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INTRODUCTION

I

On December 21, 2016 (the “Filing Date”), Modular Space Holdings, Inc. (“MSH”) and
its subsidiaries and affiliates (collectively, “ModSpace” or the “Chapter 11 Debtors”),
commenced voluntary reorganization proceedings (the “Chapter 11 Proceedings”) in
the United States Bankruptcy Court for the District of Delaware (the “US Court”) by
each filing a voluntary petition for relief under Chapter 11 of Title 11 of the United
States Code, 11 U.S.C. 101-1532 (the “US Code”). There are seven Chapter 11 Debtors,
as follows:

e Modular Space Holdings Inc.;

e Modular Space Intermediate Holdings, Inc.;

e Modular Space Corporation (“MSC” or the “Foreign Representative”);

e Resun ModSpace, Inc.;

e ModSpace Government Financial Services, Inc.;

e ModSpace Financial Services Canada, Ltd. (the only Chapter 11 Debtor that is

incorporated in Canada, “ModSpace Canada”); and

e Resun Chippewa, LLC.
On the Filing Date, the Chapter 11 Debtors filed a number of motions for interim and/or
final orders (the “First Day Motions”) in the Chapter 11 Proceedings to permit the
Chapter 11 Debtors to continue to operate their business in the ordinary course and to
advance their reorganization. The First Day Motions, which were heard by the US Court
on December 22, 2016, included a motion for entry of an order (the “Foreign
Representative Order”), authorizing MSC to act as foreign representative on behalf of

the Chapter 11 Debtors’ estates.



On December 22, 2016, the US Court granted the Foreign Representative Order and a

series of other orders with respect to the First Day Motions, as described below.,

Also, on December 22, 2016, MSC commenced, by notice of application, an application

before this Court (the “Court”) pursuant to Part IV of the Companies’ Creditors

Arrangement Act (“CCAA”) (the “CCAA Proceedings”, and together with the Chapter

11 Proceedings, the “Restructuring Proceedings”) for:

(a)

(b)

an initial recognition order (the “Initial Recognition Order”), among other
things: (i) declaring that MSC is a “foreign representative” pursuant to section 45
of the CCAA; (i1) declaring that the Chapter 11 Proceedings are recognized as a
“foreign main proceeding” under the CCAA; and (iii) granting a stay of
proceedings against the Chapter 11 Debtors; and

a supplemental order (the “Supplemental Order”) pursuant to section 49 of the
CCAA, among other things: (i) recognizing in Canada and enforcing certain
orders of the US Court made in the Chapter 11 Proceedings; (ii) appointing
Alvarez & Marsal Canada Inc. (“A&M Canada” or the “Proposed Information
Officer”) as the information officer in respect of the CCAA proceedings; (iii)
staying any claims, rights, liens or proceedings against or in respect of the
Chapter 11 Debtors, the business and property of the Chapter 11 Debtors, and the
directors and officers of the Chapter 11 Debtors; (iv) restraining the right of any
person or entity to, among other things, discontinue or terminate any supply of
products or services to the Chapter 11 Debtors; (v) granting a super-priority
charge up to maximum amount of $300,000 over the Chapter 11 Debtors’

property, in favour of the Proposed Information Officer and its counsel, as



security for their professional fees and disbursements incurred in respect of these

proceedings (the “Administration Charge”).
Other than these proceedings (the “CCAA Recognition Proceedings”) and the Chapter
11 Proceedings, there are currently no other foreign proceedings in respect of the Chapter
11 Debtors of which the Proposed Information Officer is aware.
ModSpace has reached an agreement with its primary secured creditors and equity
holders for a pre-packaged restructuring plan (the “Plan”, as defined below) that has been
filed in the United States. If confirmed by the US Court, recognized by this Court and
successfully implemented, the Plan will recapitalize ModSpace’s balance sheet by
converting approximately $400 million of Secured Notes (as defined and described
below) to equity, the existing ABL Facility (as defined and described below) will be
amended to provide exit financing of approximately $768 million and additional equity
will be raised through a $90 million Rights Offering (as defined and described below).
Under the Plan, creditors of ModSpace Canada that have valid claims will be unaffected
and will receive payment in the ordinary course. To the extent such creditors are not
repaid in full during the Restructuring Proceedings, their claims will be paid as and when
due following implementation of the Plan. Disputed claims, in particular outstanding
litigation claims, will not be paid in the ordinary course and will be stayed during the
Restructuring Proceedings.
ModSpace currently anticipates that the Restructuring Proceedings will be completed in

early March, 2017.



TERMS OF REFERENCE AND DISCLAIMER

10.

In preparing this Report of the Proposed Information Officer (the “Pre-Filing Report”),
A&M Canada has relied solely on information and documents provided by the Foreign
Representative, the other Chapter 11 Debtors and their Canadian legal counsel

(collectively, the “Information”). Except as otherwise described in this Pre-Filing

Report in respect of ModSpace’s cash flow forecast:

(a) the Proposed Information Officer has reviewed the Information for
reasonableness, internal consistency and use in the context in which it was
provided. However, the Proposed Information Officer has not audited or
otherwise attempted to verify the accuracy or completeness of the Information in
a manner that would wholly or partially comply with Canadian Auditing
Standards (“CASs”) pursuant to the Chartered Professional Accountants Canada
Handbook (the “Handbook™), and accordingly, the Proposed Information Officer
expresses no opinion or other form of assurance contemplated under CASs in
respect of the Information; and

(b) some of the information referred to in this Pre-Filing Report consists of forecasts
and projections. An examination or review of the financial forecasts and
projections, as outlined in the Handbook, has not been performed.

Future-oriented financial information referred to in this Pre-Filing Report was prepared

based on estimates and assumptions made by ModSpace’s management. Readers are

cautioned that since projections are based upon assumptions about future events and
conditions that are not ascertainable, the actual results will vary from the projections, and

the variations could be significant.



