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COURT FILE NO: CV-13-10353-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

COMERICA BANK

APPLICANT

- AND -

ARXX BUILDING PRODUCTS INC., ARXX BUILDING PRODUCTS U.S.A. INC., ARXX
CORPORATION, ECB HOLDINGS, LLC, APS HOLDINGS, LLC, UNISAS HOLDINGS, LLC

AND ECO-BLOCK INTERNATIONAL, LLC

RESPONDENTS

FIRST REPORT OF
DUFF & PHELPS CANADA RESTRUCTURING INC.

AS RECEIVER

DECEMBER 19, 2013

1.0 Introduction

1. This report (“Report”) is filed by Duff & Phelps Canada Restructuring Inc. (“D&P”)
in its capacity as Court-appointed receiver (the “Receiver”) of the properties,
assets and undertakings of ARXX Building Products Inc. (“ARXX Canada”),
ARXX Building Products U.S.A. Inc. (“ARXX USA”) (ARXX Canada and ARXX
USA are jointly referred to as the “Company”), ARXX Corporation, ECB Holdings,
LLC, APS Holdings, LLC, Unisas Holdings, LLC and Eco-Block International,
LLC (collectively, the “ARXX Group”).

2. Pursuant to an order of the Ontario Superior Court of Justice (Commercial List)
(the “Court”) made on December 9, 2013 (the “Receivership Order”), D&P was
appointed Receiver of the ARXX Group. A copy of the Receivership Order and
the Endorsement of the Honourable Justice Morawetz dated December 9, 2013,
are attached as Appendix “A”.

3. The primary purpose of these receivership proceedings is to allow the business
to continue to operate while a Court-supervised “stalking horse” sale process for
the ARXX Group’s business and assets is carried out in a stabilized environment
(“Sale Process”).
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4. The Receivership Order contemplates that the Receiver may act as foreign
representative of the ARXX Group (“Foreign Representative”) for the purpose of
seeking an Order from the United States Bankruptcy Court for the District of
Delaware (the “U.S. Court”) recognizing the receivership proceedings as a
foreign main proceeding and recognizing the Orders of this Court made in these
proceedings pursuant to Chapter 15 of the U.S. Bankruptcy Code. The ancillary
proceedings in the US are likely to be commenced on or around December 27,
2013.

1.1 Purposes of this Report

1. The purposes of this Report are to:

a) Provide background information about the ARXX Group, including its
creditor composition and concentration in Canada;

b) Summarize the terms of a “stalking horse” offer for substantially all of the
ARXX Group’s business and assets submitted by Airlite Plastics Co.
(“Airlite”) in the form of an Asset Purchase Agreement dated December
19, 2013, between Airlite and the Receiver (the “Stalking Horse Offer”),
which, subject to the approval of this Court, would serve as the “stalking
horse” in the Sale Process;

c) Summarize the proposed Sale Process pursuant to which the ARXX
Group’s business and assets would be marketed for sale, including the
bidding procedures to be used in connection with the Sale Process (the
“Bidding Procedures”); and

d) Recommend that this Honourable Court issue an Order:

 Approving the Stalking Horse Offer, including the Break Fee and
Expense Reimbursement mechanism contemplated therein; and

 Approving the Sale Process, including the Bidding Procedures,
and authorizing and directing the Receiver to conduct the Sale
Process on the basis detailed herein.

1.2 Defined Terms

1. Capitalized terms not defined in this Report have the meanings provided to them
in the Bidding Procedures and/or the Stalking Horse Offer.

1.3 Currency

1. Unless otherwise noted, all currency references in this Report are in Canadian
dollars.



Duff & Phelps Canada Restructuring Inc. Page 3 of 14

2.0 Background

1. The ARXX Group designs and markets building products known as insulating
concrete forms (“ICF”). ICF is an environmentally friendly and energy efficient
technology system of formwork for structural walls and floors of buildings used in
residential and commercial construction. The forms are used to hold fresh concrete,
which provides insulation for the structures they enclose.

2. The ARXX Group’s principal line of business is selling ICF. The ARXX Group
purchases ICF on a “just-in-time” basis from various suppliers and immediately ships
the product to customers, primarily consisting of distributors, general contractors and
builders. The ARXX Group also hires subcontractors to install ICF for commercial
customers (“Turnkey Projects”). These projects, depending on size, typically take
two to three months to complete.

