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Execution Copy

PENSION AND BENEFITS AGREEMENT
THIS AGREEMENT is made as of June 22, 2007,

AMONG: AIR CANADA, a corporation existing under the Laws of
Canada;
AND: ACTS LP, a limited partnership herein acting through and

represented by its general pariner, ACTS Technical Services
Inc., a corporation incorporated under the Laws of Canada,
{the “Vendor") ;

AND: KSAGE MRO HOLDINGS INC,, a corporation

incorporated under the Laws of Canada, (the “Purchaser”);

WHEREAS:

A.  Pursuant to an asset purchase agreement (the “Purchase Agreement”) between
the Vendor and the Purchaser made as of June 22, 2007, the Purchaser has agreed
to purchase substantially all of the Vendor’s assets;

B,  The parties wish to set out their agreement regarding certain pension and

benefits matters.

NOW THEREFORE in consideration of the premises and covenants and

agreements contained in this Agreement and in the Purchase Agreement, the parties
hereto agree as follows:

L

1.

DEFINITIONS
Defined Terms

In this Agreement :

“AC DB Plans” means the Main Plan, the CAIL IAMAW PFlan, and/or the CAIL
Management Plan, as applicable;

“AC Employee Plans” has the meaning specified in Section 43;

“AC Group RRSP” means the group registered retirement savings plan for Air
Canada employees;
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“AC Non-Unionized Employees” means all non-unionized employees of Air
Canada assigned and made available to the Vendor pursuant to the terms and
conditions of the General Services Agreement (non-unionized);

“AC Non-Unionized Plan Beneficiaries” means: (i) all AC Non-Unionized
Employees; and (ii) for greater certainty, all AC Non-Unionized Employees who
are Non-Unionized Employees on Leave; in each case who become employed by
the Purchaser as at the Closing Date;

“AC Post-Retirement Group Benefits Plans” means the plans listed in Schedule
A

“AC Pre-Retirement Group Benefits Plans” means the plans listed in Schedule
A;

“AC SERP” means the Air Canada Supplementary Senior Management
Retirement Program and for greater certainty does not include the Air Canada
Supplemental Executive Retitement Plan;

“AC Unionized Employees” means all unionized employees of Air Canada
assigned and made available to the Vendor pursuant to the terms and conditions
of the General Services Agreement (unionized);

“AC Unionized Plan Beneficiaries” means: (i) all AC Unionized Employees;
and (ii) for greater certainty, all AC Unionized Employees who are Unionized
Employees on Leave; in each case who become employed by the Purchaser as at

the Certification Date;

“ACTS DC Plan” means the Air Canada Technical Services Defined
Contribution Pension Plan;

“ACTS Employee Plans” has the meaning specified in Section 44;

“ACTS Group RRSP” means the group registered retirement savings plan for
employees of the Vendor;
“ACTS Post-Retirement Group Benefits Plans” means the plans listed in
Schedule A;
“ACTS Pre-Retirement Group Benefits Plans” means the plans listed in
Schedule A;
“Adjusted Non-Unionized Asset Amount” has the meaning specified in Section
7;
“Adjusted Unionized Asset Amount” has the meaning specified in Section 18;
“Agreement” means this pension and benefits agreement;

#Ajr Canada DC Plan®” means the Air Canada Defined Contribution Pension
Plan;
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“Applicable Legislation” means all legislation (incuding, without limitation,
related regulations and published guidelines, administrative policies and
procedures) that applies to any of the pension plans addressed in this
Agreement, including without limitation the Pension Benefits Standards Act, 1985
(Canada) and the Income Tax Act (Canada);

“Business” means the business conducted by the Vendor, being the delivery of
commercial maintenance, repair and overhaul services to the airline industry,
including, heavy maintenance, engine maintenance, component maintenance,
and ancillary services;

“Business Day” has the meaning specified in Section 53;

“CAYL. IAMAW Plan” means the Pension Plan for Air Canada IAMAW
Employees Formerly Employed by Canadian Airlines International Ltd.;

“CAIL Management Plan” means the Pension Plan for Air Canada Management
Employees Formerly Employed by Canadian Airlines International Ltd.;

“Certification Date” means the date on which the AC Unionized Employees
become employees of the Purchaser. For greater certainty, and except as
required by Section 62, the parties shall only give effect to the provisions of this
Agreement relating to the AC Unionized Plan Beneficiaries to the extent there is
a Certification Date;

“Certification Date Assets” means the assets of an AC DB Plan held in respect of
the AC Unionized Plan Beneficiaries as of the Certification Date, determined as
the total assets of the AC DB Plan multiplied by the ratio of the solvency
liabilities in respect of the AC Unionized Plan Beneficiaries in the AC DB Plan to
the total solvency liabilities of the AC DB Plan. For greater certainty, such
determination shall be made in respect of both the Main Plan and the CAIL

TAMAW Plan;
#Claims” has the meaning specified in Section 4;

“Closing Date” means the date of completion of the transaction of purchase and
sale contemplated by the Purchase Agreement;

#Closing Date Assets” means the assets of an AC DB Plan held in respect of the
AC Non-Unionized Plan Beneficiaries as of the Closing Date, determined as the
total assets of the AC DB Plan multiplied by the ratio of the solvency Habilities in
respect of the AC Non-Unionized Plan Beneficiaries in the AC DB Plan to the
total solvency liabilities of the AC DB Plan. For greater certainty, such
determination shall be made in respect of both the Main Plan and the CAIL

Management Plan;
“Collective Agreement” has the meaning set forth in Section 58;
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“Compensation Amount” has the meaning set forth in Section 24;

“DB Non-Unionized Tramsfer Date” means the date that the Final Non-
Unionized Asset Amount or the Adjusted Non-Unionized Asset Amount, as the
case may be, attributable to the relevant AC Non-Unionized Plan Beneficiaries is
transferred from an AC DB Flan to the Purchaser's DB Plan pursuant to Section

8;

“DB Unionized Transfer Date” means the date that the Final Unionized Asset
Amount or the Adjusted Unionized Asset Amount, as the case may be,
atiributable to the relevant AC Unionized Plan Beneficiaries is transferred from
an AC DB Plan to the Purchaser's DB Plan pursuant to Section 19;

“DC Transfer Date” has the meaning specified in Section 27;

#Final Non-Unionized Asset Amount” means the assets in a Segregated
Account on the DB Non-Unionized Transfer Date;

Final Unionized Asset Amount” means the assets in a Segregated Account on
the DB Unionized Transfer Date;

“General Services Agreement (non-unionized)” means the agreement entered
into between the Vendor and Air Canada on September 24, 2004 with respect to
the temporary assignments from Air Canada to the Vendor of the AC Non-

Unionized Employees;
“GGeneral Services Agreement (unionized)” means the agreement entered into

between the Vendor and Air Canada on September 24, 2004 with respect to the
temporary assignments from Air Canada to the Vendor of the AC Unionized

Employees and as subsequently amended;
“JAM"” has the meaning set forth in Section 58;

“Initial Segregated Amount” has the meaning specified in Section 4 or Section
15, as applicable;

“Main Plan” means the Air Canada Pension Plan;

“Non-Unionized Adjustment” means an Adjusted Non-Unionized Asset
Amount less the corresponding Final Non-Unionized Asset Amount;

“Non~-Unionized Disability Liability” means the liability for benefits payable to
Non-Unionized Employees on Leave under the AC Pre-Retirement Group
Benefits Plans. Such liability shall be calculated by Air Canada’s actuary in
accordance with the methods and assumptions set out in Schedule B. These
methods and assumptions shall be in accordance with the approach prescribed
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under CICA Handbook Section 3461 for determining accounting liabilities. The
Purchaser shall notify Air Canada within 60 days of receiving a copy of the
results of the calculations from Air Canada as to whether it agrees or disagrees
with Air Canada’s actuary’s calculation of the Non-Unionized Disability
Liability. If the Purchaser fails to provide such notice to Air Canada, the
Purchaser shall be deemed to have agreed with the calculation. If the Purchaser
notifies Air Canada that it disagrees with the caleulation, Air Canada and the
Purchaser shall negotiate in good faith to reach an agreement respecting the
caleulation. If Air Canada and the Purchaser are unable to agree on the
calculation, the provisions of Section 61 shall apply;

“Non-Unionized Employees on Leave” means all Air Canada non-unionized
employees employed in the Business who are on pregnancy, parental or other
paid or unpaid leave, or in receipt of short-term disability, long-term disability or
workers compensation benefits as at the Closing Date;

“Non-Unionized Report” has the meaning specified in Section 3;

“Non-Unionized Retiree Liability” means the liability for AC Post-Retirement
Group Benefits Plan benefits in respect of AC Non-Unionized Plan Beneficiaries.
Such liability shall be calculated by Air Canada’s actuary in accordance with the
methods and assumptions set out in Schedule B, These methods and
assumptions shall be in accordance with the approach prescribed under CICA
Handbook Section 3461 for determining accounting liabilities. The Purchaser
shall notify Air Canada within 60 days of receiving a copy of the results of the
calculations from Air Canada as to whether it agrees or disagrees with Air
Canada’s actuary’s calculation of the Non-Unionized Retiree Liability. If the
Purchaser fails to provide such notice to Air Canada, the Purchaser shall be
deemed to have agreed with the calculation. If the Purchaser notifies Air Canada
that it disagrees with the calculation, Air Canada and the Purchaser shall
negotiate in good faith to reach an agreement respecting the calculation. If Air
Canada and the Purchaser are unable to agree on the calculation, the provisions
of Section 61 shall apply;

“Non-Unionized Segregation Date” has the meaning specified in Section 4;

#Plan Account Balance” has the meaning specified in Section 27;

“Plan Expenses” means the fees and expenses incurred for administration of an
AC DB Plan in respect of AC Non-Unionized Plan Beneficiaries or AC Unionized
Plan Benefidiaries, as applicable. For greater certainty, during the petiod from
the Closing Date to the Non-Unionized Segregation Date or from the
Certification Date to the Unionized Segregation Date, as applicable, investment
management fees shall be considered as fees and expenses incurred for the
administration of the relevant AC DB Plary
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“Purchase Agreement” has the meaning specified in recital A to this Agreement;
“Purchaser Indemnified Parties” has the meaning specified in Section 11;
“Purchaser’s DB Plan” has the meaning specified in Section 2;

“Registered Pension Plan” means a registered pension plan as defined in the
Income Tax Act (Canada);

“Regulatory Authorities” means the Superintendent of Financial Institutions
(Canada), the Canada Revenue Agency and any other applicable governmental
agency responsible for regulating Registered Pension Plans;

“Segregated Account” means an account established with the funding agent of
each AC DB Plan to hold assets with respect to the AC Non-Unionized Plan
Beneficiaries or AC Unionized Plan Beneficiaries, as applicable, on a segregated
basis within the pension fund of the AC DB Plan in accordance with Section 4 or
Section 15, as applicable;