11.

12.

This Pre-Filing Report should be read in conjunction with the Affidavit of David
Orlofsky, Senior Managing Director of Zolfo Cooper LLP (“Zolfo”), financial advisor to
the Chapter 11 Debtors, sworn on December 23, 2016 (the “Orlofsky Affidavit”).

Unless otherwise stated, all monetary amounts contained herein are expressed in United

States dollars.

PURPOSE OF REPORT

13.

The purpose of this Pre-Filing Report is to assist the Court in considering the Foreign

Representative’s request for the Initial Recognition Order and the Supplemental Order,

and to provide the Court with certain background information concerning the Chapter 11

Debtors, including:

(a) the Chapter 11 Debtors’ business and operations, including its organizational
structure and financing facilities;

(b) the Chapter 11 Debtors’ centre of main interest;

(c) the events leading up to the Restructuring Proceedings;

(d) the orders of the US Court that the Chapter 11 Debtors are seeking to be
recognized and enforced pursuant to s. 46 of the CCAA, including the DIP
Financing Order (as defined below); and

(e) the proposed initial activities of the Information Officer.

BACKGROUND

Corporate Overview and Organizational Structure

14.

ModSpace is the largest US-owned provider of temporary and permanent modular

buildings, and is among the largest suppliers in the United States and Canada of



15.

16.

17,

18.

temporary modular space and permanent modular construction. ModSpace operates out
of over 140 locations and provides a full range of building and storage products,
including office trailers, mobile offices, temporary classrooms, modular office complexes
and portable storage units. ModSpace’s clients, which include Fortune 500 companies,
span across many industries, including commercial, construction, education, government,
military, healthcare, industrial, energy, retail, and sports and entertainment.
Approximately 90% of ModSpace’s customers (by gross book value) are concentrated in
the construction, commercial and energy industries.

MSC is ModSpace’s main operating company in the United States. ModSpace Canada,
the only Canadian-based debtor, is the operating entity for ModSpace in Canada.
ModSpace has two lines of business: (i) leasing and related services; and (ii) the sale of
used and new modular units.

The leasing line of business focuses on leasing and related services for modular buildings
(both standalone units and building complexes), in addition to ancillary products such as
steps, decks and ramps. ModSpace also offers certain products and services such as
furnishings, wall partitions and site services, which are contracted through a lease
agreement and are fulfilled primarily by third-party service providers or contractors, and,
in a minority of cases, with in-house resources. ModSpace currently has approximately
28.000 lease contracts. The leasing and servicing line of business accounted for
approximately 80% of the ModSpace’s gross revenue for the twelve months ended
September 30, 2016.

ModSpace also generates revenue through the sale of used and new modular units and

fees from delivery and installation of modular units. ModSpace partners with prominent



19.

20.

21.

22;

23.

24,

US and Canadian manufacturers to build its modular buildings. Sales of used and new
units generated approximately 20% of ModSpace’s gross revenue for the twelve months
ended September 30, 2016.

ModSpace’s corporate organization chart showing the ownership structure of the Chapter
11 Debtors and their non-debtor affiliates is attached as Appendix A, hercto. The
Chapter 11 Debtor, MSH, directly or indirectly owns eight subsidiaries, the majority of
which are located in the United States.

ModSpace Canada has its registered office in Calgary, Alberta. It is directly owned by
MSC which, as noted above, is the principal operating subsidiary in the United States.
ModSpace Canada’s head office is located in Berwyn, Pennsylvania.

Other than ModSpace Canada, all of the Chapter 11 Debtors are incorporated in the state
of Delaware in the United States.

Crystal Merger Sub., Inc. and Global Multi Services, S.A., subsidiaries created for
special purposes, are not Chapter 11 Debtors.

The majority of ModSpace’s day-to-day operations in the United States are conducted
and managed by MSC. Specifically, MSC: (i) operates the various US branch locations;
(i1) is party to all of ModSpace’s US real property leases; (iii) owns a substantial portion
of ModSpace‘'s US-based certificated units'; and (iv) is the employer of all of
ModSpace’s US-based employees.

ModSpace’s day-to-day operations in Canada are conducted by ModSpace Canada.

ModSpace Canada: (i) owns the Canadian branch locations; (ii) owns ModSpace’s

"If a modular unit is certificated (i.e. a certificate of title was issued for the unit), it is owned by MSC or its
subsidiary, Resun ModSpace, Inc. If a modular unit is not certificated, it is owned by the special purpose entity
Resun Chippewa, LLC and leased to MSC under a master lease agreement, which is periodically updated.



25.

Canadian-based units; (iii) is party to ModSpace’s Canadian real property leases; (iv)
owns ModSpace’s modular units in Canada; and (v) is the employer for all employees
based in Canada. For a more detailed discussion of the Chapter 11 Debtors’ business,
please refer to the Orlofsky Affidavit and exhibits, including Mr. Orlofsky’s Declaration
filed in the Chapter 11 Proceedings (the “First Day Declaration”), attached as Exhibit
“B” to the Orlofsky Affidavit.

As of the Filing Date, the Chapter 11 Debtors employed approximately 639 people, 60 of

which are employed by ModSpace Canada.

Capital Structure — Credit Facilities

26.

(a) Asset-Based Lending Facility

On June 6, 2011, MSC, Resun ModSpace, Inc. and ModSpace Government Financial
Services, Inc., together with certain of their subsidiaries and affiliates, as the US
borrowers (the “US Borrowers”) (and, as applicable, the “US Guarantors”), ModSpace
Canada, as Canadian Borrower (the “Canadian Borrower”) (and, as applicable, the
“Canadian Guarantors”™), entered into a secured asset-based revolving credit facility
(the “ABL Facility”) pursuant to the Third Amended and Restated Credit Agreement (as
amended, amended and restated, modified, supplemented or restated and in effect from
time to time, the “ABL Credit Agreement”) among, inter alia, the US Borrowers, the
US Guarantors, the Canadian Borrower, the Canadian Guarantors, Bank of America,
N.A. as administrative Agent (the “ABL Agent”), and other lenders party thereto

(collectively, the “ABL Lenders”).