3. The ARXX Group’s business is seasonal. Sales are slower in the winter months as
residential and commercial building slows. As a result, the ARXX Group has
traditionally experienced significant operating losses during the winter months and
requires increased funding during this time.

4. The ARXX Group’s business is operated through the Company. The other entities in
the ARXX Group are inactive. A corporate chart is provided below (the shaded
entities represent the operating entities):

100%

APS Holdings, LLC

(Delaware LLC)

100%

ECB Holdings, LLC

(Delaware LLC)

Unisas Holdings, LLC

(Delaware LLC)

100% 100%

ECO-Block International

(Georgia LLC)

ARXX Canada

(Ontario Corp.)

ARXX USA

(Delaware Corp.)

100% 100%

ARXX Corporation

(Delaware corp.)
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5. The ARXX Group operates from leased premises in Cobourg, Ontario, which serves
as its head office – there is no other physical premises from which the ARXX Group
operates (in the U.S. or otherwise). The chief executive officer of the ARXX Group
and other senior management are based at and primarily work from the Cobourg
headquarters, and it is there that all administrative, corporate governance, tax and
financial, cash management, human resource, payroll, information technology and
management functions for each entity in the ARXX Group are carried out. The
ARXX Group’s books and records are also maintained at the Cobourg headquarters.
Accordingly, ARXX USA is entirely dependent on ARXX Canada and cannot operate
on a standalone basis.

6. As at the date of this Report, ARXX Canada1 and ARXX USA employ nine and
seven individuals, respectively. ARXX Canada’s employees work from the Cobourg
premises, other than certain home-based sales representatives. ARXX USA’s
employees are all sales representatives, who work from their home offices located
throughout the U.S.

7. The Company’s workforce is not unionized and it does not maintain any registered
pension plans.

8. Further information about the ARXX Group and its background and copies of
materials filed in the receivership proceedings can be found on the Receiver’s
website at: http://www.duffandphelps.com/intl/en-ca/Pages/RestructuringCases.aspx.

3.0 Creditors

3.1 Comerica Bank

1. The application to appoint the Receiver was brought by Comerica Bank (the “Bank”),
being the ARXX Group’s principal secured creditor 2 . As at the date of the
Receivership Order, the ARXX Group was indebted to the Bank in the amount of
approximately US$3.6 million, inclusive of interest to November 27, 2013 but
exclusive of expenses, costs and fees.

2. Pursuant to a Pledge and Security Agreement dated as of October 17, 2012, ARXX
Canada granted cash collateral to the Bank in the amount of $750,000 (the “Cash
Collateral”), which has been held by the Bank since that time. The Bank has advised
the Receiver that it intends to exercise its setoff rights and apply these funds against
the ARXX Group’s indebtedness owing to the Bank. The Receiver notes that this
pledge was granted outside of the “lookback” period prescribed under the

1
In accordance with Paragraph 15 of the Receivership Order, six employees were terminated or resigned
on December 10, 2013, which reduced ARXX Canada’s headcount from 15 to nine employees.

2
Based on a PPSA search obtained by counsel to the Receiver, Gienow Building Products Ltd. appears to
have (or to have had) a General Security Agreement with a predecessor company (ARXX Acquisition
Corp.). The Receiver is investigating the nature of this obligation, if any. MMV Finance Canada Inc. also
has a registered security interest, although it has since been fully repaid. The only other PPSA registrant is
Xerox Canada Ltd., an equipment lessor.
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Bankruptcy and Insolvency Act and as consideration for the Fifth Amendment to the
Loan Agreement dated October 17, 2012.

3. The Bank has committed to fund the Company’s operations over the course of these
proceedings, provided that the contemplated Sale Process and Bidding Procedures
Order are approved by this Court. To the extent required, the Receivership Order
authorizes the Receiver to borrow up to $500,000 pursuant to Receiver’s
Certificates. These advances, if any, would be granted a charge on the assets of the
ARXX Group subject only to the Receiver’s Charge. As at the date of this Report,
the Receiver has not required any such borrowings.