“SERP Liability” means the solvency liability in respect of AC Non-Unionized
Employees under the AC SERP. Such liability shall be calculated by Air
Canada’s actuary as soon as practicable following the Closing Date, using the
same methods and assumptions used to determine the solvency liabilities in
respect of the AC Non-Unionized Plan Beneficiaries in the AC DB Flans, For
further dlarity, no adjustment shall be made in respect of the different Applicable
Legislation governing the AC SERP and the AC DB Plans. The Purchaser shall
notify Air Canada within 60 days of receiving a copy of the results of the
calculations from Air Canada as to whether it agrees or disagrees with Air
Canada’s actuary’s calculation of the SERP Liability. If the Purchaser fails to
provide such notice to Air Canada, the Purchaser shall be deemed to have agreed
with the calculation. If the Purchaser notifies Air Canada that it disagrees with
the caleulation, Air Canada and the Purchaser shall negotiate in good faith to
reach an agreement respecting the calculation, If Air Canada and the Purchaser
are unable to agree on the calculation, the provisions of Section 61 shall apply;

“Unionized Adjustment” means an Adjusted Unionized Asset Amount less the
corresponding Final Unionized Asset Amount;

“Unionized Allocated Percentage” means the ratio of the solvency liabilities of
an AC DB Plan as of each valuation date in respect of the AC Unicnized Plan
Beneficiaries (for greater clarity, such beneficiaries to be identified at the
Certification Date) to the total solvency labilities of the AC DB Plan;

“Unionized Closing Date Liabilities” means the solvency liabilities of an AC DB
Plan as of the Closing Date in respect of the AC Unionized Plan Beneficiaries (for
greater clarity, such beneficiaries to be identified at the Certification Date). For
greater certainty, such liabilities shall be determined in respect of both the Main
Plan and the CAIL TAMAW FPlan;
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“Unionized Closing Date Solvency Ratio” means the ratio determined as of the
Closing Date of the total assets of an AC DB Plan to the total solvency liabilities
of the AC DB Plan, For greater certainty, such determination shall be made in
respect of both the Main Plan and the CAIL IAMAW Flan;

“Unionized Disability Liability” means the liability for benefits payable to
Unionized Employees on Leave under the AC Pre-Retirement Group Benefits
Plans. Such lability shall be calculated by Air Canada’s actuary in accordance
with the methods and assumptions set out in Schedule B. These methods and
assumptions shall be in accordance with the approach prescribed under CICA
Handbook Section 3461 for determining accounting liabilities, except that they
will be determined as of the Closing Date rather than the Certification Date. The
Purchaser shall notify Air Canada within 60 days of receiving a copy of the
results of the calculations from Air Canada as to whether it agrees or disagrees
with Air Canada’s actuary’s calculation of the Unionized Disability Liability. If
the Purchaser fails to provide such notice to Air Canada, the Purchaser shall be
deemed to have agreed with the calculation. If the Purchaser notifies Air Canada
that it disagrees with the calculation, Air Canada and the Purchaser shall
negotiate in good faith to reach an agreement respecting the calculation. If Air
Canada and the Purchaser are unable to agree on the calculation, the provisions

of Section 61 shall apply;

“Unionized Employees on Leave” means all Air Canada unjonized employees
employed in the Business who are on lay-off, pregnancy, parental or other paid
or unpaid leave, or in receipt of short-term disability, long-term disability or
workers compensation benefits as at the Certification Date;

“Unignized Report” has the meaning specified in Section 14;

“Unionized Retiree Liability” means the liability for AC Post-Retirement Group
Benefits Plan benefits in respect of AC Unionized Flan Beneficiaries. Such
liability shall be calculated by Air Canada’s actuary in accordance with the
methods and assumptions set out in Schedule B. These methods and
assumptions shall be in accordance with the approach prescribed under CICA
Handbook Section 3461 for determining accounting liabilities, except that they
will be determined as of the Closing Date rather than the Certification Date. The
Purchaser shall notify Air Canada within 60 days of receiving a copy of the
results of the caleulations from Air Canada as to whether it agrees or disagrees
with Air Canada’s actuary’s calculation of the Unionized Retiree Liability. If the
Purchaser fails to provide such notice to Air Canada, the Purchaser shall be
deemed to have agreed with the calculation. If the Purchaser notifies Air Canada
that it disagrees with the calculation, Air Canada and the Purchaser shall
negotiate in good faith to reach an agreement respecting the calculation. If Air
Canada and the Purchaser are unable to agree on the calculation, the provisions

of Section 61 shall apply;
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“Unionized Segregation Date” has the meaning specified in Section 15;
*Vendor Indemnified Parties” has the meaning specified in Section 4.
II. DEFINED BENEFIT REGISTERED PENSION PLANS

(a) Plan Establishment
2. Establishment of Purchaser's DB Flan

As soon as practicable after the Closing Date, the Purchaser shall cause to be
established a new defined benefit Registered Pension Plan (the “Purchaser's DB Plan”)
effective as of the Closing Date to provide pension and other benefits to: (i) the AC Non-
Unionized Plan Beneficiaries who belonged to an AC DB Plan, providing the same
benefits and otherwise containing substantially similar terms and conditions for at least
two years as those applicable to those AC Non-Unionized Flan Beneficiaries
immediately before the Closing Date; and (ii) the AC Unicnized Plan Beneficiaries who
belonged to an AC DB Plan, and subject to the Collective Agreement as it may be
amended from time to time or any collective agreement which renews or replaces it,
providing the same benefits and otherwise containing substantially similar terms and
conditions for at least two years after the Certification Date as those applicable to those
AC Unionized Plan Beneficiaries immediately before the Certification Date. The
Purchaser shall not terminate the Purchaser’s DB Plan or reduce any accrued benefits
thereunder until the last payments described in Section 13 and Section 24 have been

made,

As soon as practicable after the Closing Date, but no later than December 31 of
the year in which the Closing Date falls, the Purchaser shall, at its cost and expense,
apply to the applicable Regulatory Authorities to register the Purchaser's DB FPlan
under Applicable Legislation requiring such registration. The Purchaser shall forthwith
notify Air Canada of the filing of the application for and the registration of the
Purchaser’s DB Plan, The Purchaser shall provide Air Canada with any information
related to the Purchaser’s DB Plan that Air Canada may reasonably require to complete
the transfer of assets contemplated in this Agreement, Air Canada shall provide to the
Purchaser such information related to the AC DB Plans as the Purchaser may
reasonably require in order to establish the Purchaser’s DB Flan and in order to
administer benefits for the AC Non-Unionized Plan Beneficiaries and AC Unionized
Plan Beneficiaries following the transfers of assets contemplated in this Agreement.

Subject to such reasonable administrative limits as it may impose, the Purchaser
shall cause the Purchaser's DB Plan to accept a transfer of assets in respect of any
pension credits accrued by an AC Non-Unionized Employee under the CAIL IAMAW
Plan or any other Air Canada defined benefit registered pension plan which is not an
AC DB Plan, to the extent the AC Non-Unionized Employee chooses to exercise
portability rights under Applicable Legislation.
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Notwithstanding any of the foregoing, the Purchaser may at its option establish
separate defined benefit Registered Pension Flans for the AC Non-Unionized Plan
Beneficiaries and for the AC Unionized Flan Beneficiaries (collectively, also the
“Purchaser’'s DB Plan”), and the provisions of this Agreement shall be construed
accordingly. In such case, the Purchaser’s DB Plan for the AC Unionized Plan
Beneficiaries shall be established effective as of the Certification Date.

(b) AC Non-Unionized Plan Beneficiaries

3. Determination of Closing Date Assets

As soon as practicable after the Closing Date, Air Canada shall provide all
necessary information to its actuary to update the defined benefit pension records of all
AC Non-Unionized Plan Beneficiaries. Within 90 days of receiving all such
information, Air Canada’s actuary shall deliver reports (each, a “Non-Unionized
Report”) to Air Canada setting out the Closing Date Assets for the Main Plan and the
CAIL Management Plan. Each Non-Unionized Report shall utilize reasonable actuarial
methods and assumptions, as determined by Air Canada’s actuary.

Within 10 days of receiving a Non-Unionized Report, Air Canada shall provide a
copy of the Non-Unionized Report to the Purchaser, together with copies of all
necessary information and data used to determine the Closing Date Assets and to
prepare the Non-Unionized Report and any other information which the Purchaser or

its agents may reasonably request.

. The Purchaser shall notify Air Canada within 60 days of receiving a copy of a
Non-Unionized Report from Air Canada as to whether it agrees or disagrees with Air
Canada’s actuary’s calculation of the Closing Date Assets set out in the Non-Unionized
Report. If the Purchaser fails to provide such notice to Air Canada, the Purchaser shall
be deemed to have agreed with the calculation of the Closing Date Assets, If the
Purchaser notifies Air Canada that it disagrees with the calculation of the Closing Date
Assets, Air Canada and the Purchaser shall negotiate in good faith to reach an
agreement respecting the calculation of the Closing Date Assets. If Air Canada and the
Purchaser are unable to agree on the Closing Date Assets, the provisions of Section 61

shall apply.

4, Segregation of Assets

On a date as soon as practicable after Air Canada and the Purchaser agree or are
deemed to agree on the calculation of the Closing Date Assets for an AC DB Plan, and
subject to the Regulatory Authorities” approval if required, Air Canada shall cause: (i)
the Segregated Account for that plan to be established; and (ii) assets with a market
value equal to the Closing Date Assets less any benefit and other payments made from
the pension fund of the relevant AC DB Plan respecting AC Non-Unicnized Plan
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Beneficiaries and Plan Expenses for the period from the Closing Date to such date of
segregation (the “Non-Unionized Segregation Date”) to be placed within the
Segregated Account (the “Initial Segregated Amount”). The Initial Segregated
Amount will be augmented or reduced (as the case may be) by the return on AC DB
Plan assets with a market value equal to the Closing Date Assets for the period from the
Closing Date to the Non-Unionized Segregation Date and reduced by interest on any
such benefit and other payments for the period from the relevant payment date to the
Non-Unionized Segregation Date, such interest to be at the investment rate of return
(whether positive or negative) earned in the AC DB Plan pension fund for the period
from the Closing Date to the Non-Unionized Segregation Date. Such assets shall be in
the form of cash or other assets, which are mutually acceptable to Air Canada and the

Purchaser.

The administration of any assets in the Segregated Account shall, from the Non-
Unionized Segregation Date until the DB Non-Unionized Transfer Date, be the
responsibility of Air Canada. The Purchaser shall provide to Air Canada such
information as is in the possession or control of the Purchaser and which is reasonably
required by Air Canada to administer the assets in the Segregated Account and fo make
benefit and other payments to AC Non-Unionized Plan Beneficiaries pursuant to
Section 6. Air Canada may charge to the Segregated Account all reasonable expenses
incurred in connection with the Segregated Account together with Plan Expenses for
the period from the Non-Unionized Segregation Date to the DB Non-Unionized

Transfer Date.

From the Non-Unionized Segregation Date to the DB Non-Unionized Transfer
Date, the Purchaser shall, at its sole expense, provide or arrange for the investment
management of all assets in the Segregated Account and Air Canada shall direct that
the funding agent of the AC DB Plan follow the investment management directions of

the Purchaser or its agents.

