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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

FOURTH 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

JANUARY 11, 2013

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 United States 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

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. As of the date of the Orders, Allied Group employed approximately 1,835
individuals, including approximately 600 active employees in Canada2. At that
time, approximately 390 active Canadian employees were members either of the
International Brotherhood of Teamsters or the Canadian Auto Workers’ unions.

Further background concerning Allied Group was 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

At the commencement of the Chapter 11 Proceedings, Allied Group entered into a
debtor-in-possession loan facility in the amount of $20 million (“DIP Facility”) with
Yucaipa American Alliance Fund II, LLC, as agent, and Yucaipa Leveraged
Finance, LLC and CB Investments, LLC, as lenders (“DIP Lender”).

Based on Allied Group’s books and records, as at December 31, 2012, Allied
Group had borrowed $13 million under the DIP Facility, which was approximately
$4.5 million lower than the amount Allied Group projected at the outset of the
Chapter 11 Proceedings3. The difference results from, among other things:

a) Allied Group deferring planned capital expenditures - $4.6 million;

b) Timing of professional fees payments - $2.7 million;

c) Reduction of certain operating expenses - $0.4 million; and

d) Lower than projected receipts in the period resulting from lower than
projected revenue – ($3.2 million).

As at December 31, 2012, Allied Group had liquidity of $15.2 million (DIP
Financing availability and unrestricted cash on hand), which was $7.1 million
higher than Allied Group’s internal projections prepared upon commencement of
the Chapter 11 Proceedings. No direct advances have been made to the
Canadian Debtors under the DIP Facility.

Pursuant to the DIP Facility, Allied Group had to maintain certain financial
covenants, including a monthly minimum EBITDA covenant. Allied Group’s
financial projections and the covenants related thereto, including the EBITDA
covenant, contemplated growth of Allied Group’s business from existing and new
customers. Due to, among other things, market dynamics and the duration of the
Chapter 11 Proceedings, the growth has not materialized. Accordingly, in
September, October and November 2012, Allied Group breached the EBITDA
covenant (“Defaults”). According to Allied Group’s management, existing and
prospective customers of Allied Group have been hesitant to sign contracts while
Allied Group remains in Chapter 11. Consequently, Allied Group continues to have
significant excess capacity. As of December 21, 2012, Allied Group had
approximately 880 out of its readily available 2,000 tractor-trailers in use.

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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Allied Group informed the DIP Lender of the Defaults and is working with the DIP
Lender on an amendment to the DIP Facility (“DIP Amendment”). According to
Allied Group’s management, the DIP Amendment is not expected to have any
material impact on Allied Group’s business as: a) the Defaults are expected to be
waived; and b) availability under the DIP Facility will not be reduced.

In the interim, on December 7, 2012, the DIP Lender entered into a forbearance
agreement with Allied Group (“Forbearance Agreement”) until the DIP Amendment
is finalized. The Forbearance Agreement currently expires on January 28, 2013.
The Information Officer understands that under the Forbearance Agreement, the
DIP Lender has agreed to forbear from exercising its rights under the DIP Facility
against Allied Group.

Aside from the foregoing, 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 commencement of the
Chapter 11 Proceedings.

4.0 Chapter 11 Proceedings

4.1 Requisite Lender

Pursuant to a first lien facility (“First Lien Facility”) and second lien facility, both
dated May 15, 2007, as amended, Black Diamond/Spectrum, Yucaipa American
Alliance Fund I, LP and Yucaipa American Alliance (Parallel) Fund I, LP (jointly
“Yucaipa Defendants”) and other parties are lenders to Allied Group.

On January 18, 2012, Black Diamond/Spectrum filed suit against the Yucaipa
Defendants in the Supreme Court of the State of New York (“NY Court”) to seek a
judicial declaration that the Fourth Amendment to the First Lien Facility dated
August 21, 20094 is null and void and that, consequently, the Yucaipa Defendants
are not the Requisite Lender (“Requisite Lender”) as defined in the First Lien
Facility (“Requisite Lender Suit”).

The Requisite Lender has certain voting and other rights with respect to the First
Lien Facility, which could include the right to credit bid in a sale process for Allied
Group’s assets. Accordingly, its determination is relevant to these proceedings.

4
The effect of the Fourth Amendment was to designate the Yucaipa Defendants as the Requisite Lender, as

further described in the NY Court hearing transcript included in Appendix “A”.
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On November 19, 2012, the NY Court heard the Requisite Lender Suit and granted
summary judgment in favour of Black Diamond/Spectrum. A copy of the transcript
from the NY Court hearing is provided in Appendix “A”. The NY Court has yet to
issue a written ruling with respect to the decision. As such, there is uncertainty as
to the scope and effect of the NY Court’s summary judgment as it relates to the
Requisite Lender and other amendments to the First Lien Facility, including the
Third Amendment to the First Lien Facility dated April 17, 2008, as further detailed
below.