3.2 Unsecured Creditors

1. According to the ARXX Group’s accounts payable listings, unsecured obligations
totaled approximately $2 million as at the date of the Receivership Order. Trade
creditors are principally comprised of inventory suppliers and freight companies.

4.0 Pre-Filing Marketing Process

1. In September, 2013, the Company initiated a process to identify potential investors
and/or prospective purchasers. Certain strategic parties were approached in the
process, including Airlite.

2. On September 19, 2013, Airlite executed a confidentiality agreement and
commenced its diligence efforts. On November 12, 2013, Airlite submitted a letter of
intent. Since that time, the Company, Airlite and their respective legal counsel had
commenced negotiations of sale transaction documents.

3. Negotiations with Airlite were ongoing at the time of the commencement of the
receivership proceedings and were significantly advanced.

4. At the time of its appointment, the Receiver believed there were a number of reasons
to pursue completion of negotiations with Airlite and to proceed by way of a stalking
horse sale process, including:

i. negotiations with Airlite were significantly advanced;

ii. significant value of the ARXX Group consists of its customer relationships -
announcing a sale agreement at the outset of the receivership proceedings is
likely to best preserve the value of the ARXX Group in the circumstances;

iii. a stalking horse process preserves the opportunity to seek a superior bid to
the Airlite APA while simultaneously avoiding the risk of expending time and
resources to conduct a sale process that might prove unsuccessful; and

iv. the Bank was supportive of proceeding in this manner.
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5. Accordingly, negotiations with Airlite were continued by the Receiver immediately
following its appointment. The Receiver’s objective from the outset was to negotiate
an Asset Purchase Agreement with Airlite that could be used as a “stalking horse” in
a Sale Process.

6. On December 19, 2013, the Receiver and Airlite settled the terms of the Stalking
Horse Offer, as detailed herein.

5.0 The Stalking Horse Offer

1. The Stalking Horse Offer is in the form of an Asset Purchase Agreement
between the Receiver and Airlite. It provides for Airlite to acquire substantially all
of the Company’s business and assets, other than the Excluded Assets, and to
assume certain liabilities, subject to higher and/or better offers resulting from the
Sale Process in accordance with the Bidding Procedures.

2. Should the Stalking Horse Offer be the Successful Bid, it is contemplated that the
Receiver would seek an Order from this Honourable Court approving, among
other things, the Stalking Horse Offer and vesting title in the Purchased Assets in
Airlite (“Approval and Vesting Order”).

3. A copy of the Stalking Horse Offer is attached as Appendix “B”. The key terms
and conditions of the Stalking Horse Offer include the following:

 Purchase Price: $2.8 million base cash purchase price, plus the Working
Capital Amount and certain Assumed Liabilities. As at the date of this
Report, the value of the transaction is estimated to total approximately
$3.8 million. The Working Capital Amount, which is estimated to total
approximately $1 million as at the date of this Report, is the sum of the
Accounts Receivable Value and Inventory Value, based on the following:

 Accounts receivable: Other than receivables owing from Turnkey
Projects or any accounts receivable aged greater than 60 days,
both of which are to be excluded from the transaction, the
Accounts Receivable Value is calculated as follows:

i. book value less 5% for any accounts receivable aged less
than 45 days; plus

ii. book value less 10% for any accounts receivable aged
between 45 and 60 days.
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 Inventory: The Inventory Value is based on the book value of the
following two categories of inventory:

i. prime 6" & 8" standard and 90 degree corners
manufactured in 2013; and

ii. webs for prime 6" & 8" prime standard and 90 degree
corner products manufactured in 2013.

 Inventory count: To the extent required, a joint inventory count would be
conducted to confirm the value ascribed to the Inventory for the purposes
of finalizing the Working Capital Amount.

 Collection fee: To the extent any excluded accounts receivable (i.e. those
aged greater than 60 days) are collected by the Purchaser post-closing,
the Purchaser would remit any such collections to the Receiver net of a
15% collection fee that it would be entitled to retain. As at the date of this
Report, the book value of the excluded accounts receivable totals
approximately $750,000.

 Deposit: $300,000 payable on execution of the Stalking Horse Offer.

 Purchased Assets: Substantially all of the ARXX Group’s business and
assets, including Accounts Receivable, Inventory, equipment, patents and
other intellectual property, customer information and Assumed Contracts.

