be
material. The Proposed Information Officer expresses no opinion or other form of
assurance with respect to the accuracy of any financial information presented in
this Report, or relied upon by the Proposed Information Officer.
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2.0 Background

2.1 Corporate Overview

Allied Group’s corporate chart is attached as Appendix “B”. The corporate chart,
as it relates to the Canadian Debtors, is provided below (the shaded entities
represent the Canadian Debtors). Each of the Canadian Debtors is a Nova Scotia
unlimited liability company incorporated under the Nova Scotia Companies Act.

2.2 Business Overview

Allied Group is primarily engaged in the “car-haul” business, being the transport by
specially designed tractor trailers of light vehicles, such as automobiles, sport-utility
vehicles and light trucks, from manufacturing plants, ports, auctions, and railway
distribution points to automobile dealerships in the United States and Canada. In
Canada, this business is conducted by Allied Systems Canada.

Allied Group also operates a logistics business which, among other things,
arranges for and manages vehicle distribution services, automobile inspections,
auction and yard management services, vehicle tracking, vehicle accessorizing,
and dealer preparation services for the automotive industry in the United States
and Canada, and provides yard management services in Mexico. In Canada, this
business is conducted by Axis Canada.

Allied Systems Holdings,
Inc.

Allied Systems (Canada)
Company

Allied Automotive Group,
Inc.

Axis Group, Inc.

Axis Canada Company

QAT, Inc.90%

100%

10%

100%

100%100%
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Allied Group’s operations are centralized from its head office located in Atlanta,
Georgia. Allied Group employs approximately 1,835 individuals, including
approximately 461 active employees in Canada 2 . Approximately 390 active
Canadian employees are members of the International Brotherhood of Teamsters
or the Canadian Auto Workers’ unions.

Allied Group has a history of losses, reporting negative shareholders’ equity of
$276 million as at April 30, 2012. For the four month period ending April 30, 2012,
Allied Systems Canada incurred a loss of $3.8 million and had negative retained
earnings of $79 million, representing a history of significant losses. The Axis
Canada business is relatively insignificant, as it generated revenue of $228,000
and a loss of $95,000 for the same period.

Further information concerning Allied Group’s background, including information on
its corporate structure, historical financial results, employees, activities carried out
at its head office location and events leading up to the Chapter 11 Proceedings is
provided in the affidavit of Scott Macaulay, Senior Vice President and Chief
Financial Officer of Allied Systems US, sworn June 11, 2012 (“Macaulay Affidavit”).
The Macaulay Affidavit is included in the materials filed by the Foreign
Representative in these proceedings.

3.0 First Day Orders

Allied Group has filed several motions with the U.S. Court and is seeking First Day
Orders on June 12, 2012. Copies of certain of these motion materials and draft
First Day Orders were provided by counsel for the Foreign Representative to the
Proposed Information Officer and are attached hereto as Appendices “C” through
“K”. The Foreign Representative will be seeking Recognition Orders recognizing
these First Day Orders in Canada, if and when issued by the U.S. Court.

The applicable First Day Orders the Foreign Representative will be asking this
Court to recognize are listed below (the First Day Orders are defined in the
Macaulay Affidavit):

 Foreign Representative Order;

 Cash Management Order;

 Financing Order;

 Pre-petition Wages & Benefits Order;

2
Allied Systems Canada and Axis Canada employ 449 and 12 individuals, respectively.
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 Insurance Program & Insurance Premium Financing Order;

 Pre-petition Customers, Warehousemen, Common Carriers and Cargo
Claims Order;

 Pre-petition Sales & Use Tax Order;

 Utilities Service Order; and

 Critical Vendors Order.

The Macaulay Affidavit describes the purpose of each of the above orders. The
Proposed Information Officer has reviewed the draft First Day Orders and
discussed the rationale for them, particularly as it relates to the Canadian Debtors,
with representatives of Allied Group.