The Purchaser shall indemnify Air Canada, the Vendor and their respective
directors, officers, employees, agents and delegates (collectively, the “Vendor
Indemnified Parties”) in respect of any daims, demands, actions, causes of action,
damages, losses, costs, liabilities or expenses (collectively “Claims”) which the Vendor
Indemnified Parties may suffer as a result of or in connection with the Purchaser or its
agents charging expenses to or providing investment management services and
directions respecting assets in the Segregated Account, save and except to the extent
that such Claims result from the wilful misconduct of the Vendor Indemnified Party or
relate to the act of delegation by Air Canada to the Purchaser of the investment
management of the Segregated Account.
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5. Application for Regulatory Approval of Asset Transfer

As soon as practicable after Air Canada and the Purchaser agree or are deemed
to agree on the Closing Date Assets in respect of an AC DB Plan, Air Canada shall apply
where required by Applicable Legislation to the relevant Regulatory Authorities for
approval to transfer the Final Non-Unionized Asset Amount to the Purchaser's DB Plan.
Air Canada shall cause to be prepared all applications, reports and other materials
required under Applicable Legislation or by the applicable Regulatory Authority to
obtain such approval and shall diligently pursue all applications. The application
materials shall include clear disclosure that under this Agreement, no labilities under
the relevant AC DB Plan in respect of service of the AC Non-Unionized Flan
Beneficiaries prior to the Closing Date are being assumed by the Purchaser’s DB Plan
unless and until the asset transfer that is the subject of the application has been
approved and has occurred.

Before filing any application to obtain approval for the transfer of the Final Non-
Unionized Asset Amount, Air Canada shall provide copies of the application materials
to the Purchaser for the Purchaser's review. The Purchaser shall notify Ait Canada
within 20 days of receiving a copy of such materials whether it agrees or disagrees with
their contents. If the Purchaser fails to provide such notice to Air Canada, the Purchaser
shall be deemed to have agreed with the contents. If the Purchaser notifies Air Canada
that it disagrees with the contents, Air Canada and the Purchaser shall negotiate in
good faith to reach an agreement on the contents.

6.  Benefit Payments

Air Canada shall ensure that from the Closing Date to the relevant Non-
Unionized Segregation Date, any benefit and other payments due and owing to or in
respect of any AC Non-Unionized Plan Beneficiary from an AC DB Plan are paid to or
for the benefit of the beneficiary. After the relevant Non-Unionized Segregation Date,
such payments shall be made from the Segregated Account.

7. Refusal to Permit Transfer

Air Canada shall forthwith notify the Purchaser if any Regulatory Authority to
which Air Canada has applied to approve the transfer of the Final Non-Unionized Asset
Amount from an AC DB Plan to the Purchaser's DB Plan refuses to approve such
transfer and directs either that a different amount be transferred or that an assumption
or method of calculation used to determine the Closing Date Assets be changed. In
such event, Air Canada and Purchaser agree that the amount to be transferred (the
“Adjusted Non-Unionized Asset Amount”) shall be transferred in accordance with the
Regulatory Authority’s direction subject to Air Canada’s and the Purchaser's right to
appeal such direction (until all rights of appeal are exhausted) to any governmental
agency or court where Air Canada or the Purchaser, as applicable, on the advice of their

2.
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respective professional advisors, is of the opinjon that such direction is not in
accordance with Applicable Legislation.

8. Transfer to Purchaser's DB Plan

Within 45 days of receiving approval of the last of the applicable Regulatory
Authorities to transfer the Final Non-Unionized Asset Amount or Adjusted Non-
Unionized Asset Amount, as the case may be, and of receiving notice from the
Purchaser of the acceptance for registration of the Purchaser's DB Plan as contemplated
by Section 2, Air Canada shall cause the funding agent of the relevant AC DB Plan to
transfer to the funding agent of the Purchaser's DB Flan:

(i)  in the case of approval to transfer the Final Non-Unionized Asset
Amount, the Final Non-Unionized Asset Amount;

(i) in the case of approval to transfer the Adjusted Non-Unionized
Asset Amount where such amount exceeds the Final Non-
Unionized Asset Amount, the amount of such excess together with
the Final Non-Unionized Asset Amount; and

(i) in the case of approval to transfer the Adjusted Non-Unionized
Asset Amount where such amount is less than the Final Non-
Unionized Asset Amount, the Final Non-Unionized Asset Amount
less such reduction.

9. Cessation of Participation

As of the Closing Date, the AC Non-Unionized Plan Beneficiaries shall cease to
participate actively in, and accrue benefits under, the AC DB Plans and shall commence
participation in the Purchaser's DB Plan. The Purchaser shall commence remitting
contributions to the Purchaser’s DB Plan in respect of the service of the AC Non-
Unionized Plan Beneficiaries on and after the Closing Date, in accordance with
Applicable Legislation. From the Closing Date fo the relevant DB Non-Unionized
Transfer Date, any special payments owing under Applicable Legislation in respect ofa
deficit related -to the preClosing Date service of the AC Non-Unionized Flan
Beneficiaries shall be made by the Purchaser into the Purchaser’s DB Plan, based on the
assets to be transferred to the Purchaser’s DB Plan pursuant to Section 8 and the
liabilities to be assumed by the Purchaser’s DB Plan pursuant to Section 10.

10. Recognition of Past Service

Subject to and after receipt by the funding agent of the Purchaser's DB Plan of the
Final Non-Unionized Asset Amount or Adjusted Non-Unionized Asset Amount, as the
case may be, from an AC DB Plan pursuant to Section 8, the Purchaser shall ensure that
the Purchaser's DB Plan recognizes the period of service of the relevant AC Non-
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Unionized Plan Beneficiaries in that AC DB Plan immediately prior to the Closing Date,
for all purposes as if such service had been with the Purchaser, The Purchaser and Air
Canada acknowledge that unless and until that asset transfer occurs, no liability for
benefits earned by the relevant AC Non-Unionized Plan Beneficiaries under such AC
DB d;Pl:sn in respect of service prior to the Closing Date shall be assumed by the
Purchaser,

11, Indemnifications

Subject to and after receipt by the funding agent of the Purchaser's DB Flan of the
Final Non-Unionized Asset Amount or Adjusted Non-Unionized Asset Amount, as the
case may be, from an AC DB Plan pursuant to Section 8§, the Purchaser shall assume
liability for, and indemmify and hold harmless the Vendor Indemnified Parties and the
AC DB Plan against, payment after the DB Non-Unionized Transfer Date of pension
and other benefits accrued by the relevant AC Non-Unionized Plan Beneficiaries under

such AC DB Plan.

Air Canada shall indemnify and hold harmless the Purchaser and its directors,
officers, employees, agents and delegates (collectively, the “Purchaser Indemnified
Parties”) in respect of any Claims which the Purchaser Indemnified Parties or the
Purchaser's DB Plan may suffer as a result of or in connection with the management or
operation of an AC DB Plan: (a) prior to the Non-Unionized Segregation Date; or (b)
other than in regard to the Purchaser’s investment management services and directions
respecting assets in the Segregated Account, between the Non-Unionized Segregation
Date and the DB Non-Unionized Transfer Date.

12. Promissory Note

If the DB Non-Unionized Transfer Date is earlier than July 30, 2008, the
Purchaser shall post security effective as of the DB Non-Unionized Transfer Date in
favour of the Purchaser’s DB Plan in accordance with the following principles. Such
security will take the form of a letter of credit or such other security as is acceptable to
the Regulatory Authorities. The security will be in an initial amount equal to the
remaining balance of the portion of the promissory note issued by Air Canada on
September 30, 2004 in favour of the Main Plan relating to the AC Non-Unionized Plan
Beneficiaries, determined as the total remaining balance of the promissory note
multiplied by the ratic of the solvency liabilities in respect of the AC Non-Unionized
Plan Beneficiaries to the total solvency liabilities of the Main Plan at the Closing Date.
The security will be reduced from time to time at the same rate as the balance of such
promissory note reduces and will expire effective July 30, 2008. No such security shall
be posted by the Purchaser in respect of the CAIL Management Plan. For greater
certainty, Air Canada shall not reduce the balance of the September 30, 2004 promissory
note by virtue of the transactions described in the Purchase Agreement or this

Agreement.
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13. Quarterly Payments

Air Canada shall make, on each October 30%, January 30%, April 30%, and July
30t following the Closing Date and through January 30, 2014, equal quarterly payments
to the Purchaser so that the present value of such payments equals the solvency deficit
of the AC DB Plans in respect of the AC Non-Unionized Plan Beneficlaries at the
Closing Date, being the solvency liabilities in respect of the AC Non-Unionized Plan
Beneficiaries at that date less the Closing Date Assets in respect of the Main Plan and
the CAIL Management Plan. Such present value shall be determined using the same
discount rate as is used to determine such solvency deficit.

If there is a Non-Unionized Adjustment which is greater than zero, Air Canada
shall reduce the remaining quarterly payments following the DB Non-Unionized
Transfer Date by equal amounts so that the present value of such reduction in payments

_equals the Non-Unionized Adjustment.$If there is a Non-Unionized Adjustment which

is less than zero, Air Canada shall increase the remaining quarterly payments following
the DB Non-Unionized Transfer Date by equal amounts so that the present value of
such additional payments equals the Non-Unionized Adjustment.

For further clarity, if any resulting quarterly payment is negative, either due to
there being a solvency surplus at the Closing Date and/or due to a Non-Unionized
Adjustment being greater than zero, the Purchaser shall make that quarterly payment to
Air Canada, as opposed to Air Canada making that quarterly payment to the Purchaser.

(¢) AC Unionized Plan Beneficiaries

14, Detelminaﬁon of Certification Date Assels

As soon as practicable after the Certification Date, Air Canada shall provide all
necessary information to its actuary to update to the Certification Date the pension
recerds of all AC Unionized Plan Beneficiaries. Within 90 days of receiving all such
information, Air Canada’s actuary shall deliver reports (each, a “Unionized Report”) to
Air Canada setting out the Certification Date Assets for the Main Plan and the CAIL
TIAMAW Plan. Each Unionized Report shall utilize reasonable actuarial methods and
assumptions, as determined by Air Canada’s actuary.

Within 10 days of receiving a Unionized Report, Air Canada shall provide a copy
of the Unionized Report to the Purchaser, together with copies of all necessary
information and data used to determine the Certification Date Assets and to prepare the
Unionized Report and any other information which the Purchaser or its agents may

reasonably request.

The Purchaser shall notify Air Canada within 60 days of receiving a copy of a
Unionized Report from Air Canada as to whether it agrees or disagrees with Air
Canada’s actuary’s calculation of the Certification Date Assets set out in the Unionized
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Report, If the Purchaser fails to provide such notice to Air Canada, the Purchaser shall
be deemed to have agreed with the calculation of the Certification Date Assets. If the
Purchaser notifies Air Canada that it disagrees with the calculation of the Certification
Date Assets, Air Canada and the Purchaser shall negotiate in good faith to reach an
agreement respecting the calculation of the Certification Date Assets. If Air Canada and
the Purchaser are unable to agree on the disputed Certification Date Asseis, the
provisions of Section 61 shall apply.