 Excluded Assets: Cash and cash equivalents (including the Cash
Collateral), Turnkey Projects and accounts receivable related thereto,
accounts receivable aged over 60 days, tax receivables (including SRED
refunds), inventory other than the two categories of inventory specifically
identified above, Excluded Contracts, deposits and prepaid expenses,
leased or owned real property and such other excluded assets detailed in
the Stalking Horse Offer.

Prior to selling the Excluded Inventory, the Receiver is to provide notice to
Airlite, following which Airlite has three Business Days to advise the
Receiver if it wishes to purchase the Excluded Inventory. Any such
additional inventory purchases would be based on the book value of the
Excluded Inventory. As at the date of this Report, the book value of the
Excluded Inventory totals approximately $589,000.
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 Employees: At least five Business Days prior to the Closing Date, Airlite
shall offer employment to the employees it is interested in retaining.
Those Transferred Employees are to be offered employment on
substantially the same terms and conditions of employment as their
existing employment arrangements with the Company, with recognition of
their seniority and the assumption of their vacation entitlements.

Contemporaneously with finalizing the Stalking Horse Offer, Airlite
identified certain employees that it intends to retain. In the event that one
or more of these employees do not accept the offer of continuing
employment, there would be a corresponding purchase price reduction. If
none of the employees in question accepted employment with Airlite, the
aggregate reduction in purchase price would be $300,000. The Receiver
and Airlite have entered into a letter agreement documenting the terms of
such arrangement, which letter the Receiver intends to make available in
the data room so that this information is available to all prospective
purchasers.

 Break Fee: $150,000 payable to Airlite on the closing of a transaction
should Airlite not be the Successful Bidder.

 Expense Reimbursement: Up to $150,000 of costs and expenses
incurred by Airlite in connection with the Stalking Horse Offer and the
transaction contemplated therein on the closing of a transaction should
Airlite not be the Successful Bidder.

 Closing Date: February 3, 2014. Should the parties be unable to close
on February 3, 2014, the Closing Date shall be February 10, 2014 or such
other date as agreed by the parties.

 Conditions: The material conditions precedent to the transaction are:

i. Court approval of the Sale Process, including the Stalking Horse
Offer and Bidding Procedures;

ii. Not more than two of the top five customers of the ARXX Group
shall have terminated their agreements or otherwise informed the
Receiver between the date of execution of the Stalking Horse
Offer and the Closing Date that they have, or intend, to
permanently cease doing business with the ARXX Group;

iii. The Approval and Vesting Order; and

iv. Recognition of the Approval and Vesting Order by the U.S. Court
in the context of proceedings to be commenced by the Receiver,
as Foreign Representative, pursuant to Chapter 15 of the United
States Bankruptcy Code.
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 Other: The Stalking Horse Offer is consistent with standard insolvency
transactions, i.e. completed on an “as is, where is” basis with minimal
representations or warranties by the Receiver.

5.1 Break Fee and Expense Reimbursement

1. As detailed above, the Stalking Horse Offer contemplates a Break Fee of
$150,000 and Expense Reimbursement up to $150,000.

2. The purpose of the Break Fee and Expense Reimbursement is to, inter alia,
provide Airlite with:

 incentive to be the Stalking Horse Bidder in the Sale Process; and

 a means to recover a portion of its costs and expenses incurred in
connection with the Stalking Horse Offer.

3. The Receiver is of the view that the Break Fee and Expense Reimbursement is
reasonable as:

 It is the Receiver’s experience that Break Fees in transactions of this
nature typically range from 2.5% and 4%. Based on the estimated value
of the transaction contemplated by the Stalking Horse Offer, the Break
Fee represents approximately 4% of the value, which is consistent with
market for transactions in this value range;

 It likely would be requested by any stalking horse purchaser. Without it,
Airlite has little incentive to act as the Stalking Horse;

 In respect of the Expense Reimbursement, Airlite has been performing
diligence and negotiating this transaction since September, 2013. While
the Expense Reimbursement as a percentage of the transaction value
may exceed the average in other Canadian stalking horse sale
processes, the Receiver believes it is reasonable in the circumstances
given that: (i) the transaction value is relatively low; and (ii) the amount of
work to be done by a prospective stalking horse purchaser is largely
unchanged irrespective of a relatively small transaction size as compared
to a larger size transaction; and

