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Court File No.:12-CV-9757-00CL

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

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

ALLIED SYSTEMS HOLDINGS, INC., ALLIED SYSTEMS (CANADA) COMPANY, AXIS
CANADA COMPANY AND THOSE OTHER COMPANIES

LISTED ON SCHEDULE “A” HERETO

October 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.
(“Black Diamond/Spectrum”) against Allied Systems Holdings, Inc. (“Allied Systems
US”) 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 the US and Canadian subsidiaries of Allied Systems US
(“Subsidiaries”)1 (Allied Systems US, ASL and the Subsidiaries are collectively

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 Driveaway 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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referred to as the “Chapter 11 Debtors” or “Allied Group”), including Allied Systems
(Canada) Company (“Allied Canada”) and Axis Canada Company (“Axis Canada”)
(jointly, the “Canadian Debtors”). In connection therewith, Allied Systems US and
ASL consented to the Involuntary Petitions. The cases commenced or consented
to by the Chapter 11 Debtors in the U.S. Court are herein defined as the “Chapter
11 Proceedings”.

The Chapter 11 Debtors were granted ancillary relief under Part IV of the
Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the
“CCAA”) pursuant to an Order of the Ontario Superior Court of Justice (“Court”)
dated June 12, 2012 (the “Initial Order”) and a Court Order dated June 13, 2012
(the “Supplemental Order”, and together with the Initial Order, the “Orders”).

Pursuant to the Orders, inter alia: a) the Chapter 11 Proceedings were recognized
as a “foreign main proceeding” pursuant to Part IV of the CCAA; b) Allied Systems
US was appointed as Allied Group’s foreign representative (“Foreign
Representative”); c) certain orders made by the U.S. Court dated June 12, 2012
were recognized; and d) Duff & Phelps Canada Restructuring Inc. (“D&P”) was
appointed as the Information Officer (the “Information Officer”).

On July 16, 2012, this Court made an Order: a) recognizing certain final orders of
the U.S. Court that had previously been granted on an interim basis; b) approving
certain ancillary relief in respect of Allied Group’s cash management system; and
c) amending the Supplemental Order to provide for increased priority for the
Administration Charge and the DIP Lender’s Charge (as both terms are defined in
the Supplemental Order).

This report (“Report”) is filed in D&P’s capacity as Information Officer.

1.1 Purposes of this Report

The purposes of this Report are to:

a) Provide background information about Allied Group; and

b) Provide an update to the Court on the status of these proceedings and the
Chapter 11 Proceedings, pursuant to the terms of the Supplemental Order.

1.2 Currency

All currency references in this Report are to Canadian dollars, unless otherwise
noted.
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1.3 Restrictions

In preparing this Report, the 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 Information Officer has not
performed an audit or other verification of such information. The 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
Information Officer.

2.0 Background

2.1 Business Overview

Allied Group is primarily engaged in the “car-haul” business, being the transport by
specially designed tractor trailers of 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 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 Group’s operations are centralized from its head office located in Atlanta,
Georgia. Allied Group employs approximately 1,835 individuals, including
approximately 600 active employees in Canada 2 . Approximately 390 active
Canadian employees are members either of the International Brotherhood of
Teamsters or the Canadian Auto Workers’ unions.

Further information concerning Allied Group’s background 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”) and the Information
Officer’s previous reports (“IO Reports”). The Macaulay Affidavit, the IO Reports
and other materials filed with the Court in the Canadian proceedings are available
on D&P’s website at www.duffandphelps.com/restructuringcases. Information
regarding the Chapter 11 Proceedings is posted on the “Restructuring News”
portion of Allied Group’s website at www.alliedautomotive.com.

2
The number of active Canadian employees varies by season.
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3.0 Operations and Financing

The Information Officer continues to correspond regularly with representatives of
Allied Group, including representatives of the Canadian Debtors. The Information
Officer understands that Allied Group’s operations, including those of the Canadian
Debtors, have continued in the ordinary course and without significant disruption
since the beginning of the Chapter 11 Proceedings.

Based on Allied Group’s books and records, as at September 30, 2012, Allied
Group had borrowed $10 million under its debtor-in-possession loan facility (“DIP
Facility”), which is $800,000 lower than the amount Allied Group projected at the
outset of the Chapter 11 Proceedings3. At September 30, 2012, Allied Group had
liquidity of $15.5 million (DIP Financing availability and unrestricted cash on hand),
which is $1.6 million higher than Allied Group’s internal projections.

On October 1, 2012, Allied Group borrowed an additional $2 million under the DIP
Facility. The Information Officer understands that Allied Group’s cash flow has
been impacted by, among other things, timing differences associated with
collection of accounts receivable. The Information Officer has also been advised
that professional fees have been higher than budgeted.

The Canadian Debtors have not made any direct borrowings under the DIP
Facility.

3.1 Intercompany Balance

Upon commencement of the Chapter 11 Proceedings, Allied Canada had an
intercompany account payable to Allied Systems US and certain of its subsidiaries
of approximately $88 million (“Intercompany Payable”). The intercompany account
is used to record transactions, management and royalty fees, payments, car haul
services and cash transfers between Allied Canada and other entities that
comprise Allied Group.

From June 1, 2012 to August 31, 2012, the Intercompany Payable decreased by
approximately $600,000. Included in the adjustments over that period were a
$3.1 million exchange rate gain (appreciation of the Canadian dollar to the US
dollar) and $1.6 million of accrued interest on the Intercompany Payable.
Excluding those two items, the balance owing by Allied Canada to Allied Systems
US and certain of its subsidiaries increased by $900,000.