27.

28.

29.

30.

Under the ABL Facility, the amount that can be borrowed is limited to the lessor of: (a)
$600 million in the case of the US Borrowers and $200 million in the case of the
Canadian Borrower (with a borrower’s option to increase the aggregate commitments by
up to an additional $250 million upon satisfaction of certain conditions); and (b) a
borrowing base calculated through designated percentages of eligible accounts
receivable, eligible progress billings, eligible insurance receivables, eligible rental
equipment and eligible real estate of the respective borrowers and, as applicable, the
Canadian Guarantors, less, in each case, customary reserves.

The US Borrowers’ obligations under the ABL Credit Agreement are guaranteed by each
of the US Borrowers’ US subsidiaries’ and not by ModSpace Canada. The US
Borrowers’ obligations are secured by a first priority security interest in substantially all
of the assets of the US Borrowers and their US subsidiaries.?

ModSpace Canada’s obligations under the ABL Credit Agreement are secured by a first
priority security interest in substantially all of the assets of ModSpace Canada. Although
ModSpace Canada has no subsidiaries, any subsequently formed or acquired subsidiaries
would be required to guarantee the outstanding Canadian obligations.?

The ABL Facility matured on June 6, 2016. ModSpace, the ABL Lenders and the ABL
Agent entered into a forbearance and extension agreement (the “Forbearance

Agreement”), which has been amended and extended through and including to

December 19, 2016.

? Subject to certain customary exceptions with respect to, among other things, immaterial subsidiaries and foreign
subsidiaries.

? Subject to certain customary exceptions and limitations.



31.

32,

33.

34.

As of the Filing Date, approximately $609.2 million was outstanding under the ABL
Facility, including $3.2 million of funded letters of credit and accrued interest of $2.3

million ($549.1 million for the US Borrowers and $60.1 million for ModSpace Canada® ).
(b) Secured Notes

On February 25, 2014, MSC issued $375 million aggregate principal amount of senior
secured second lien notes (the “Secured Notes”). Under the terms of the governing
indenture (as amended, amended and restated, modified, supplemented or restated and in
effect from time to time, the “Indenture”), MSC is required to pay fixed-rate interest at a
rate of 10.25% semi-annually on January 31 and July 31 of each year. The Secured Notes
mature on January 31, 2019.

Each of MSC’s US subsidiaries guaranteed the outstanding obligations under the Secured
Notes, but ModSpace Canada is not a guarantor of the Secured Notes. The Secured
Notes are secured by a second priority security interest in substantially all of the assets of
MSC and each of its US subsidiaries. The Secured Notes are also secured by a pledge of
65% of the shares of ModSpace Canada, which is an asset of MSH.

The security interests of the Secured Notes are subordinated to any security interests of
the ABL Lenders pursuant to an Intercreditor Agreement dated February 25, 2014 (as
amended, amended and restated, modified, supplemented or restated and in effect from

time to time).

* The interest rate applicable to amounts outstanding under the ABL Facility is, at the borrowers’ option, either: (a)
LIBOR or Canadian BA Rate (each customarily defined with respect to each available currency) plus, in each
case, a spread of 2.25% to 3.00%; or (b) Base Rate or Canadian Prime Rate (each customarily defined with
respect to each available currency), plus a spread of 1.25% to 2.00%. The applicable spreads are based upon the
average availability under the ABL Facility, together with the leverage ratio of the preceding fiscal quarter end.

10



35.

36.

37.

As of the Filing Date, approximately $410.4 million in principal and accrued interest was

outstanding under the Secured Notes.

(c) Intercompany Credit Agreement

On June 20, 2008, MSC, as lender, entered into an intercompany credit agreement (the
“Intercompany Credit Agreement”) providing a revolving credit facility in the
maximum principal amount of CAD$250 million to ModSpace Canada, as borrower. The
Intercompany Credit Agreement expires on June 20, 2018. In August 2016, ModSpace
Canada repaid in full the amount outstanding under this facility (approximately $2.1
million) in order to provide liquidity to MSC and other Chapter 11 Debtors and there has
been no amount owing since that time.

Capital Structure — Stockholder’s Equity

MSH is the ultimate parent of the ModSpace corporate group and is privately held. As
described in the First Day Declaration, certain investment funds owned or managed by
Calera Capital Advisors LP (“Calera”), including Calera Capital Partners II, LP, Calera
VI, LLC, Calera XI, LLC, Calera Capital Offshore Partners 1I, LP, Calera Capital

Partners I11, LP, are the majority holders of the common stock of MSH.

Overview of ModSpace Canada’s Business

38.

As indicated above, ModSpace Canada has its registered office in Calgary, Alberta. It is
also extra-provincially registered to carry on business in nine other provinces; namely,
Ontario, Quebec, Nova Scotia, New Brunswick, Newfoundland and Labrador, Prince
Edward Island, Manitoba, Saskatchewan and British Columbia. MSC oversees the

operations of ModSpace Canada and provides extensive direction and oversight.

11



39.

40.

41.

42.

43.

44,

For the twelve months ended September 30, 2016, ModSpace Canada represented
approximately 14% of ModSpace’s consolidated revenue and approximately 21% of
ModSpace’s total adjusted EBITDA.

ModSpace’s consolidated revenue for the twelve month period ending September 30,
2015 (the period covered by ModSpace’s most recent audited and consolidated financial
statements), was approximately $454 million, with ModSpace Canada representing
approximately $94 million or 21% of consolidated revenue.

As noted in the Orlofsky Affidavit, the assets of ModSpace Canada represented
approximately 20% of ModSpace’s total assets and 13% of ModSpace’s total liabilities as
of September 30, 2015.