As is apparent from the copies of the draft First Day Orders attached, they are
consistent with the integrated nature of Allied Group’s operations in both the United
States and Canada, and in particular the:

 Cash Management Order provides for the maintenance of a network of
integrated bank accounts and cash management in both the United States
and Canada;

 Financing Order provides for DIP financing that will be used to finance the
integrated operations post-filing for working capital and general corporate
purposes and creates a charge in both the United States and in Canada
that is in priority to the first and second lien holders therein identified;

 Pre-petition Wages & Benefits Order permits the payment and the
continuance of employee wages and benefits, respectively, both in the
United States and Canada, as well as remittance of payroll deductions such
as Canada Pension Plan and Employment Insurance and payment of
certain severance obligations, in each case including pre-filing amounts and
subject to the budget underlying the DIP Facility (defined below);

 Insurance Program & Insurance Premium Financing Order permits the
payment, including for pre-filing amounts, of premiums, deductibles and
amounts due to administrators for the major insurance policies in effect in
both the United States and Canada, all in accordance with certain budgets
and caps;

 Pre-petition Customers, Warehousemen, Common Carriers and Cargo
Claims Order authorizes Allied Group to continue to honour certain pre-
filing cargo claims (for damaged cargo) in the ordinary course, and the
payment of certain customs, common carrier and warehousing liens, in both
the United States and Canada;
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 Pre-petition Sales & Use Tax Order permits the submission to tax
authorities (both in the United States and Canada) of certain pre-filing taxes
and obligations, including sales taxes collected by members of Allied Group
from their customers, and of certain highway use taxes, to an aggregate
maximum of $180,000;

 Utilities Service Order compels certain utilities, both in the United States
and Canada, to continue to provide utilities, provided that Allied Group has
deposited funds in a segregated account to fund utilities, deems those
utilities to be adequately assured of payment upon the establishment of this
account, and contains mechanisms for utilities to request additional security
for payment of amounts related to utilities and, failing agreement, to apply
to the U.S. Court in this regard; and

 Critical Vendors Order permits Allied Group to pay pre-filing amounts to an
aggregate maximum of $1.1 million to certain critical vendors but does not
obligate them to supply to Allied Group and does not create a charge in
their favour.

4.0 Court Ordered Charges

Pursuant to the proposed Recognition Order, Allied Group is seeking an
Administration Charge and DIP Charge (both as defined in the Recognition Order),
as detailed below.

4.1 Administration Charge

The draft Recognition Order contemplates an Administration Charge in respect of
the fees and disbursements of the Information Officer and its independent legal
counsel in the amount of $600,000. The Administration Charge is required to
protect the Information Officer and its counsel in the event that their reasonable
fees and expenses are unpaid.

The Administration Charge is a standard provision in Canadian orders appointing
insolvency professionals as Court officers, including orders appointing
professionals to oversee foreign insolvency proceedings. The Proposed
Information Officer considers the charge and the amount of the charge reasonable
and appropriate in the circumstances.

4.2 DIP Charge

Included in the First Day Orders is an order approving a DIP financing facility of up
to $20 million (“DIP Facility”) being made by Yucaipa American Alliance Fund I,
L.P. and Yucaipa American Alliance (Parallel) Fund I, LP in addition to certain
other Lenders (as defined in the Macaulay Affidavit) (collectively, the “DIP
Lenders”) to Allied Systems US and ASL. The Canadian Debtors, among others,
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are to be guarantors under the DIP Facility. A condition of the DIP Facility is a
charge (“DIP Charge”) against Allied Group’s assets, including the assets of the
Canadian Debtors.

The credit agreement governing the DIP Facility is described in the Financing
Order motion materials.

In assessing whether the proposed DIP Charge is reasonable, the Proposed
Information Officer considered the following (as described in the Macaulay
Affidavit):

 The Canadian Debtors’ operations are integrated with and centrally
managed and controlled by the US-based Chapter 11 Debtors, from their
head office in Georgia;

 The Canadian Debtors are financed, indirectly, pursuant to secured credit
facilities (“Secured Facilities”) between the US-based Chapter 11 Debtors
and the Lenders and Second Lien Lenders (as defined in the Macaulay
Affidavit)3. The Canadian Debtors are guarantors of the Secured Facilities.
All of Allied Group’s assets, including substantially all of the assets of the
Canadian Debtors, are secured by the Secured Facilities;

 Allied Group reported that it has total assets of $214 million at book value
(including $66 million of noncurrent assets) as at April 30, 2012, implying a
shortfall of $60 million in respect of the Secured Facilities. On that basis,
the Canadian Debtors’ unsecured creditors appear to be “under water” and
not prejudiced by any additional encumbrances;