15. Segregation of Assets

On a date as soon as practicable after Air Canada and Purchaser agree or are
deemed to agree on the calculation of the Certification Date Assets for an AC DB Plan,
and subject to the Regulatory Authorities’ approval if required, Air Canada shall cause:
(i) the Segregated Account for that plan to be established; and (ii) assets with a market
value equal to the Certification Date Assets less any benefit and other payments made
from the pension fund of the relevant AC DB Plan respecting AC Unionized Plan
Beneficiaries and Plan Expenses for the period from the Certification Date to such date
of segregation (the “Unionized Segregation Date”) to be placed within the Segregated
Account (also the “Initial Segregated Amount”). The Initial Segregated Amount will
be augmented or reduced (as the case may be) by the return on AC DB Plan assets with
a market value equal to the Certification Date Assets for the period from the
Certification Date to the Unionized Segregation Date and reduced by interest on any
such benefit and other payments for the period from the relevant payment date to the
Unionized Segregation Date, such interest to be at the investment rate of return
(whether positive or negative) earned in the AC DB Plan pension fund for the period
from the Certification Date to the Unionized Segregation Date, Such assets shall be in
the form of cash or other assets, which are mutually acceptable to Air Canada and the

Purchaser.

The administration of any assets in the Segregated Account shall, from the
Unionized Segregation Date until the DB Unionized Transfer Date, be the responsibility
of Air Canada. The Purchaser shall provide to Air Canada such information as is in the
possession or control of the Purchaser and which is reasonably required by Air Canada
to administer the assets in the Segregated Account and to make benefit and other
payments to AC Unionized Plan Beneficiaries pursuant to Section 6. Air Canada may
charge to the Segregated Account all reasonable expenses incurred in connection with
the Segregated Account together with Plan Expenses for the period from the Unionized
Segregation Date to the DB Unionized Transfer Date.

From the Unionized Segregation Date to the DB Unionized Transfer Date, the
Purchaser shall, at its sole expense, provide or arrange for the investment management
of all assets in the Segregated Account and Air Canada shall direct that the funding
agent of the AC DB Plan follow the investment management directions of the Purchaser

or its agents.
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The Purchaser shall indemnify the Vendor Indemnified Parties in respect of any
Claims which the Vendor Indemmified Parties may suffer as a result of or in connection
with the Purchaser or its agents charging expenses to or providing investment
management services and directions respecting assets in the Segregated Account, save
and except to the extent that such Claims result from the wilful misconduct of the
Vendor Indemnified Party or relate to the act of delegation by Air Canada to the
Purchaser of the investment management of the Segregated Account.

16.  Application for Regulatory Approval of Asset Transfer

As soon as practicable after Air Canada and the Purchaser agree or are deemed
to agree on the Certification Date Assets in respect of an AC DB Plan, Air Canada shall
apply where required by Applicable Legislation to the relevant Regulatory Authorities
for approval to transfer the Final Unionized Asset Amount to the Purchaser's DB Plan.
Air Canada shall cause to be prepared all applications, reports and other materials
required under Applicable Legislation or by the applicable Regulatory Authority to
obtain such approval and shall diligently pursue all applications. The application
materials shall indlude clear disclosure that under this Agreement, no liabilities under
the relevant AC DB Plan in respect of service of the AC Unionized Plan Beneficiaries
prior to the Certification Date are being assumed by the Purchaser’s DB Plan unless and
until the asset transfer that is the subject of the application has been approved and has

occurred.

Before filing any application to obtain approval for the transfer of the Final
Unionized Asset Amount, Air Canada shall provide copies of the application materials
to the Purchaser for the Purchaser's review. The Purchaser shall notify Air Canada
within 20 days of receiving a copy of such materials whether it agrees or disagrees with
their contents. If the Purchaser fails to provide such notice to Air Canada, the Purchaser
shall be deemed to have agreed with the contents. If the Purchaser notifies Air Canada
that it disagrees with the contents, Air Canada and the Purchaser shall negotiate in
good faith to reach an agreement on the contents.

17.  Benefit Payments

Air Canada shall ensure that from the Certifiation Date to the relevant
Unionized Segregation Date, any benefit and other payments due and owing to or in
respect of any AC Unionized Plan Beneficiary from an AC DB Plan are paid to or for the
benefit of the beneficiary. After the relevant Unionized Segregation Date, such
payments shall be made from the Segregated Account.

18. Refusal to Permit Transfer

Air Canada shall forthwith notify the Purchaser if any Regulatory Authority to
which Air Canada has applied to approve the transfer of the Final Unionized Asset
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Amount from an AC DB Plan to the Purchaser's DB Plan refuses to approve such
transfer and directs either that a different amount be transferred or that an assumption
or method of calculation used to determine the Certification Date Assets be changed. In
such event, Air Canada and Purchaser agree that the amount to be transferred (the
“Adjusted Unionized Asset Amount”) shall be transferred in accordance with the
Regulatory Authority's direction subject to Air Canada’s and the Purchaser's right to
appeal such direction (until all rights of appeal are exhausted) to any governmental
agency or court where Air Canada or the Purchaser, as applicable, on the advice of their
respective professional advisors, is of the opinion that such direction is not in
accordance with Applicable Legislation.

19. Transfer to Purchase'r's DB Plan

Within 45 days of receiving approval of the last of the applicable Regulatory
Authorities to transfer the Final Unionized Asset Amount or Adjusted Unionized Asset
Amount, as the case may be, and of receiving notice from the Purchaser of the
acceptarice for registration of the Purchaser's DB Plan as contemplated by Section 2, Air
Canada shall cause the funding agent of the relevant AC DB Plan to transfer to the
funding agent of the Purchaser's DB Plar:

(i) in the case of approval to transfer the Final Unionized Asset
Amount, the Final Unionized Asset Amount;

(ii) in the case of approval to transfer the Adjusted Unionized Asset
Amount where such amount exceeds the Final Unionized Asset
Amount, the amount of such excess together with the Final
Unionized Asset Amount; and

(i) in the case of approval to transfer the Adjusted Unionized Asset
Amount where such amount is less than the Final Unionized Asset
Amount, the Final Unionized Asset Amount less such reduction.

20, Cessation of Participation

As of the Certification Date, the AC Unionized Plan Beneficiaries shall cease to
participate actively in, and accrue benefits under, the AC DB Plans and shall commence
participation in the Purchaser's DB Plan. The Purchaser shall commence remitting
contributions to the Purchaser’s DB Plan in respect of the service of the AC Unionized
Plan Beneficiaries on and after the Certification Date, in accordance with Applicable
Legislation. From the Certification Date to the relevant DB Unionized Transfer Date,
any special payments owing under Applicable Legislation in respect of a deficit related
to the pre-Certification Date service of the AC Unionized Plan Beneficiaries shall be
made by the Purchaser into the Purchaser’s DB Plan, based on the assets to be
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transferred to the Purchaser’s DB Plan pursuant to Section 19 and the liabilities to be
assumed by the Purchaser’s DB Plan pursuant to Section 21,

21.  Recognition of Past Service

Subject to and after receipt by the funding agent of the Purchaser's DB Flan of the
Final Unionized Asset Amount or Adjusted Unionized Asset Amount, as the case may
‘be, from an AC DB Plan pursuant to Section 19, the Purchaser shall ensure that the
Purchaser's DB Plan recognizes the period of service of the relevant AC Unionized Plan
Beneficiaries in that AC DB Plan immediately prior to the Certification Date, for all
purposes as if such service had been with the Purchaser. The Purchaser and Air Canada
acknowledge that unless and until that asset transfer occurs, no liability for benefits
earned by the relevant AC Unionized Plan Beneficiaries under such AC DB Plan in
respect of service prior to the Certification Date shall be assumed by the Purchaser.

22, Indemnifications

Subject to and after receipt by the funding agent of the Purchaser's DB Plan of the
Final Unionized Asset Amount or Adjusted Unionized Asset Amount, as the case may
be, from an AC DB Plan pursuant to Section 19, the Purchaser shall assume liability for,
and indemnify and hold harmless the Vendor Indemnified Parties and the AC DB Plan
against, payment after the DB Unionized Transfer Date of pension and other benefits
accrued by the relevant AC Unionized Plan Beneficiaries under such AC DB Plan.

Air Canada shall indemnify and hold harmless the Purchaser Indemnified
Parties in respect of any Claims which the Purchaser Indemnified Parties or the
Purchaser's DB Plan may suffer as a result of or in connection with the management or
operation of an AC DB Plan: (a} prior to the Unionized Segregation Date; or (b) other
than in regard to the Purchaser’s investment management services and directions
respecting assets in the Segregated Account, between the Unionized Segregation Date

and the DB Unionized Transfer Date.

23, Promissory Notes

If the DB Unionized Transfer Date is earlier than July 30, 2008, the Purchaser
shall post security effective as of the DB Unionized Transfer Date in favour of the
Purchaser’s DB Plan in accordance with the following principles. Such security will
take the form of a letter of credit or such other security as is acceptable to the
Regulatory Authorities. The security will be in an initial amount equal to the remaining
balance of the portions of the promissory notes issued by Air Canada on September 30,
2004 in favour of the Main Plan and the CAIL IAMAW FPlan relating to the AC
Unionized Plan Beneficiaries, determined as the total remaining balance of the relevant
promissory note multiplied by the ratio of the sclvency liabilities in respect of the AC
Unionized Plan Beneficiaries to the total solvency liabilities of the Main Plan or the
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CAIL IAMAW Plan, as applicable, at the Certification Date. The security will be
reduced from time to time at the same rate as the balance of such promissory notes
reduces and will expire effective July 30, 2008. For greater certainty, Air Canada shall
not reduce the balance of either September 30, 2004 promissory note by virtue of the
transactions described in the Purchase Agreement or this Agreement.

24.  Quarterly Payments

The “Compensation Amount” in respect of an AC DB Plan is the amount
determined as at the Certification Date as X, where X= {i) - (ii) + (iii) + (iv), each
calculated as follows:

(i) equals the product of (a) and (b), where
(a) is the relevant Unionized Closing Date Liabilities, and

(b) is the amount by which one exceeds the relevant Unionized Closing
Date Solvency Ratio;

(i) for each year or portion thereof between the Closing Date and the
Certification Date, equals the product of (¢) and (d), where

(c) is the past service contributions remitted by Air Canada to the AC DB
Plan, and

(d) is the Unionized Allocated Percentage. For purposes hereof,
contributions holidays, if any, shall be treated as negative past service
contributions;

(iii) interest on the amounts determined in (i) and (ii) above, between the Closing
Date and the Certification Date calculated at the same rate as the discount rate
used to determine the Unionized Closing Date Liabilities; and

(iv) any adjustment for AC DB Flan amendments, in the event that Air Canada
amends the AC DB Plan between the Closing Pate and the Certification Date.
This adjustment shall be equal to the amount the Certification Date Assets would
have been had such amendment not been made less the amount of the actual
Certification Date Assets, adjusted if necessary to account for any past service
contributions related to such amendment, as calculated by Air Canada’s actuary.
This calculation shall include every amendment to the AC DB Plan during the
period between the Closing Date and the Certification Date, and a copy of the
results of the calculations of Air Canada’s actuary shall be provided to the
Purchaser. The Purchaser shall notify Air Canada within 30 days of receiving a
copy of the results of such calculations as to whether it agrees or disagrees with
Air Canada’s actuary’s calculations of this adjustment. If the Purchaser fails to
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provide such notice to Air Canada, the Purchaser will be deemed to have agreed
with the calculations. If the Purchaser notifies Air Canada that it disagrees with
the caleulations, Air Canada and the Purchaser shall negotiate in good faith to
reach an agreement respecting the calculation of this adjustment. If Air Canada
and the Purchaser are unable to agree on the adjustment, the provisions of
Section 61 shall apply.