ModSpace Canada operates 15 branch and service centre locations and five storage
locations. Ten of the locations are owned and ten are leased. The services provided at the
storage locations and a significant amount of the services provided at the service centres
are outsourced.

ModSpace Canada has two directors, one of which is resident in Ontario in order to
comply with the Canadian residency requirements of the applicable corporate statute.
ModSpace Canada has 60 non-union employees (59 salaried employees and one hourly
employee). The Canadian employees are located throughout Canada at ModSpace
Canada’s branch and service centre locations in British Columbia, Alberta,
Saskatchewan, Manitoba, Ontario, Quebec, Nova Scotia and Newfoundland. One of the
employees, based in Brampton Ontario, is also a senior executive and part of the
ModSpace management team. The remainder of the executive team for ModSpace

Canada is located in Berwyn, Pennsylvania.

12



45,

46.

47.

48.

ModSpace Canada provides certain benefits to its employees and administers a registered
defined contribution pension plan (“DCPP”) for the benefit of eligible Canadian
employees. Contributions by ModSpace Canada to the DCPP are current. Additional
information regarding the benefits, the DCPP and employee-related amounts owing as at
Filing Date are provided in the Orlofsky Affidavit. Pursuant to the Wages Order (defined
below), ModSpace received approval from the US Court to pay amounts outstanding as at
the Filing Date and expects to do so in the ordinary course.

In addition to the ABL Lenders and the holders of Secured Notes, there are three parties
that have registered security interests in certain provincial property registries related to
certain equipment, namely, PHH Vehicle Management Services Inc. (“PHH”), Element
Fleet Management Inc. (“Element”) and Pitney Bowes Global Financial Services
(“PBG”). Amounts owing to PPH and Element have been paid in full. Discharges have
not yet been filed by those parties to remove the registrations. PBG is owed a nominal
amount of $95 and will continue to be paid in the ordinary course.

ModSpace Canada has approximately 260 unsecured creditors that are owed
approximately $1.2 million. As described above, unsecured creditors with claims not
disputed by ModSpace will continue to be paid in the ordinary course during the
Restructuring Proceedings.

The Orlofsky Affidavit includes details of two litigation proceedings in Canada to which
ModSpace Canada is a party. It further indicates that, while the orders sought would stay
the litigation proceedings, it is not the intention of ModSpace to deal with such claims in

the CCAA Recognition Proceedings.

13



Cash Management System

49.

50.

ModSpace Canada is part of an integrated, centralized cash management system with
MSH and certain affiliated entities to collect, manage, disburse and invest funds used in
its operations (the “ModSpace Cash Management System”).

ModSpace Canada maintains several bank accounts in Canada denominated in both US
and Canadian dollars. The majority of the disbursement accounts are “zero balance”
accounts funded based on anticipated liquidity needs. As the ABL Lenders have
triggered cash dominion under the ABL Facility, receipts have been swept on a daily
basis to the collection account maintained by the ABL Agent. ModSpace Canada also
maintains a bank account with Bank of America in Atlanta, Georgia. Further details
regarding the ModSpace Cash Management System are provided in the Orlofsky

Affidavit.

Intercompany Transactions

51.

52,

MSC, as the main operating entity, makes a number of payments on behalf of the Chapter
11 Debtors that do not maintain bank accounts but perform intercompany transactions for
the benefit of the Chapter 11 Debtors and affiliates that are not part of the US
Proceedings.

ModSpace Canada benefits from services performed by MSC on its behalf and by MSC’s
guarantee of the ABL Facility. ModSpace Canada pays MSC a monthly management fee
and guarantor fee (collectively, the Management Fees”) of approximately $600,000,
which is applied to the ABL Facility. ModSpace expects that such Management Fees

will continue to be paid in the ordinary course during the Restructuring Proceedings.

14



CENTRE OF MAIN INTEREST

53.

The Chapter 11 Debtors, including ModSpace Canada, are managed in the United States

as an integrated group from a corporate, strategic and management perspective. In

particular:

(a)

(b)

(c)

(d)

®

()

(h)

corporate and other major decision-making occurs from the head office in
Berwyn, Pennsylvania;

ModSpace Canada has one director resident in Canada in order to satisfy
residency requirements for an Alberta corporation;

all of the senior executives of the Chapter 11 Debtors, including ModSpace
Canada, are residents of the United States with the exception of a Senior Vice
President of ModSpace Canada located in Brampton, Ontario;

the majority of the management of the Chapter 11 Debtors, including ModSpace
Canada, is shared;

the human resources, legal, accounting, information technology, marketing and
communications functions are primarily located in the United States;

ModSpace’s accounts receivable (including collections) and accounts payable
functions are managed from ModSpace’s head office in Berwyn, Pennsylvania;
senior management located in the United States is responsible for final decisions
regarding pricing, business development, treasury, asset management, capital
expenditures and accounts receivable for all of the Chapter 11 Debtors; and

the Chapter 11 Debtors share a cash management system and an ABL Facility that

is administered by employees located in the United States.

15



54.

53.

56.

57.

ModSpace Canada is wholly dependent on MSC and other members of the Chapter 11
Debtors located in the United States for all or substantially all of their funding
requirements, as the determination for funding for ModSpace is made by the Controller
of ModSpace based in Berwyn, Pennsylvania.

ModSpace Canada and other Chapter 11 Debtors have a major secured creditor in
common given the global ABL Facility.

MSC has asserted that the preceding factors collectively rebut the presumption under the
CCAA that ModSpace Canada’s centre of main interest is the location of its registered
office.  Furthermore, MSC asserts that these factors indicate that the “mind and
management”, head office functions and senior management of the Chapter 11 Debtors,
including ModSpace Canada, are located in the United States.