 The Receiver is satisfied that the aggregate quantum of the Break Fee
and Expense Reimbursement is unlikely to be viewed as being so large
as to discourage a third party from submitting an offer that is superior to
the Stalking Horse Offer.
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6.0 Sale Process and Bidding Procedures

6.1 Sale Process

1. A summary of the proposed Sale Process is as follows:

 Immediately following the making of the proposed Order, the Receiver
would distribute a brief interest solicitation letter detailing this opportunity
to prospective purchasers identified by the Receiver, including those
parties that were approached by the ARXX Group in its pre-filing process.
Attached to the interest solicitation letter will be a form of confidentiality
agreement (“CA”);

 On or prior to January 7, 2014, the Receiver will advertise the acquisition
opportunity in The Globe and Mail (National Edition);

 The Receiver is in the process of preparing a confidential information
memorandum (“CIM”) that provides an overview of, among other things,
the Company’s business, assets and financial results. The CIM will be
made available to parties that execute a CA;

 Upon execution of a CA, prospective bidders will be provided with the
opportunity to commence due diligence, including reviewing information in
an online data room to be maintained by the Receiver. Prospective
purchasers will only be granted access to the data room if they are
determined by the Receiver to be a Qualified Bidder;

 The Receiver will facilitate due diligence efforts by, inter alia, arranging
site visits and meetings between key employees and interested parties,
provided that such meetings are supervised by the Receiver, and the
Receiver is of the view that such prospective purchasers are bona fide, in
the Receiver’s sole discretion;

 Prospective purchasers will be provided with a copy of the Stalking Horse
Offer. Prospective purchasers will be required to submit offers in the form
of the Stalking Horse Offer;

 Offers will be required to be submitted to the Receiver by 5:00 pm
(Eastern time) on January 22, 2014, being approximately one month from
the return date of the motion for approval of the Sale Process and Bidding
Procedures;

 The Receiver will have the right to extend or amend the Sale Process as
it considers appropriate, subject to the terms of the Stalking Horse Offer;
however, the Receiver would seek the Court’s approval to materially
amend the Sale Process; and
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 Subject to Court approval, the following table sets out the Sale Process
timeline:

Milestone Timeline

Motion for approval of Sale Process, Stalking Horse Offer and Bidding Procedures December 27, 2013

Commencement of Chapter 15 Proceedings December 27, 2013

Offer deadline under Sale Process January 22, 2014

Auction (if required) January 24, 2014

Canadian Sale Approval Motion January 29, 2014

U.S. Motion for recognition of Canadian Sale Approval and Vesting Order January 31, 2014

Anticipated closing date of the Stalking Horse Offer February 3, 2014

6.2 Bidding Procedures

1. The Bidding Procedures are appended to the proposed Order and are
summarized as follows:

 A Qualified Bidder is a potential bidder that the Receiver determines is
likely (based on financial information submitted by the bidder, the
availability of financing, experience and other considerations deemed
relevant by the Receiver) to be able to consummate a sale if selected as
the Successful Bidder.

 The material bid requirements include the following:

 A base cash purchase price of $3.15 million, reflecting the base
purchase price of $2.8 million plus the Break Fee ($150,000),
Expense Reimbursement (up to $150,000) and Overbid Amount
($50,000), plus additional cash consideration that is equal to or
greater than the value of the Assumed Liabilities and the Working
Capital Amount;

 An executed copy of a proposed purchase agreement and a
redline of the bidder’s proposed purchase agreement reflecting
variations from the Stalking Horse Offer. All Qualified Bids must
provide: (a) a commitment to close within one business day after
satisfaction of all conditions and a covenant to use all reasonable
commercial efforts to satisfy all conditions; and (b) the identity of
and contact information for the bidder and full disclosure of any
affiliates and any debt or equity financing sources involved in such
bid;
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 A cash deposit in the amount of $300,000;

 The bid shall identify with particularity those contracts of the
Company that the bidder seeks to receive an assignment of, if
any;

 The bid shall not request or entitle the bidder to any transaction or
break fee, expense reimbursement, termination or similar type of
fee or payment;