If a Compensation Amount is greater than zero, Air Canada shall pay the
Purchaser such gquarterly payments as are determined in this Section 24. If a
Compensation Amount is less than zero, the Purchaser shall pay the absolute value of
the Compensation Amount (as if such amount were a positive, rather than a negative
number) by making such quarterly payments to Air Canada, mutatis mutandis.

Air Canada shall make, on each Qctober 30th, January 30th, April 30th, and July
30th following the Certification Date and through the later of: (i) January 30, 2014; and
(ii) the fifth anniversary of the Certification Date, equal quarterly payments to the
Purchaser so that the present value of such payments equals the Compensation
Amounts in respect of the Main Plan and in respect of the CAIL IAMAW Plan. Such
present value shall be determined using the same discount rate as is used to determine

the Unionized Closing Date Liabilities.

If there is a Unionized Adjustment which is greater than zero, Air Canada shall
reduce the remaining quarterly payments following the DB Unionized Transfer Date by
equal amounts so that the present value of such reduction in payments equals the
Unionized Adjustment. If there is a Unionized Adjustment which is less than zero, Air
Canada shall increase the remaining quarterly payments following the DB Unionized
Transfer Date by equal amounts so that the present value of such additional payments
equals the Unionized Adjustment.

For further dlarity, if any resulting quarterly payment is negative, either due to
one or both Compensation Amounts being less than zero and/or due to a Unionized
Adjustment being greater than zero, the Purchaser shall make that quarterly payment to
Air Canada, as opposed to Air Canada making that quarterly payment to the Purchaser.

III. DEFINED CONTRIBUTION REGISTERED PENSION PLANS AND GROUP
REGISTERED RETIREMENT SAVINGS PLANS

25, Assignment and Assumption of ACTS DC Plan and ACTS Group RRSP

As of the Closing Date, the Vendor shall and hereby does assign, and the
Purchaser shall and hereby does assume sponsorship and administration of the ACTS
DC Plan and ACTS Group RRSP, to the complete exoneration of the Vendor
Indemnified Parties. The parties shall cooperate in taking all steps and preparing and
delivering as soon as practicable after the Closing Date all documents necessary to effect
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such assignment and assumption, including without limitation the requisite ACTS DC
Plan amendments to the Regulatory Authorities and notices to the funding agents. The
Vendor shall provide to the Purchaser all data and documentation in its possession
related to the ACTS DC Plan, including any historical documentation, so that the
Purchaser can administer such plan on and after the Closing Date.

26. Cessation of Participation in Air Canada DC Plan

As of the Closing Date, the relevant AC Non-Unionized Plan Beneficiaries shall
cease to participate actively in, and accrue benefits under, the Air Canada DC Plan and
AC Group RRSP and shall commence participation in the ACTS DC Plan and ACTS
Group RRSP, as applicable. The Purchaser shall commence remitting contributions to
the ACTS DC Plan in respect of the AC Non-Unionized Plan Beneficiaries as from the
Closing Date, in accordance with Applicable Legislation. The Purchaser shall maintain
for two years after the Closing Date at least the same employer contribution level in the
ACTS DC Plan in respect of such AC Non-Unionized Plan Beneficiaries as was in effect
under the Air Canada DC Plan immediately prior to the Closing Date.

27.  Account Balance Transfer

As soon as practicable after the Closing Date, Air Canada shall cause the funding
agent for the Air Canada DC Plan to report the account balance in respect of each AC
Non-Unionized Plan Beneficiary as of the Closing Date under the Air Canada DC Plan
(each, a “Plan Account Balance”) and shall provide a copy of such balance report to the
Purchaser. Air Canada shall seek all required approvals from the Regulatory
Authorities to a transfer from the Air Canada DC Flan to the ACTS DC Plan of an
amount of cash or assets equal to the Plan Account Balances adjusted to the DC
Transfer Date (as defined below). Forthwith upon receipt of any such required
regulatory approvals, Air Canada shall cause the funding agent of the Air Canada DC
Plan to transfer to the funding agent of the ACTS DC Plan an amount of cash or assets
equal to the Plan Account Balances adjusted in accordance with Section 28 from the
Closing Date to the date such transfer is effected (the “DC Transfer Date”).

Air Canada shall further cause the funding agent of the AC Group RRSP to
transfer the account balances therein of the relevant AC Non-Unionized Plan
Beneficiaries to the ACTS Group RRSP, promptly following the Closing Date.

28. Administration of Account Balances

From the Closing Date to the DC Transfer Date, Air Canada shall confer on the
relevant AC Non-Unionized Plan Beneficiaries all rights that active employees have in
relation to the investment of the accounts maintained for such employees under the Air
Canada DC Plan. During such period, plan administration and investment expenses
shall be dealt with in a manner consistent with the terms of the Air Canada DC Plan
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and consistent with prior practice in relation to the payment of such expenses. In
particular, such treatment shall include allocating such expenses to the Plan Account
Balances, and administration expenses of the type paid directly by Air Canada prior to
the date hereof shall be paid by the Purchaser upon receipt of an invoice therefor from
Air Canada, For the period from the Closing Date to the DC Transfer Date, Air Canada
shall cause the funding agent of the Air Canada DC Plan to accept and record as
required all investments, earnings and expenses allocated to the Plan Account Balances,
benefit payments and pro-rated trustee or funding agent expenses. These amounts
shall be added to or deducted from, as the case may be, the relevant Plan Account
Balance. During the period from the Closing Date to the DC Transfer Date, the Plan
Account Balances shall be adjusted to take into account the relevant actual returns for

such period.

Air Canada shall take similar steps in regard to the AC Group RRSP until the
account balance transfer described in the second paragraph of Section 27, mutatis

mutandis.
29. Indemnifications

Upon completion of the transfer of an amount of cash or assets equal to the Plan
Account Balances, adjusted in accordance with Section 28, and the AC Group RRSP
account balances, the Vendor Indemnified Parties, the Air Canada DC Plan, and the AC
Group RRSP shall have no further liability or obligation to or in respect of the AC Non-
Unionized Plan Beneficiaries for any Plan Account Balance, the payment of pension and
other benefits accrued under the Air Canada DC Plan, or any AC Group RRSP account
balance, and the Purchaser, the ACTS DC Plan and the ACTS Group RRSP shall
indemnify and hold the Vendor Indemnified Parties, the Air Canada DC Flan, and the

AC Group RRSP harmless in respect thereof.

Air Canada shall indemnify and hold harmless the Purchaser Indemnified
Parties in respect of any Claims which the Purchaser Indemnified Parties, the ACTS DC
Plan, or the ACTS Group RRSP may suffer as a result of or in connection with any claim
with respect to the management or operation of the Air Canada DC Plan prior to the DC
Transfer Date or of the AC Group RRSP prior to the account balance transfer described

in the second paragraph of Section 27.
IV. PRE-RETIREMENT GROUP BENEFITS PLANS
(a) Plan Assignments
30. Assignment of ACTS Pre-Retirement Group Benefits Plans

As of the Closing Date, the Vendor shall and hereby does assign, and the
Purchaser shall and hereby does assume sponsorship and administration of the ACTS
Pre-Retirement Group Benefits Plans, to the complete exoneration of the Vendor
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Indemnified Parties, The parties shall cooperate in taking all steps and preparing and
delivering as soon as practicable after the Closing Date all documents necessary to effect
such assignment and assumption, including without limitation the requisite notices to
the carriers. The AC Non-Unionized Plan Beneficiaries and the AC Unionized Plan
Beneficiaries shall participate in the ACTS Pre-Retirement Group Benefits Plans on and
after the Closing Date and the Certification Date, respectively.

The Purchaser shall maintain the ACTS Pre-Retirement Group Benefits Plans on
the same terms and conditions as the corresponding AC Pre-Retirement Group Benefits
Plans for at least two years after the Closing Date, and in any event pursuant to the
Collective Agreement as it may be amended from time to time or any applicable
collective agreement which renews or replaces it. The Purchaser shall consult with Air
Canada with regard to any modifications which it proposes to make to any ACTS Pre-
Retirement Group Benefits Plan prior to the Certification Date, and it shall not
implement any such modifications which Air Canada reasonably determines could
trigger any additional rights for Air Canada unionized employees.

(b) AC Non-Unionized Plan Beneficiaries

31.  Pre-Closing Date Claims

Air Canada shall retain responsibility for the payment of amounts due and
owing, up to the Closing Date, of all benefits of the AC Non-Unionized Plan
Beneficlaries (and their spouses, dependants and beneficiaries) under the AC Pre-
Retirement Group Benefits Plans as described in Section 32, and Air Canada shall
indemmify and hold the Purchaser harmless from and against any and all Claims which
the Purchaser may suffer or incur in connection with such amounts.

32, Idem,

Without limiting the generality of the foregoing, Air Canada and the AC Pre-
Retirement Group Benefits Plans shall be responsible for the following claims or benefit
payments of all AC Non-Unionized Plan Beneficiaries (and their spouses, dependants
and beneficiaries) regardless of whether such claims are filed before or after the Closing

Date:

(i)  with respect to death claims, those in respect of which the death
occurred prior to the Closing Date;

(i)  with respect to dismemberment claims, those in respect of which
the event occuzred prior to the Closing Date;

(i) with respect to health and dental claims, those in respect of which
the services were provided or the supplies were purchased prior to
the Closing Date; and
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(iv)  with respect to disability, pregnancy, maternity, or parental leave
claims, amounts due and owing to the AC Non-Unionized Plan
Beneficiaries prior to the Closing Date.

33. Post-Closing Date Claims

The Purchaser shall be responsible for the payment of amounts related to all
group benefits of the AC Non-Unionized Plan Beneficiaries (and their spouses,
-dependants and beneficiaries) due from and after the Closing Date, and subject to the
next paragraph below the Purchaser shall indemnify and hold Air Canada harmless
from and against any and all Claims which Air Canada may suffer or incur in
connection with such benefits.

Air Canada shall make, on each October 30%, January 30%, April 30%, and July
30th following the Closing Date through the fifth anniversary of the Closing Date, equal
quarterly payments to the Purchaser so that the present value of such payments equals
the Non-Unionized Disability Liability as of the Closing Date. Such present value shall
be determined using the same discount rate as is used to determine the Non-Unionized

Disability Liability.
34. Idem.