Based on the foregoing, the Proposed Information Officer concurs with MSC’s assertions
that the Chapter 11 Debtors’ “centre of main interest” is in the United States — including
with respect to ModSpace Canada - and that the Chapter 11 Proceedings are the “foreign

main proceeding” as defined in s. 45 of the CCAA.

EVENTS LEADING UP TO THE CHAPTER 11 PROCEEDINGS AND CCAA
PROCEEDINGS

58.

The Orlofsky Declaration describes the events leading up to the Restructuring

Proceedings, as summarized below:

(a) the 2007 economic recession significantly affected ModSpace’s business, with
modular unit utilization levels falling from approximately 80% in mid-2007 to a
low of approximately 61% in early 2012;

(b) the price per barrel of oil dropped from $100 levels to sub-$40 levels in 2014 and

has not recovered relative to prior pricing highs;

16



(c)

(d

(¢)

in 2015, ModSpace began to explore refinancing options in light of the
approaching ABL Facility maturity date in June 2016. It was unable to reach an
agreement with its existing ABL Lenders and determined that a refinancing was
potentially achievable through a merger transaction that ModSpace was
simultaneously exploring;

in March 2016, ModSpace and other affiliates entered into an Agreement and
Plan of Merger (the “Merger Agreement”) by, and among, MSH, MSC, Crystal
Merger Sub, Inc., a Delaware corporation and a wholly-owned non-debtor
subsidiary of MSC, and Williams Scotsman International, Inc. (“William
Scotsman”) whereby it would acquire the North American modular operations of
William Scotsman (the “Merger Transaction”). The Merger Transaction was
expected to result in significant synergies, an opportunity to right-size capital
structure and to provide liquidity;

in December, 2015, ModSpace, the ABL Lenders and the ABL Agent had entered
into an Agreement Regarding Events of Default pursuant to which the ABL
Lenders and the ABL Agent agreed to suspend the applicability of certain events
of default relating to ModSpace’s failure to deliver certain audit opinion materials
on time, as required under the ABL Credit Agreement. The parties subsequently
entered into multiple amendments that, among other things, extended the
suspension period, provided for certain merger and contingency planning
milestones and triggered cash dominion for the US Borrowers and ModSpace
Canada, as the Canadian Borrower under the ABL Facility, beginning on March

31, 2016;

17



)

(2

(h)

(@

Q)

the ABL Facility matured on June 6, 2016. ModSpace, the ABL Lenders and the
ABL Agent entered into a Forbearance Agreement, which has been amended and
extended through and including December 19, 2016. The Forbearance Agreement
contained covenants requiring ModSpace to achieve milestones with respect to
both the Merger Transaction and an alternative stand-alone restructuring effort;

in June 2016, shortly after the United Kingdom voted to exit the European Union,
certain potential equity investors advised ModSpace that they would not be
pursuing the Merger Transaction. ModSpace continued to work towards raising
the needed capital to close the Merger Transaction, notwithstanding its failure to
satisfy certain milestones;

in late July, 2016, ModSpace received two additional equity investment
proposals, both of which were contingent on the satisfactory completion of
significant additional due diligence;

on August 1, 2016, ModSpace did not make an interest payment of approximately
$19 million that became due to holders of the Secured Notes and entered into a
30-day grace period;

by August 2016, and following the execution of a confidentiality agreement, the
Chapter 11 Debtors had engaged with certain restricted holders of the Secured
Notes (the “Ad Hoc Group of Noteholders™). ModSpace held a meeting with the
Ad Hoc Group of Noteholders and their advisors on August 4, 2016, seeking
feedback on the two additional equity investment proposals it had received in July
2016 in connection with the Merger Transaction, both of which were contingent

on the satisfactory completion of significant additional due diligence. Following

18



(k)

0y

(m)

(n)

such meeting, the Ad Hoc Group of Noteholders advised that the proposed
economic terms of the two equity investment proposals were unacceptable, and
that it would prefer to undertake a restructuring and recapitalization transaction;
on August 13, 2016, William Scotsman terminated the Merger Agreement and
ModSpace directed its focus to a stand-alone restructuring;

throughout August and September 2016, ModSpace, the Ad Hoc Group of
Noteholders, the ABL Lenders and Calera exchanged recapitalization proposals
and proposed alternative transaction structures;

on November 3, 2016, ModSpace, the Ad Hoc Group of Noteholders, the ABL
Lenders and Calera, the largest equity holder of MSH, entered into a term sheet
contemplating a consensual restructuring that would be implemented by a plan of
reorganization in accordance with the Plan; and

on December 20 2016, ModSpace, the ABL Lenders, the Adhoc Group of
Noteholders and Calera entered into a restructuring support agreement (the

“RSA”) for a consensual restructuring under Chapter 11 of the US Code.

THE RESTRUCTURING PLAN

59,

The key terms of the restructuring plan (the “Plan”) include the following:

(a)

(b)

(c)

the ABL Lenders will provide post-Petition financing for ModSpace’s operations
during the Restructuring Proceedings;

all general unsecured claims are to be reinstated to the extent they are not paid
prior to the emergence of ModSpace from the Restructuring Proceedings;
holders of claims arising under the Indenture in respect of the Secured Notes will

receive;

19



60.

(1) a pro rata share of equity in a reorganized entity;

(i1) the right to participate in an offering of $90 million of equity in the
reorganized entity (the “Rights Offering”); and

(ili)  in exchange for agreeing to back-stop the Rights Offering, certain
members of the Ad Hoc Group of Noteholders will receive a commitment
premium,

(d) the remaining equity in the reorganized entity, after the pro rata distribution to
holders of the Secured Notes and the Rights Offering will be distributed pro rata
to ModSpace’s existing equity holders, along with certain warrants; and

(e) the existing agreement between ModSpace and the ABL Lenders will be
amended, restated, modified and assumed by the reorganized ModSpace pursuant
to the exit financing.