 The bid shall not contain any due diligence, financing or regulatory
contingencies of any kind, though the bid may be subject to the
satisfaction of other specific conditions in all material respects at
Closing;

 The bid shall identify with particularity any liabilities being
assumed;

 If no Qualified Bids are submitted by the Bid Deadline, the
Stalking Horse Offer shall be accepted, subject to Court approval;

 If one or more Qualified Bids are received by the Bid Deadline, the
Receiver shall conduct an Auction on January 24, 2014, at 11:00
am (Eastern time) to determine the Successful Bidder;

 Bidding at the Auction shall be restricted to Qualified Bidders,
which includes the Stalking Horse. Bidding at the Auction shall be
conducted in rounds. The Receiver, with the assistance of its
advisors, will determine the Lead Bid for each round. The Overbid
Amount and the Minimum Bid Increment are $50,000 and
$25,000, respectively;

 There is no credit bidding permitted under Bidding Procedures;
and

 If the transaction contemplated by the Successful Bid is
consummated and the Successful Bidder is not Airlite, the Break
Fee and Expense Reimbursement shall be paid by the Receiver to
Airlite from the proceeds of such transaction.
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6.3 Sale Process Recommendation

1. The Receiver recommends that this Court issue an Order approving the Sale
Process and Bidding Procedures for the following reasons:

a) In the Receiver’s view, the Sale Process is commercially reasonable and
the Bidding Procedures and Auction, if required, provide an opportunity
for a result superior to the transaction contemplated by the Stalking Horse
Offer;

b) In the Receiver’s view, the duration of the Sale Process - while expedited
- is sufficient to allow interested parties to perform diligence and submit
offers. Many of the parties that will be contacted by the Receiver during
the Sale Process are familiar with this opportunity given their participation
in the ARXX Group’s pre-filing process and, accordingly, shouldn’t require
a prolonged diligence period to determine whether they are prepared to
submit a Qualified Bid;

c) An expedited Sale Process is required for the following reasons:

 The Company operates in a highly competitive industry in which
customers can easily transition to alternative suppliers. There is
urgency to complete a transaction in order to preserve the
Company’s customer base, being the principal asset that Airlite is
acquiring. In this regard, Airlite has advised that it is not prepared
to act as a stalking horse bidder should the Sale Process be
prolonged; and

 Given the winter slower season, the Company is projected to
generate operating losses during the receivership period. The
Bank has agreed to fund these losses for a limited period of time
provided the proposed Order is granted. The losses and erosion
to the Bank’s collateral are projected to continue into February,
2014, and, accordingly, it is critical for the transaction to close
expeditiously in order for the Receiver to maximize value;

d) The existence of a “stalking horse” offer will assist to create certainty for
all stakeholders (employees, customers and vendors) to understand that
the Company’s business will continue to operate as a going concern. It
will also facilitate a shorter sale process duration;

e) Absent the completion of the transaction contemplated by the Stalking
Horse Offer or a superior transaction that may result from the Sale
Process, the Receiver will not have access to funding, in which case the
Company’s operations would be discontinued;
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f) As set out in Section 5.1 of this Report, it is the Receiver’s view that the
Break Fee and Expense Reimbursement are reasonable in the
circumstances and should not discourage potential purchasers from
participating in the Sale Process; and

g) Although the Receiver has not yet completed a security review, it appears
that the Bank is the principal economic stakeholder in these proceedings
and has consented to the Sale Process, Stalking Horse Offer and Bidding
Procedures. It is uncertain at this time whether there will be funds
available for distribution to creditors ranking subordinate to the Bank.

7.0 Conclusion and Recommendation

1. Based on the foregoing, the Receiver respectfully recommends that this
Honourable Court make an order granting the relief detailed in Section 1.1 of this
Report.

* * *
All of which is respectfully submitted,

DUFF & PHELPS CANADA RESTRUCTURING INC.
IN ITS CAPACITY AS RECEIVER OF
ARXX BUILDING PRODUCTS INC., ARXX BUILDING PRODUCTS USA INC., ARXX
CORPORATION, ECB HOLDINGS, LLC, APS HOLDINGS, LLC,
UNISAS HOLDINGS, LLC AND ECO-BLOCK INTERNATIONAL, LLC
AND NOT IN ITS PERSONAL CAPACITY
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