Without limiting the generality of the foregoing, the Purchaser and the ACTS
Pre-Retirement Group Benefit Plans shall be responsible for the payment of the
following claimns or benefit payments of the AC Non-Unionized Plan Beneficiaries (and
their spouses, dependants and beneficiaries):

(i)  with respect to death claims, those in respect of which the death
occurred on or after the Closing Date;

(ii)  with respect to dismemberment claims, those in respect of which
the event occurred on or after the Closing Date;

(i)  with respect to health and dental daims, those in respect of which
the services were provided or the supplies were purchased on or
after the Closing Date;

(iv)  with respect to disability, pregnancy, maternity or paternal leave

claims, any amounts due and payable to the AC Non-Unionized
Plan Beneficiaries after the Closing Date.
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(c) AC Unionized Beneficiaries
35, Pre-Certification Date Claims

Air Canada shall retain responsibility for the payment of amounts related to all
benefits of the AC Unionized Plan Beneficiaries (and their spouses, dependants and
beneficiaries} under the AC Pre-Retirement Group Benefits Plans due and owing up to
the Certification Date as described in Section 36, and Air Canada shall indermnify and
hold the Purchaser harmless from and against any and all Claims which the Purchaser
may suffer or incur in connection with such amounts,

36. Idem.

Without limiting the generality of the foregoing, Air Canada and the AC Pre-
Retirement Group Benefits Plans shall be responsible for the following benefit
payments to all AC Unionized Plan Beneficiaries (and their spouses, dependants and
beneficiaries) regardless of whether such claims are filed before or after the Certification

Date:

(i)  with respect to death claims, those in respect of which the death
occurred prior to the Certification Date;

(i)  with respect to dismemberment claims, those in respect of which
the event occurred prior to the Certification Date;

(lify with respect to health and dental claims, those in respect of which
the services were provided or the supplies were purchased prior to
the Certification Date; and

(iv)  with respect to disability, pregnancy, maternity, or parental leave
claims, any amounts due and payable to AC Unionized Plan
Beneficiaries prior to the Certification Date.

37. Post-Certification Date Claims

The Purchaser shall be responsible for the payment of amounts related to all
group benefits of the AC Unionized Plan Beneficiaries (and their spouses, dependants
and beneficiaries) due and owing from and after the Certification Date, and subject to
the next paragraph below the Purchaser shall indemnify and hold Air Canada harmless
from and against any and all Claims which Air Canada may suffer or incur in
connection with such amounts.
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Air Canada shall make, on each October 30%, Janwary 30th, April 30th, and July
30% following the Certification Date through the fifth anniversary of the Certification
Date, equal quarterly payments to the Purchaser so that the present value of such
payments equals the Unionized Disability Liability as of the Certification Date. Such
present value shall be determined using the same discount rate as is used to determine
the Unionized Disability Liability.

38, Idem,

Without limiting the generality of the foregoing, the Purchaser and the ACTS
Pre-Retirement Group Benefits Plans shall be responsible for the payment of the
following claims or benefit payments of the AC Unionized Plan Beneficiaries (and their
spouses, dependants and beneficiaries):

@ with respect to death claims, those in respect of which the death
occurred on or after the Certification Date;

(i)  with respect to dismemberment claims, those in respect of which
the event occurred on or after the Certification Date;

(iii) with respect to health and dental claims, those in respect of which
the services were provided or the supplies were purchased on or
after the Certification Date;

(iv)  with respect to disability, pregnancy, maternity, or parental leave
claims, any amounts due and payable on or after the Certification
Date.

V. POST-RETIREMENT GROUP BENEFITS PLANS

(a) Plan Assignments

39. Assignment of ACTS Post-Retirement Group Benefits Plans

As of the Closing Date, the Vendor shall and hereby does assign, and the
Purchaser shall and hereby does assume sponsorship and administration of the ACTS
Post-Retirement Group Benefits Plans, to the complete exoneration of the Vendor
Indemnified Parties. The parties shall cooperate in taking all steps and preparing and
delivering as soon as practicable after the Closing Date all documents necessary to effect
such assignment and assumption, including without limitation the requisite notices to
the carriers. The AC Non-Unionized Plan Beneficiaries and the AC Unionized Plan
Beneficiaries shall participate in the ACTS Post-Retirement Group Benefits Plans on and
after the Closing Date and the Certification Date, respectively.
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The Purchaser shall maintain the ACTS Post-Retirement Group Benefits Flans
on the same terms and conditions as the corresponding pre-Closing Date AC Post-
Retirement Group Benefits Plans for at least two years after the Closing Date, and in
ary event pursuant to the Collective Agreement as it may be amended from time to
time or any applicable collective agreement which renews or replaces it, The Purchaser
shall consult with Air Canada with regard to any modifications which it proposes to
make to any ACTS Post-Retirement Group Benefits Plan prior to the Certification Date,
and it shall not implement any such modifications which Air Canada reasonably
determines could trigger any additional rights for Air Canada unionized employees.

(b) AC Non-Unionized Plan Beneficiaries

40. Post-Closing Date Claims

The Purchaser shall be responsible for all post-retirement group benefits of the
AC Non-Unionized Plan Beneficiaries (and their spouses, dependants and beneficiaries)
payable from and after the Closing Date, and subject to the next paragraph below the
Purchaser shall indemnify and hold Air Canada harmless from and against any and all
Claims which Air Canada may suffer or incur in connection with such benefits.

Air Canada shall make, on each QOctober 30%, January 30%, April 30™, and July
30% following the Closing Date through the fifth anniversary of the Closing Date, equal
quarterly payments fo the Purchaser so that the present value of such payments equals
the Non-Unionized Retiree Liability as of the Closing Date. Such present value shail be
determined using the same discount rate as is used to determine the Non-Unionized

Retiree Liability.
{0 ACUnionized Plan Beneficiaries

41, Post-Certific_:ation Date Claims

The Purchaser shall be responsible for all post-retirement group benefits of the
AC Unionized Plan Beneficiaries (and their spouses, dependants and beneficiaries)
payable from and after the Certification Date, and subject to the next paragraph below
the Purchaser shall indemnify and hold Air Canada harmless from and against any and
all Claims which Air Canada may suffer or incur in connection with such benefits.

Air Canada shall make, on each October 30th, January 30%, April 30, and July
30 following the Certification Date through the fifth anniversary of the Certification
Date, equal quarterly payments to the Purchaser so that the present value of such
payments equals the Unionized Retiree Liability as of the Certification Date. Such
present value shall be determined using the same discount rate as is used to determine

the Unionized Retiree Liability.

NACHSHEG-SETOR1-#5245387 v20

28



-28-

VI. SUPPLEMENTARY PENSION PLAN
42.  Assumption of Liability by Purchaser

The Purchaser shall establish and maintain for at least two years a replacement
supplementary pension or retiring allowance plan which will provide benefits to the
relevant AC Non-Unionized Plan Beneficiaries identical to those provided under the
AC SERP. Such replacement plan shall recognize all past service for all purposes,
including benefit accrual, and shall assume all liabilities for payment of benefits accrued
by AC Non-Unionized Plan Beneficiaries under the AC SERP, to the complete
exoneration of the Vendor Indemnified Parties and the AC SERP. The Purchaser shall
maintain the replacement plan on no less favourable terms and conditions than the pre-
Closing AC SERP for at least two years after the Closing Date,

Air Canada shall make, as soon as practicable after the Closing Date, a payment
to the Purchaser equal to the SERP Liability as of the Closing Date.

VIL. REPRESENTATIONS AND WARRANTIES

43. ACEmployee Plans
As of the Closing Date, Air Canada represents and watrants as follows:

(a) Schedule A lists all employee pension and benefit plans, programmes,
policies and arrangements relating to the AC Non-Unionized Plan
Beneficiaries and the AC Unionized Plan Beneficiaries to which Air
Canada contributes or which Air Canada sponsors or maintains, whether
funded or unfunded, insured or self-insured, registered or unregistered,
including for greater certainty the AC SERF, the AC DB Plans, the Air
Canada DC Plan, the AC Group RRSP, the AC Pre-Retirement Group
Benefits Plans, and the AC Post-Retirement Group Benefits Plans (but not
incdluding government-sponsored plans) (the “AC Employee Plans”). Air
Canada has made available to the Purchaser true, correct and complete
copies of all the AC Employee Plans, as amended to date or, where oral,
written summaries of the terms thereof, all booklets and other written
explanatory materials concerning these plans which have been provided
to AC Non-Unionized Plan Beneficiaries or AC Unionized Plan
Beneficiaries, as well as current and complete copies of all material
documents relating to these plans, including, as applicable, all trust
agreements, insurance contracts and policies, the most recent financial and
accounting statements and reports and, for each AC DB Plan, the January
1, 2007 actuarial reports and any supplemental cost certificates filed with
any Regulatory Authority in 2006.
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©

(d)

(e)

®

(&)

)

@)

.09 .

All contributions and premiums requited to be remitted or paid or in
respect of each AC Employee Plan have been paid or remitted in a timely
fashion in accordance with the terms of such AC Employee Plans
and Applicable Legislation, and no taxes, penalties or-fees are owing or
exigible under or in relation to any AC Employee Plan.

Except as set out in Schedule A, Air Canada has no formal plan and has
made no promise or commitment, whether legally binding or not, to
create any additional plan which would constitute an AC Employee Plan
if it currently existed, or to improve or change the benefits provided under
any existing AC Employee Plan.

All AC DB Plans have been registered in accordance with Applicable
Legislation. To Air Canada’s knowledge, no fact or circumstance exists
that could adversely affect the existing tax status of any such AC DB Flan.

To Air Canada’s knowledge, Air Canada has complied with all its
obligations in respect of the AC Employee Plans in all material respects.

Except as set out in Schedule A, none of the AC Employee Plans provide
for benefit increases or the acceleration of, or an increase in, securing or
funding obligations that ate contingent upon, or will be triggered by, the
entering into of the Purchase Agreement and the completion of the
transactions contemplated therein.

To Air Canada’s knowledge, and except as set out in Schedule A, no AC
DB Plan is subject to any claim by or in respect of any AC Non-Unionized
or Unionized Plan Beneficiary (other than routine claims for benefits).

To Air Canada’s knowledge, all employee data reasonably necessary to
administer each AC DB Plan is in the possession of Air Canada or its
agents and is in a form which is sufficient for the proper administration of
such plan in accordance with its terms and Applicable Legislation and
such data is complete and correct.