Further information regarding the exit financing and the RSA are contained in the

Orlofsky Declaration. Pursuant to the exit financing, ModSpace will obtain

approximately $719.5 million in revolving credit commitments and term loans under the

modified facilities with the ABL Lenders. ModSpace Canada will obtain approximately
$149 million of these commitments, including a $20 million sub-limit for letters of credit

and a $15 million sub-limit for swing-line loans.

FIRST DAY ORDERS OF THE US COURT

61.

MSC is seeking recognition of several orders (the “First Day Orders”) that have been
entered by the US Court in the Chapter 11 Proceedings, including:
(a) an order recognizing MSC as the foreign representative of the Chapter 11 Debtors

in Canada (the “Foreign Representative Order”);
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(b)

(c)

(d)

(e)

®

)

(h)

@)

an order permitting the joint administration of the Chapter 11 cases of ModSpace
in the US Proceedings (the “Joint Administration Order”);

an order permitting ModSpace to pay pre-Filing Date wages, compensation and
employee benefits (the “Wages Order”);

an interim order authorizing, but not directing, ModSpace to maintain their
existing bank accounts, cash management system and authorizing the continuation
of (and administrative expense priority status of) intercompany transactions (the
“Cash Management Order”);

an interim order: (1) approving post-Filing Date financing; (ii) granting liens and
super-priority administrative expense claim status to pre-Filing Date secured
parties; (iii) modifying the automatic stay; and (iv) scheduling the final hearing
(the “DIP Financing Order);

an order authorizing ModSpace to retain Kurtzman Carson Consultants LLC
(“KCC”) as Claims and Noticing Agent nunc pro tunc to the Filing Date (the
“KCC Order”);

an order authorizing the payment of pre-Filing Date taxes and fees (the “Taxes
Order”);

an interim order: (i) approving ModSpace’s form of adequate assurance of
payment; (ii) establishing procedures to resolve objections by utility companies;
and (iii) restraining utility companies from discontinuing, alternating and refusing
service (the “Utilities Order™);

an order: (i) confirming the enforcement and applicability of the automatic stay

pursuant to Section 362 of the Bankruptcy Code; and (ii) confirming ModSpace’s
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Q)

(k)

M

(m)

(n)

authority with respect to post-Filing Date operations (the “Automatic Stay
Order”);

an interim order establishing notification procedures and approving restrictions on
certain transfers or claims for worthlessness with respect to MSH’s equity
securities (the “NOL Order”),

an interim order authorizing ModSpace to pay its pre-Filing Date unsecured
creditors in the ordinary course of business (the “Unsecured Creditors Order”);

an order establishing bar dates for filing proofs of claim, approving the form and
manner for filing proofs of claim and the manner for notice of same (the “Claims
Order”);

an order: (i) scheduling a combined disclosure statement approval and plan
confirmation hearing; (ii) establishing a plan and disclosure statement objection
date and related procedures; (iii) approving solicitation and related procedures;
(iv) approving the notice procedures; (v) approving notice and objection
procedures for the assumption, assignment and rejection of executory contracts
and unexpired leases; and (vi) extending the time, and upon confirmation,
waiving the requirements that statements and schedules be filed and a creditors’
meeting be convened (the “Solicitation Procedures Order”); and

an order approving procedures for the Rights Offering and related forms and
authorizing ModSpace to conduct the Rights Offering in connection with
ModSpace’s joint plan of reorganization pursuant to Chapter 11 of the

Bankruptcy Code (the “Rights Offering Order”).
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62.

63.

These First Day Orders are, for the most part, common in Chapter 11 proceedings and are
based on model orders. Copies of the First Day Orders and other documents related to
the Chapter 11 Proceedings are available at the web-site maintained by KCC,

www.keclle.net/modspace . Certain of the First Day Orders that may be of particular

relevance to Canadian stakeholders are discussed below.

Foreign Representative Order

The Foreign Representative Order authorizes MSC to act as the Foreign Representative
on behalf of the Chapter 11 Debtors’ estates in any judicial proceeding in a foreign
country, including in these CCAA Proceedings, and grants MSC, in its capacity as the
Foreign Representative, the power to act in any way permitted by applicable foreign law.
In paragraph 3 of the Foreign Representative Order, the US Court requests the aid and
assistance of this Court to recognize the Chapter 11 Proceedings as a “foreign main
proceeding” and MSC as a “foreign representative” under the CCAA.

Wages Order

The Wages Order, among other things, authorizes ModSpace to: (a) pay pre-Filing Date
wages, salaries, bonuses, commissions and employee benefits and other amounts owed to
its employees; (b) to continue all benefit plans; and (c) to pay all employee withholdings
as such obligations are due. It also authorizes and directs financial institutions to receive,
process, honour, and pay all cheques and electronic requests made relating to the
foregoing; and schedules a final hearing in the US to consider entry of a final order at

11:00 a.m. on January 19, 2017.
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64.

65.

Cash Management Order

The Cash Management Order, among other things, authorizes ModSapce to continue to

operate its cash management system (including maintaining existing bank accounts), to

maintain their existing forms (such as cheques), and to continue to perform intercompany

transactions consistent with past practice. It also schedules a final hearing to consider

entry of a final order at 11:00 a.m. on January 19, 2017.