 In any event, the non-employee unsecured obligations of the Canadian
Debtors total $10 million, which are immaterial relative to the value of the
likely under-secured portion of the secured obligations in the event that the
Canadian Debtors’ operations were terminated and liquidated, which is a
potential result should DIP financing not be available;

 The Canadian Debtors generated losses of $24 million in 2011 and
additional losses of $4 million in the year-to-date period ended April 30,
2012. Without the support of Allied Systems US and ASL, the Canadian
Debtors would not be able to continue to operate;

3
Allied Group reported a balance outstanding of $274 million in respect of the Secured Facilities as at April 30,

2012.
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 While the Canadian Debtors generally operate on a cash neutral basis,
subject to timing differences in a particular month, they would generate
negative cash flow if required to make payments to the
11 Debtors for al
behalf (such as senior management, accounting, information technology
and legal expenses)
benefit from the continued funding of Allied Group. As a r
Canadian Debtors’ losses and increasing deficit, the management fee
expenses have been accrued as an intercompany payable between the
Canadian Debtors and the

 As it relates to the Canadian Debtors, funding from
required to, among other things, pay employees in the ordinary course,
operate and maintain the trailer fleet, insure assets and fund these
proceedings. The Canadian Debtors’ business would be disrupted and its
viability jeopardized w
financing will allow the business to continue to operate while Allied Group
attempts to find a going

Based on the above, it is the Proposed Information Officer’s view
Group, including the Canadian Debtors, is dependent on a DIP Facility to fund its
operations and these proceedings; and b) the proposed DIP Charge is reasonable
in the circumstances and necessary to preserve the going
Canadian Debtors.

5.0 Conclusion

Based on the foregoing,
being sought by the Foreign Representative is reasonable.

All of which is respectfully submitted,

DUFF & PHELPS CANADA RESTRUCTURING INC.

IN ITS CAPACITY AS PROPOSED INFORMATION OFFICER OF

ALLIED SYSTEMS HOLDINGS, INC.,

CANADA COMPANY AND THOSE OTHER COMPANIES LISTED ON SCHEDULE “A”

HERETO AND NOT IN ITS PERSONAL CAPACITY

4
The Canadian Debtors expensed but did not pay $5.1 million related to these management fees for the year

ended December 31, 2011.
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While the Canadian Debtors generally operate on a cash neutral basis,
subject to timing differences in a particular month, they would generate
negative cash flow if required to make payments to the US-
11 Debtors for all management and overhead expenses incurred on their
behalf (such as senior management, accounting, information technology
and legal expenses)4. Accordingly, the Canadian Debtors receive a direct
benefit from the continued funding of Allied Group. As a r
Canadian Debtors’ losses and increasing deficit, the management fee
expenses have been accrued as an intercompany payable between the
Canadian Debtors and the US-based Chapter 11 Debtors; and

As it relates to the Canadian Debtors, funding from the DIP Facility is
required to, among other things, pay employees in the ordinary course,
operate and maintain the trailer fleet, insure assets and fund these
proceedings. The Canadian Debtors’ business would be disrupted and its
viability jeopardized without the immediate benefit of the DIP Facility. DIP
financing will allow the business to continue to operate while Allied Group
attempts to find a going-concern solution for its business.

Based on the above, it is the Proposed Information Officer’s view
Group, including the Canadian Debtors, is dependent on a DIP Facility to fund its
operations and these proceedings; and b) the proposed DIP Charge is reasonable
in the circumstances and necessary to preserve the going-concern value of the

Based on the foregoing, it is the Proposed Information Officer’s view that the relief
being sought by the Foreign Representative is reasonable.

* * *

All of which is respectfully submitted,

RESTRUCTURING INC.

IN ITS CAPACITY AS PROPOSED INFORMATION OFFICER OF

ALLIED SYSTEMS HOLDINGS, INC., ALLIED SYSTEMS (CANADA) COMPANY

AND THOSE OTHER COMPANIES LISTED ON SCHEDULE “A”

AND NOT IN ITS PERSONAL CAPACITY
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financing will allow the business to continue to operate while Allied Group

Based on the above, it is the Proposed Information Officer’s view that: a) Allied
Group, including the Canadian Debtors, is dependent on a DIP Facility to fund its
operations and these proceedings; and b) the proposed DIP Charge is reasonable

concern value of the

view that the relief

ALLIED SYSTEMS (CANADA) COMPANY, AXIS
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