3
The projection is based on Allied Group’s DIP Facility budget provided to the DIP Lenders at the outset of the

proceedings.
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4.0 Chapter 11 Proceedings

4.1 Sale Process

On June 28, 2012, Allied Group filed materials seeking U.S. Court approval to
retain Rothschild Inc. (“Rothschild”) as its financial advisor and investment banker.
The purpose of Rothschild’s engagement is to, inter alia, conduct a sale process
for Allied Group’s business and assets. Since that time, the Information Officer
understands that Rothschild has commenced a sale process, including:

 Preparing marketing materials;

 Canvassing the market to identify potential buyers;

 Facilitating diligence by potential strategic and financial buyers;

 Seeking non-binding expressions of interest; and

 Determining parties’ interest and ability to engage in a transaction with
Allied Group.

Objections to certain terms of Rothschild’s engagement letter were filed by Black
Diamond/Spectrum, the Official Committee of Unsecured Creditors (“Committee”)
and the Office of the U.S. Trustee (together, the “Parties”). The Parties objected
to, among other things, the triggering events for payment of the Rothschild
completion fee. The Parties also argued about the appropriate statutory
mechanism to approve the Rothschild engagement and the scope of the U.S.
Court’s authority to review compensation arrangements.

On August 28, 2012, the U.S. Court considered the relief requested by Allied
Group and the Parties’ objections. The U.S. Court provided its views to Allied
Group and the Parties on the contested matters but did not issue an order in this
regard. An excerpt of the transcript from the hearing is provided in Appendix “A”.
The Information Officer understands that Allied Group, Rothschild and the Parties
have been attempting to settle the contested matters and return to the U.S. Court
with a consent order. The sale process has been delayed pending resolution of
this matter.
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4.2 Key Employee Retention Plan

Pursuant to a U.S. Court order made on September 28, 2012, Allied Group was
authorized to implement a Key Employee Retention Plan (“KERP”). The KERP is
summarized as follows:

 The KERP covers 79 key non-management employees, of which 21
individuals are employed by the Canadian Debtors;

 Participants in the KERP will receive a bonus equal to fifteen percent of
their annual base salary to the extent that: a) they remain employed by
Allied Group through the effective date of a Chapter 11 Plan of
Arrangement; or b) they are terminated under limited circumstances4; and

 Allied Group estimates that the aggregate potential payout under the
KERP is approximately US $800,000, of which $213,000 relates to the
Canadian Debtors.

A copy of the U.S. Court’s order approving the KERP is provided in Appendix “B”.

4.3 Other

The U.S. Court has heard other motions by Allied Group and its stakeholders
concerning, among other things, the retention of legal, financial and other advisors.
In addition, the following orders and stipulations, among others, have been issued
in the Chapter 11 Proceedings:

 A U.S. Court order extending to January 7, 2013 the period in which Allied
Group has exclusive authority to file a Plan of Arrangement;

 A U.S. Court order extending to January 7 or 8, 2013, depending on the
applicable Allied Group entity, the period in which Allied Group may elect
to assume or reject real estate leases;

 A U.S. Court order extending to December 10, 2012 the period for Allied
Group to file notices of removal of civil actions to the federal court; and

 A stipulation extending to October 23, 2012 the period in which the
Committee can challenge the perfection of certain liens that arose prior to
commencement of the Chapter 11 Proceedings.

4
Such as by death, disability, a partial sale of the Allied Group’s business or a termination of the participant’s

employment without cause.
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The U.S. Court’s schedules for the monthly hearings held in July, August and
September, 2012 (together, the “Schedules”) are provided in
Schedules summarize ea
proceeded on consent or subject to objections.

5.0 Directors’ and Officers’ Charge

Pursuant to a Notice of M
Representative sought a Court
Charge”) in respect of the Canadian Debtors
the D&O Charge is included in the Information Officer’s Second Report to Court
dated July 26, 2012.

The hearing regarding the D&O Charge was adjourned
by certain of the Canadian Debtors’ stakeholders
Debtors and their stakeholders have been discussing

All of which is respectfully submitted,

DUFF & PHELPS CANADA
IN ITS CAPACITY AS INFORMATION OFFICER OF
ALLIED SYSTEMS HOLDINGS, INC., ALLIED SYSTEMS (CANADA) COMPANY, AXIS
CANADA COMPANY AND THOSE OTHER COMPANIES LISTED ON SCHEDULE “A”
HERETO AND NOT IN ITS PERSONAL CAPACITY
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The U.S. Court’s schedules for the monthly hearings held in July, August and
September, 2012 (together, the “Schedules”) are provided in Appendix “
Schedules summarize each of the motions and indicate whether the matter
proceeded on consent or subject to objections.

Directors’ and Officers’ Charge

Notice of Motion returnable July 31, 2012, the
sought a Court-ordered directors’ and officers’

in respect of the Canadian Debtors. Background information regarding
the D&O Charge is included in the Information Officer’s Second Report to Court
dated July 26, 2012.

The hearing regarding the D&O Charge was adjourned following comments made
by certain of the Canadian Debtors’ stakeholders. Since that time, t
Debtors and their stakeholders have been discussing terms of a D&O Charge.

* * *

ll of which is respectfully submitted,

RESTRUCTURING INC.
IN ITS CAPACITY AS INFORMATION OFFICER OF
ALLIED SYSTEMS HOLDINGS, INC., ALLIED SYSTEMS (CANADA) COMPANY, AXIS
CANADA COMPANY AND THOSE OTHER COMPANIES LISTED ON SCHEDULE “A”
HERETO AND NOT IN ITS PERSONAL CAPACITY
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