DIP Financing Order

The DIP Financing Order, among other things:

(a)

authorizes: (i) ModSpace (excluding ModSpace Canada) to borrow up to $568
million pursuant to a US revolving loan, subject to a borrowing base and
availability reserves (with up to $55 million of this amount available prior to entry
of the final DIP Financing Order); (ii) ModSpace Canada to borrow up to
CAD$200 million pursuant to a Canadian revolving loan, subject to a borrowing
base and availability reserves (with up to $6 million of this amount available prior
to entry of the final DIP Financing Order); and (iii) ModSpace (excluding
ModSpace Canada) to borrow in the amount of the unpaid principal balance under
the Pre-Petition Date ABL Facility (as defined in the DIP Financing Order)
pursuant to a US term loan in the amount of up to $26,257,000 (with no funds
available under this facility prior to the entry of the final DIP Financing Order),
(collectively, the “DIP Financing”), on such terms and conditions set out in the
applicable credit agreement and related documents (the “DIP Financing

Documents”™);
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(b)

(©)

(d)

(e)

authorizes the US Borrowers to guarantee, on a joint and several basis, the US
Borrowers’ obligations and ModSpace Canada’s obligations arising under the DIP
Financing;

authorizes the Chapter 11 Debtors (except ModSpace Canada) to use advances
under the DIP Facility to pay in full the amounts owed by ModSpace under the
ABL Facility;

authorizes ModSpace Canada to use certain cash collateral, together with
accounts receivable, intercompany claims and general intangibles and proceeds
from the sale, lease or use of inventory or equipment (including all Non-Ordinary
Course Proceeds, as defined in the DIP Financing Documents), to repay pre-
Filing Date amounts owed by it. The DIP Financing Documents provide that
proceeds of Accounts or Rental Equipment (as each is defined in the DIP
Financing Documents) will first be applied as set out in the DIP Financing Order
(as above) until all pre-Filing Date amounts owed by ModSpace Canada have
been repaid, before being applied to the obligations of ModSpace under the DIP
Financing;

orders that the DIP Financing be secured by security interests and liens in
accordance with the Bankruptcy Code, and the amounts owed under the DIP
Financing will constitute a super-priority to all other obligations and liabilities of
ModSpace. The collateral to be provided pursuant to the DIP Financing is limited
to the collateral already pledged to the lenders in their capacity as ABL Lenders;

and
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66.

67.

68.

69.

) schedules a final hearing to consider entry of a final order at 11:00 a.m. on
January 19, 2017.
The DIP lenders are part of a syndicate of lenders that provided ModSpace with its pre-
Filing Date financing. ModSpace Canada has projected that, given its borrowing base
and subject to the availability reserves in the DIP Financing Documents, it will have
approximately $8.5 million of availability as of the Filing Date.
The Orlofsky Affidavit outlines ModSpace’s efforts to explore other sources of financing.
It also includes the interest rates applicable to the DIP Financing and details why it was
the best option available to ModSpace in the circumstances.
Pursuant to the DIP Financing Documents, ModSpace Canada’s portion of the DIP
Financing funded in Canadian dollars will incur interest on the unpaid principal, from the
date made until paid in cash at the “Canadian Prime Rate” (or “Canadian BA rate” if
selected by ModSpace Canada) plus 3.5% (or 4.5% if the “Canadian BA Rate” is
selected). ModSpace Canada’s portion of the DIP Financing funded in US dollars will
incur interest on the unpaid principal from the date made until paid in cash at a rate per
annum equal to the “Canadian Base Rate” (or the “LIBOR Rate”, if selected by
ModSpace Canada), plus 3.5% (or 4.5% if the “LIBOR Rate” is selected). If an “Event
of Default” (as defined in the DIP Financing Documents) exists under the DIP Financing
Documents, the interest rate is increased by 2% over the rate that would otherwise apply.
Pursuant to the DIP Financing Documents, a Closing Fee for the benefit of the DIP
Financing lenders and an Administrative Agent Fee for the benefit of the administrative
agent are also payable by ModSpace. The details of these two fees are considered to be

confidential by ModSpace and the DIP Lenders and, as such, have been separately
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70.

71

documented in fee letters. Copies of the two letters were provided to the Proposed
Information Officer on a confidential basis. The DIP Financing Documents also include
a US Borrowers Unused Line Fee, a Canadian Borrowers Unused Line Fee and a Letter
of Credit Fee. The aggregate amount of the foregoing fees is approximately $2 million as
reflected in the DIP Budget (consolidated, and also unconsolidated for the US Borrowers
and for ModSpace Canada), attached hereto as Appendix B.

The Proposed Information Officer has considered the interest rates and other fees and
costs arising in respect of the DIP Financing based on information provided by
ModSpace Canada. The Proposed Information Officer is of the view that, with respect
to the pricing structure, there are comparable precedents for arrangements in similar
Restructuring Proceedings. Given the terms of the Plan, and assuming that the Plan is
successful, creditors of ModSpace Canada will be paid in full in the ordinary course and
the DIP Financing does not prejudice these creditors.

The DIP Facility contains two “roll up provisions” for the US Chapter 11 Debtors: one, a
“creeping roll up” whereby the US Chapter 11 Debtors’ revenue is used to reduce the
balance of those Chapter 11 Debtors’ pre-Petition debt under the ABL Facility and a
second “roll-up” whereby, after entry of a subsequent order by the US Court, the DIP
Facility will be used to fully refinance pre-Petition amounts under the ABL Facility. For
ModSpace Canada, the DIP Facility will employ only a “creeping roll up” whereby the
cash generated by ModSpace Canada’s business will be used to reduce the balance of the
outstanding pre-Petition debt under the ABL Facility. Since pre-Petition amounts owing
by ModSpace Canada are to be reduced only by the use of ModSpace Canada’s cash

generated from its business, the DIP Financing Charge (as defined in the Orlofsky
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72.