Both Allied Group and the Yucaipa Defendants have applied to the U.S. Court to
hear claims on the validity of certain amendments to the First Lien Facility and
certain other issues not argued before the NY Court. The Yucaipa Defendants
argue that: “The lenders’ rights to credit bid for the Debtors’ assets must be
determined under the Third Amendment as a gating item to the Debtors’ exit from
the instant chapter 11 cases. Moreover – and critical for purposes of the
Abstention Cross Motion – no state court proceeding (a) currently exists or (b) can
timely adjudicate those and other issues associated with the Third Amendment”5.
Allied Group has, among other things, sought “a declaration identifying the
Requisite Lender and setting forth which portions of the First Lien Credit
Agreement, including the Third and Fourth Amendments, are valid and enforceable
in accordance with their express terms”. Allied Group’s view is that, among other
things, if the U.S. Court considers and determines all matters related to
identification and rights of the Requisite Lender, Allied Group may be able to
complete its restructuring expeditiously.

Black Diamond/Spectrum has filed a cross-motion for the U.S. Court to abstain
from hearing matters related to the Requisite Lender. In their view, the NY Court
has jurisdiction over the Requisite Lender issues. Correspondence dated
December 13, 2012 from counsel representing Black Diamond/Spectrum to the
U.S. Court regarding the Requisite Lender Suit and the position of the parties is
provided in Appendix “B”.

4.2 Sale Process

As detailed in the Information Officer’s Third Report to Court dated October 11,
2012 (“Third Report”), 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. Objections were

5
Yucaipa American Alliance Fund I, LP and Yucaipa American Alliance (Parallel) Fund I, LP’s Supplemental

Brief in support of their objection to cross-motion of BDCM Opportunity Fund II, LP, Black Diamond CLO 2005-
1 Ltd and Spectrum Investment Partners, L.P. pursuant to 28 U.S.C. §1334(C) for Abstention dated
December 17, 2012.
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filed by Black Diamond/Spectrum, the Official Committee of Unsecured Creditors
and the Office of the U.S. Trustee (together, the “Parties”) to certain terms of
Rothschild’s retention arrangement.

Since the date of the Third Report, the Parties and Allied Group negotiated an
amended retention arrangement. On October 16, 2012, the U.S. Court made an
order authorizing Allied Group to employ and retain Rothschild in accordance with
the amended terms and conditions. A copy of the U.S. Court’s order is provided in
Appendix “C”.

The sale process commenced by Rothschild for Allied Group’s business and
assets, including the business and assets of the Canadian Debtors, is ongoing.
Rothschild has advised the Information Officer that it is in discussions with
prospective purchasers and is facilitating their diligence review; however, a date for
binding offers has not yet been set.

4.3 Other

The U.S. Court has heard and granted certain of the Allied Group’s motions,
including a motion to assume certain real estate leases and to reject others and
motions to approve a premium financing agreement for 2013 insurance coverage.

The U.S. Court’s schedules for hearings held in October, November and
December, 2012 (together, the “Schedules”) are provided in Appendix “D”. The
Schedules summarize each of the motions and indicate whether the matter
proceeded on consent or subject to objections.

5.0 Directors’ and Officers’ Charge

As a Canadian transportation carrier, Allied Canada is subject to the Canada
Labour Code (“CLC”). Section 251.18 of the CLC imposes joint and several liability
on directors of a company for, among other things, wages, severance and
termination pay, subject to certain conditions.

Pursuant to a Notice of Motion returnable July 31, 2012, the Foreign
Representative sought a Court-ordered directors’ and officers’ charge (“D&O
Charge”), in the maximum amount of CDN $9.9 million, on the collateral of the
Canadian Debtors for the benefit of the Canadian Debtors’ directors and officers
(current and former, actual and deemed). The D&O Charge would address,
among other things, liabilities associated with severance and termination pay
arising before and after the commencement of the Chapter 11 Proceedings and
other statutory obligations, such as wages, withholdings and sales taxes, arising
after the commencement of the Chapter 11 Proceedings. Access to the D&O
Charge would only be available if the directors’ and officers’ insurance maintained
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by Allied Group is not available or is not sufficient. Further 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, the Canadian
Debtors and their stakeholders have been discussing a possible settlement
solution. On January 11, 2013, the Court further adjourned the hearing with
respect to this matter to a date no later than March 1, 2013.

* * *

All of which is respectfully submitted,

DUFF & PHELPS CANADA 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
















































































































































































































