Except as set out in Schedule A, none of the AC Employee Plans, other
than those that are Registered Pension Plans or AC Post-Retirement
Group Benefits Plans, provide benefits beyond retirement or other
termination of service to AC Non-Unionized Plan Beneficiaries, AC
Unionized Plan Beneficiaries, or to the beneficiaries or dependants of such

beneficiaries.
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44. ACTS Employee Plans
As of the Closing Date, the Vendor represents and warrants as follows:

(@)

(b)

(©)

(D)

()

#

Schedule A lists all employee pension and benefit plans, programmes and
policies and arrangements relating to the Vendor’s employees to which
the Vendor contributes or which the Vendor sponsors or maintains,
whether funded or unfunded, insured or self-insured, registered or
unregistered, including for greater certainty the ACTS DC Plan, the ACTS
Group RRSP, the ACTS PreRetirement Group Benefits Plans, and the
ACTS Post-Retirement Group Benefits Plans (but not including
government-sponsored plans) (the “ACTS Employee Plans”), The
Vendor has made available to the Purchaser true, correct and complete
copies of all the ACTS Employee Plans, as amended to date or, where oral,
written summaries of the terms thereof, all booklets and other written
explanatory materials concerning these plans which have been provided
to the Vendor’s employees, as well as current and complete copies of all
material documents relating to these plans, including, as applicable, all
insurance contracts and policies.

All contributions and premiums required to be remitted or paid or in
respect of each ACTS Employee Plan have been paid or remitted in a
timely fashion in accordance with the terms of such ACTS Employee Plans
and Applicable Legislation, and no taxes, penalties or fees are owing or
exigible under or in relation to any ACTS Employee Plan.

Except as set out in Schedule A, the Vendor has no formal plan and has
made no promise or commitment, whether legally binding or not, to
create any additional plan which would constitute an ACTS Employee
Plan if it currently existed, or to improve or change the benefits provided
under any ACTS Employee Plan.

To the Vendor’s knowledge, the ACTS DC Plan is and has been
established, registered, invested and administered, in all material
respects, in accordance with Applicable Legislation and in accordance
with its terms. To the Vendor’s knowledge, no fact or circumstance exists
that could adversely affect the existing tax status of the ACTS DC Flan.

To the Vendor’s knowledge, the Vendor has complied with all its
obligations in respect of the ACTS Employee Plans in all material respects.

Except as set out in Schedule A, none of the ACTS Employee Plans
provide for benefit increases or the acceleration of, or an increase in,
securing or funding obligations that are contingent upon, or will be
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triggered by, the entering into the Purchase Agreement and the
completion of the transactions contemplated therein.

(g)  To the Vendor's knowledge, and except as set out in Schedule A, no ACTS
Employee Plan is subject to any pending investigation, examination or
other proceeding, action or claim initiated by any Regulatory Authority,
or by any other person (other than routine claims for benefits), and there
exists no state of facts which after notice or lapse of time or both could
reasonably be expected to give rise to any such investigation, examination
or other proceeding, action or claim or to affect the registration of any
such Plan required to be registered.

(h)  To the Vendor’s knowledge, all employee data reasonably necessary to
administer each ACTS Employee Plan is in the possession of the Vendor
or its agents and is in a form which is sufficient for the proper
administration of such plan in accordance with its terms and Applicable
Legislation and such data is complete and correct.

(i)  The Vendor is the only participating employer in each ACTS Employee-
Plan.

)] Except as set out in Schedule A, none of the ACTS Employee Plans, other
than those that are Registered Pension Plans or ACTS Post-Retirement
Group Benefits Plans, provide benefits beyond retirement or other
termination of service to ACTS employees or to the beneficiaries or
dependants of such employees,

45, Survival of Representations and Warranties

The representations and warranties contained in this Agreement shall continue
in full force and effect for a period of one year after the Closing Date. If any event
occurs between the Closing Date and the Certification Date which would have made
any representation or warranty in Section 43 untrue had it instead been given as of the
time of such event, Air Canada shall notify the Purchaser promptly of such event.

VIII. GENERAL

46, Governing Law

This Agreement shall be governed by and interpreted and enforced in
accordance with the laws of Quebec and the federal laws of Canada applicable therein.
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47, Headings

The insertion of headings in this Agreement is for convenience of reference only
and shall not affect the interpretation of this Agreement.

48. Interpretation

In this Agreement, unless the context otherwise requires words importing the
singular number only shall include the plural and vice versa and words importing
gender include all genders.

49, Invalidity of Provisions

Each of the provisions contained in this Agreement is distinct and severable, and
a declaration of invalidity or unenforceability of any provision or part of a provision by
a court of competent jurisdiction shall not affect the validity or enforceability of any
other provision of this Agreement.

50.  Entire Agreement

This Agreement, together with the Purchase Agreement, the General Services
Agreement (unionized), and the Master Services Agreement between the Vendor and
Air Canada, constitutes the entire agreement between the parties pertaining to its
subject matter. In the event of any conflict between this Agreement and such Master
Services Agreement or the General Services Agreement (unionized), this Agreement

shall prevail.

51. Counterparts

This Agreement may be executed by the parties in separate counterparts and all
such counterparts taken together shall be deemed to constitute one and the same
instrument.

52, Time
Time shall be of the essence of this Agreement.
53.  Notices

Any notice, direction or other communication given under this Agreement or
any ancillary agreement shall be in writing and given by delivering it or sending it by
telecopy addressed:
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if to Air Canada:

AIR CANADA

7373 Cote Vertu West

Saint Laurent, Quebec

H4Y 1H4

Attention:  Chief Financial Officer
Facsimile:  (514) 422-0285

Attention: General Counsel

Facsimile:  (514) 422-4147

Attention;  Senior Director Total Rewards
Facsimile:  (514) 422-5636

with a copy to:

STIKEMAN ELLIOTT LLP
1155 René-Lévesque Blvd. West
40th Floor
Montreal QC H3B 3V2
Attention: Jean Marc Huot
France Margaret Bélanger
Telephone: (514) 397-3000
Facsimile;  (514) 357-3222

if to the Vendor:

ACTSLP

5100 Maisonneuve Blvd. West

7h Floor

Montreal QC H4A 3T2

Attention:  Chief Financial Officer
Telephone:  (514) 205-7625
Facsimile;  (514) 205-7859

with a copy to:

ACE AVIATION HOLDINGS INC.
5100 Maisonneuve Blvd, West

7t Floor

Montreal QC H4A 3T2

Attention:  Chief Pinancial Officer
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Telephone: (514) 205-7625
Facsimile:  (514) 205-7859

-and-

STIKEMAN ELLIOTT LLP
1155 René-Lévesque Blvd. West
40t Floor
Montreal QC H3B 3V2
Attention: Jean Marc Huot
France Margaret Bélanger
Telephone:  (514) 397-3000
Facsimile:  (514) 397-3222

()  if to the Purchaser:

AIR SUPPORT JV

59 Rue de Rollingergrund
1-2440 Luxembourg

Grand Duchy of Luxembourg
Attention: Wolfgang Zettel
Facsimile:  +35226 0289 30

with copies to:

OSLER, HOSKIN & HARCOURT LLP
1000 de la Gauchetiére Street West
Suite 2100

Montreal, QC H3B 4W5

Attention; Warren Katz

Telephone: (514) 904-8198
Facsimile:  (514) 904-8101

«and -

SIMPSON, THACHER & BARTLETT LLP
425 Lexington Avenue
New York, New York 10017

Attention:  David J. Sorkin
Sean Rodgers

Telephone: (212) 455-3387

Facsimile:  (212) 455-2502
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Any such communication shall be deemed to have been validly and effectively
given (i) if personally delivered, on the date of such delivery if such date is a Business
Day and such delivery was made prior to 4:00 p.m. (Montreal time) and otherwise on
the next Business Day, or (ii) if transmitted by telecopy, on the Business Day following
the date of transmission (a “Business Day” being any day on which the major Canadian
chartered banks are open for business in Montreal). Any party may change its address
for service from time to time by notice given in accordance with the foregoing and any
subsequent notice shall be sent to such party at its changed address.

54. Amendment and Enurement

This Agreement may only be amended, supplemented or otherwise modified by
written instrument signed by Air Canada, the Vendor and the Purchaser. This
Agreement and the provisions hereof shall enure to the benefit of and be binding upon
the parties and their respective successors and permitted assigns.

55. Further Assurances

Each of the parties will promptly do, make, execute or deliver, or cause to be
done, made, executed or delivered, all further acts, documents and things as the other
party may reasonably require from time to time for the purpose of giving effect to this
Agreement and will use reasonable efforts and take all steps as may be reasonably
within its power to implement to their full extent the provisions of this Agreement.

56, NoThirdP Beneficiaries

None of Air Canada, the Purchaser or the Vendor intends this Agreement to
create any rights or interests, except as between Air Canada, the Purchaser and the
Vendor, and no former, current or future employees of any party will be treated as third
party beneficiaries in or under this Agreement.

57. Language

The parties have requested that this Agreement be written in English; les parties
ont demandé que cette convention soit redigé en anglais.

58. Labour Considerations

The Purchaser acknowledges that the transactions contemplated by the Purchase
eement constitute a sale of business within the meaning of the Canada Labour Code
(RS.C. 1985, c. 1-2). The Purchaser acknowledges that pursuant to the collective
agreement (the “Collective Agreement”) currently in force between the International
Association of Machinists and Aerospace Workers (the “IAM”), Air Canada and the
Vendor, among others, the AC Unionized Employees enjoy the rights and benefits
conferred upon them by the AC Employee Plans, including for greater certainty the AC
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DB Plans, The Purchaser also acknowledges that pursuant to the Collective Agreement,
the AC Unionized Employees have the right to continue o enjoy the rights and benefits
conferred upon them by the AC Employee Plans after the Certification Date and for as
long as the Collective Agreement or any collective agreement which renews or replaces
it so requires.

The Purchaser further acknowledges that in relation to the AC Unionized
Employees, certain of the AC Employee Plans may not be terminated, modified or
amended except in accordance with the requirements of article 20.17 of the Collective
Agreement and its Letters of Understanding, its Memoranda of Understanding and
Appendices and that the Collective Agreement, as it may be amended from time to time
as well as any collective agreement which renews or replaces it, supersedes any
obligations described herein in relation to the AC Employee Plans as they pertain to the
AC Unionized Employees. The parties shall carefully consider and address the
consequences the Purchase Agreement and this Agreement may have with respect to
the rights of the AC Unionized Employees regarding the AC Employee Plans to ensure
that those rights are respected. The parties shall engage in active consultation with the
TAM to ensure that those rights are respected.

59. Costs

The cost of all services provided by Air Canada’s actuary and other advisors
shall be borne by Air Canada, and the cost of all services provided by the Purchaser’s
actuary and other advisors shall be borne by the Purchaser.

60. Adjustments to Compensation Payments

In the event that any AC Unionized Plan Beneficiaries become reemployed by
Air Canada after the Certification Date through exercise of a right of return to Air
Canada which may be negotiated by Air Canada, the Purchaser, and the IAM, then Air
Canada and the Purchaser shall cooperate in making the appropriate arrangements
(which may include compensation payments) to properly account for such
beneficiaries’ transfer back to Air Canada. Factors to be considered in this regard
include any associated increase in Air Canada’s obligations and corresponding
reduction in the Purchaser’s obligations with regard to: (a) the relevant AC Unionized
Plan Beneficiaries’ accrued entitlements under the AC DB Plans and/or the Purchaser’s
DB Plan, (b) the benefits contemplated by the Unionized Disability Liability, and (c) the
benefits contemplated by the Unionized Retiree Liability. The purpose of the exercise
shall be that to the extent possible, the return of the relevant AC Unionized Plan
Beneficiaries to Air Canada shall have a neutral impact on the financial positions of Air
Canada and the Purchaser as determined at the time of reemployment. In order to
effect any agreed-upon arrangements, (d) Air Canada and/or the Purchaser may adjust
the remaining payments under Sections 24, 37 and/or 41, as applicable; and (e) if they
do so, then Air Canada and/or the Purchaser shall make the corresponding
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adjustments to the face values of the letters of credit described in Schedule C as soon as
the adjustments described in (d) are effected.