Affidavit), is only securing advances made post-filing under the DIP Facility. The
Proposed Information Officer notes that the “roll up provisions” might not be permissible
in a plenary proceeding under the CCAA as a result of section 11.2 of the CCAA, which
provides that a DIP charge may not secure an obligation that existed before the initial
order is made. A “roll-up”, however, is permitted in the US and this is an ancillary
proceeding. Section 49 of the CCAA provides that in recognizing an order of a foreign
court, the Court may make any order that it considers appropriate, provided the Court is
satisfied that it is necessary for the protection of the debtor company’s property or the
interests of a creditor or creditors. The Proposed Information Officer is aware of other
ancillary CCAA proceedings in which “roll ups” authorized by a foreign court were
recognized in Canada. As described above, the “roll up” in the DIP Facility will apply
only to the US Chapter 11 Debtors, and does not impact ModSpace Canada. The DIP
Facility provides only for a “creeping roll up” for ModSpace Canada and is consistent
with previous plenary and ancillary CCAA proceedings where “creeping roll ups” have
been permitted by the Canadian courts. Thus, in the view of the Proposed Information
Officer, given the present circumstances (including the lack of prejudice to creditors of
ModSpace Canada pursuant to the terms of the Plan), the Interim DIP Financing Order is
necessary for the protection of the Chapter 11 Debtors’ property and interests of the

creditors, and is not objectionable.

Unsecured Creditors Order

The Unsecured Creditors Order authorizes, but does not direct, ModSpace to pay their
general unsecured creditors for pre-Petition claims in the ordinary course of business.

The unsecured creditors with undisputed claims are permitted to be paid in accordance
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with their pre-existing payment terms and timelines (subject to the terms of the DIP
Financing Order and the DIP financing agreement pursuant to that order). This is a key
aspect of the restructuring as all creditors with valid claims are being treated as
unaffected and paid in the ordinary course or reinstated upon emergence from
ModSpace’s reorganization proceedings.
Utilities Order

73. The Utilities Order approves the proposed form of adequate assurance of post-Petition
payment for certain utility providers, establishes procedures for resolving any objections
by utility companies related to the proposed adequate assurance and prohibits the utility
companies from terminating service solely on the basis of the commencement of the
Chapter 11 Proceedings. It also provides that ModSpace will create a segregated account
for the benefit of all of the utilities providers listed at Schedule 1 to the Ultilities Order
which includes 39 Canadian utility providers.
Taxes Order

74.  The Taxes Order provides ModSpace with the discretion to pay pre-Petition taxes and
fees. Canadian taxation authorities and United States taxation authorities are treated
consistently. A number of Canadian taxation authorities are listed in Appendix A to the

Taxes Order, including the Canada Revenue Agency.

PROPOSED INITIAL ACTIVITIES OF THE INFORMATION OFFICER

75. The draft Supplemental Order proposes that following its appointment, the initial

activities of the Information Officer will include:
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(a)

(b)

(©)
(d)

(e)

®

establishing a website at www.alvarezandmarsal.com/modspace to make available

copies of the Orders granted in the CCAA Recognition Proceedings as well as
other relevant motion materials and reports;

coordinating publication of a notice of the Chapter 11 Proceedings and CCAA
Recognition Proceedings in The Globe & Mail newspaper, commencing within
seven days from the date of the Initial Recognition Order, once a week for two
consecutive weeks, as required of the Foreign Representative by s.53(b) of the
CCAA;

responding to creditor inquiries regarding the Restructuring Proceedings;
providing such assistance to the Foreign Representative in the performance of its
duties as the Foreign Representative may reasonably request;

providing the Court with periodic reports, at least once every three months, on the
status of the Restructuring Proceedings, which reports may include information
relating to the property and the business of the Chapter 11 Debtors or such other
matters as may be relevant to these proceedings; and

engaging independent legal counsel in respect of the exercise of its powers and

the performance of its obligations.

A&M CANADA’S QUALIFICATION TO ACT AS INFORMATION OFFICER

76.

A&M Canada was engaged by MSH in December, 2016, for the purpose of preparing for

the CCAA Recognition Proceedings and to act as the Proposed Information Officer. As

such, the Proposed Information Officer is familiar with the business and operations of

ModSpace, and the key issues and stakeholders in the proposed CCAA Recognition

Proceedings. A&M is a trustee within the meaning of subsection 2(1) of the Bankruptcy
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77.

78.

and Insolvency Act (Canada) has significant experience in connection with proceedings
under the CCAA, including but not limited to acting as information officer in the CCAA
recognition proceedings of LightSquared LP, Durabla Canada Ltd.,, TLC Vision
Corporation and Chemtura Canada Co./Cie.

A&M Canada is related to Alvarez & Marsal Holdings, LLC. Alvarez & Marsal
Holdings, LLC is an independent international professional services firm, providing,
among other things, bankruptcy, insolvency and restructuring services. The senior A&M
Canada professional personnel with carriage of this matter include experienced
insolvency and restructuring practitioners who are Chartered Professional Accountants,
Chartered Insolvency and Restructuring Professionals and Licensed Insolvency Trustees,
and whom have acted in cross-border restructurings and CCAA matters of a similar
nature in Canada.

A&M Canada has consented to act as Information Officer should this Court approve the

requested Initial Recognition Order.

RECOMMENDATIONS

79.

A&M Canada has reviewed, together with its legal counsel, the terms of the Initial
Recognition Order and the Supplemental Order, and believes that the relief sought by
MSC, as set out in the form of orders submitted to the Court for approval, are fair and
reasonable in the circumstances, having regard to the current status of ModSpace Canada
and the other Chapter 11 Debtors. A&M Canada believes that the terms of the
Supplemental Order relating to its role as information officer are fair and reasonable, and
consistent with the terms of appointments of information officers in other recognition

proceedings under the CCAA.
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80. Based on the foregoing, the Proposed Information Officer respectfully recommends that
this Court grant the relief requested by MSC in the Initial Recognition Order and

Supplemental Order.
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—n
ALL OF WHICH IS RESPECTFULLY SUBMITTED at Toronto, Ontario this;?_y day

of December, 2016.

ALVAREZ & MARSAL CANADA INC.
in its capacity as the Proposed Information Officer of
Modular Space Corporation, et al and not in its personal or corporate capacity

Per: l :{ & 1(2& ﬁ{ QM

A_Ia;n J ] I-ﬁltchens
Senior Vice-President
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Debtor In Possession (“DIP”) Budget
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