For the purposes of this Section 60, once Air Canada and the Purchaser agree on
the appropriate arrangements to be made, Air Canada shall cause its actuary to
calculate the above-described adjustments and shall provide such calculations to the
Purchaser’s actuary for review. The methods, assumptions, and procedures associated
with the calculation and review shall be agreed by Air Canada and the Purchaser at the
time the calculation is to be undertaken, If Air Canada and the Purchaser are unable to
agree on the calculations, methods, assumptions and/or procedure, the provisions of
Section 61 shall apply, mutatis mutandis.

For greater certainty: (x) the provisions of (a), (b), (c), (d) and (e) may be applied
more than once, as required; and (y} where the increase in Air Canada’s obligations
cannot be sufficiently compensated by adjustments to the remaining payments under
Sections 24, 37 and/or 41, Air Canada may make adjustments to the remaining
payments under Sections 13, 33, and/or 40 (and to the associated leiters of credit)
necessary to reflect the balance of the reduction, and/or the parties may make alternate

arrangements.
61. Actuarial Determinations

If Air Canada (or Air Canada’s actuary) and the Purchaser (or the Purchaser’s
actuary) cannot agree on any calculation or amount to be calculated under this
Agreement, and the provision of this Agreement under which such calculation is to be
made or amount is to be determined refers to this Section 61, then Air Canada and the
Purchaser shall, within ten days, refer the matter to a third party actuarial firm to be
mutually agreed upon, with a direction to determine as experts, not as arbitrators, the
disputed amount with 60 days of the referral. The determination by such third party
actuarial firm of the disputed amount shall be final and binding upon Air Canada and
the Purchaser, and Air Canada and the Purchaser shall be deemed to have agreed on

such amount.

The cost of such third party actuarial firm’s services shall be shared equally by
Air Canada and the Purchaser.

62, Security for Certain Obligations

The terms set out in Schedule C are incorporated into this Agreement by
reference and shall form an integral part of this Agreement.

63. Termination

This Agreement may, by notice in writing given at or prior to the Closing Date,
be terminated: (a) by any party if the Closing Date has not occurred on or before
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November 30, 2007; (b) by any party if the Purchase Agreement has been terminated in
accordance with its terms; or (c¢) by any party if one or more courts of competent
jurisdiction has issued a final order, decree, injunction, or ruling or taken any other final
action restraining, enjoining or otherwise prohibiting the transactions contemplated
hereby and such order, decree, injunction, or ruling or any other such final action shall
have become final and non-appealable.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement.

AIR CANADA

Per:

ACTSLP

Per:

KSAGE MRO HOLDINGS INC,

Per:
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IN WITNESS WHEREOF the Parties have execnted this Agreement,

¥xecution page - Pension and Bensfits Agreement

AIR CANADA

By:

Montie R. Brewer
Fresident, Chief Executive Officer

By:

Joshua Koshy
Executive Vice President, Chief
Financial Officer

ACTS LY, by ACTS Technical Services
Inc., in lis capacity as general partner

By:
Chahram Bo
President and Chief FExecutive
Officer



IN WITNESS WHEREBOF the Parti¢s have executed this Agreement,

Exceution page - Peasivn and Bévefits Agreement

AIR CANADA

President, Chiif Executive Officer

By:

Toshiua Koty
Execulive Vice Fresidant, Chief
Finanelal Qfficer

ACTS LF, by ACTS Technical Sérvices
Inc,in its capacity as general partner

By:

Chahrant Boloyxd
President amd Chief FExecutive
Officer

41
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KSAGE MRO HOLDINGS INC.,

w AT

A
(Authorized )

By: ﬂ}w

Junetschek
Signatory)
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RY OF ATR CANADA GROUP INSIIRANCE CO
ACTS PARTICIPATE

ATR CANADA

*AC Pre-Retirement Group Benefits Pfans"

Jane 07

CTS IN WHT!

EMPLOY

ECONDED T!

3 eyt g i k] RS Ly 25
Basic Life Insurance 132880 Al active employees
138253 CATL Pilots Additional Life & CAIL 1AM Clerical Great-West Life ~ Canada | Insured
Supplemental Life 19985 ATl Canadian & foreign active & retived employees Mamilife Insured
Insurance except US
138254 CATL IAM Clerical Great-West-Life —Canada | Tnsured
Basic Accidental GSR. 4917 | All Canadian & US employees, RBC Insuzed
Death & TAM-Matn, CAW & Crew schedulers only covered
Dismemberment while on special assignment for the company
: Also Covers UK executive management employees
17 GSR 19026 | Business Travel — [AM CAIL employees on DND RBC Insured
project
GTA 4918 | All employees — Special Hazards REBC Insured
Voluntary GSR 4016 | All Canadian, foreign & US Active and retired RBC 5 Insured
Accidental Death & employees
Dismemberment
Eong Term. 51208 Al active Canadian employees, except ACPA, CUFE, | Great West Life - Canada ASO
Disability (GDIP) CAW & Crew Schedulers
56888 All active IAMAW {includes Winnipeg Finance & Medisys — (Payer GWL) ASCO
TAM Clerical)
56889 All active ATS, Management and CALDA Medisys — (Payer GWL) ASQ

Note: Abave does not inelude base pay and working conditions
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Health Care 50171A | All AC Canadian employees Great-West Life - Canada ASO
SL601 CAIL management retirees & CATL IAM clerical Great-West Life- Canada ASO
Dental Care 83170 All active employees except Canadian executives and | Manulife ASO
. US employees
Maternity Leave 51190 All Canadian employees . Great-West-Life — Canada ASQ
Emergency Travel - All Canadian employees — Pexsonal Travel S0S Intemational ASO
Aid
- All Crnadian employees — Business Travel World Acoess ASO
Critical Advantage All Canadian employees . Trans America — Morris Insored
McKenzie

Note: Above does not inchide bage pay and working conditions
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ACTS
"ACTS Pre-Retivement Group Benefits Plans"
(June 07)
CONTRA. FOR EMPLOYEES CURRENTLY Y

bl

ACTS Manegement & ATS hired on or after July 1,
2006
Supplemental Life 30005 ACTS Management & ATS hired on or after Yuly 1, | Manulife Insured
Tnsurance 2006
Basic Accidental GSR 60345 | ACTS Management & ATS hired on or after Tuly 1, | RBC Insured
Death & 2006
Dismemberment
Volantary GSR 60346 | ACTS Management & ATS kired on or after July 1, | RBC Insured
Accidental Death & 2006
Dismemberment .
Long Term 552907~ | ACTS Management & ATS hired on or after July I, Great-West Life - Canada ASO
Disability (GDIP) ‘ 2006
56890::3. | ACTS Management & ATS hired on or after July 1, hedisys — (Payer GWL) ASO
2006 i
Health Care 55286 ACTS Mznagement & ATS hired on or after Taly 1, Great-West Life - Canada ASO
2006
Dental Cave 84604 ACTS Management & ATS hired on or after July 1, | Manulife ASO
2006
Maternity Leave 55294 ACTS Management & ATS hired on or after July 1, Gireat-West-Lifo - Canada ASO
2006
Emergency Travel - ACTS Management & ATS hired on or after Tuly 1, SOS International ASO
Aid 2006 — Personal Travel
- ACTS Munagement & ATS hired onor after July I, | World Access ASQ
2006 - Business Travel .
Critical Advantage All Canadian employees Trans America — Morris Insured

McKenzie

Note: Above does not include base pay and working conditions
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INVENTORY OF AIR CANADA COMFENSATION PROGRAM& IN WHICH ALY, EMPLOYEES SECONDED FROM

AIR CANADA COMPENSATION PROGRAMS

AC AND CURRENT ACTS EMPLOYERS PARTICIPATE

Alr Canada Profit
Sharing / Sharing
our Success

RO s

union employes!

Alr Canada
Emplayee Share
Ownership Plan

All active union employees

Computershare

ACE Employee
Share Purchase Plan

Only AC, all active non-union employees

Computershare

"ACE Stock Option
Plan

AC senior management

Solium Capital

Air Canada
Vacation Purchase
Plan

All active non-union employees

Air Canada

ExecutiveCar Lease
Plan

ATLAC Senior A and ACTS Exeoifive Management

GB Flest Capifal

Executive Financial
Counseli

All AC Senior A and ACTS Bxecutive Management

Acumen

Executive Health
Comnseling

All AC Senior and ACTS Executive Management

Medisys

Executive Air Travel
Transportation
Allowance

President & CEC of ACTS

Air Canada

Deferred Payment
Leave Flan (DPLP)

All TAMAW employees

AC

Special Leave of
Absence Program
(SLOA)

All INMAW employees

AC

Note; Above does not include base pay and working conditions

NGLFYERA-MONTAEAL-#10185310 V5
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ACTS COMFENSATION PROGRAMS

76l

i K i BT

ACTS Incentive nen-union employee

Plan

ACTS Sales Sales director and sales account managers ACTS
Incentive Plan

Note: Above does not include base pay and warking conditions

4t
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ATR CANADA
"AC Post-Retirement Group Benefits Plans"
(June 07)
INVENTORY OF AIR CANADA GROUP INSURANCE CONTRACTS IN WHICH EMPLOYEES SECONDED TO
ACTS PARTICIPATE

as o seconded retivees — Basic Health Plan

PR 3 SCn e L it 2 A s wiiek, L D) L1
Basic Life Insurance 132908 AC Canadian based retirees - No current participants | Great-West - Canada
4s no seconded retirees
Retiree Health Care 25240 AC Canadian based retirees - No current participants | Sun Life - Canada ASO
s na seconded retirees — Voluntary Supplementary
Health Plan
23212 AC Canadian based retirees - No current participants | Sun Life - Canada ASO

Note: Above does not include base pay and working conditions

NELYENA-MONTREAL- #10165310 v3
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ACTS
TACTS Post-Refirement Group Benefits Plans"
{June 07)
INVENTORY OF ACTS GROUP QEURANCE CONTRACTS FOR EMPLOYFEES CURRENTLY EMPLOYED BY ACTS

Ak

Basic Life Insurance Tabe No cirrent participants a8 no ACTS retirees Great-West Life - Canada Insured
cbtained
Retiree Health Care 15228 No current participants as no ACTS retirees - Sun Life - Canada AS0O
Voluntary Supplemsentary Health Plan
15224 No current participants as no ACTS retirees - Basic Sun Life - Canada ASO
Health Plan

Nate: Above does not include base pay and working cohditions

NAUYENA MONTREAL-HOIBS010 VS
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BY OF AIR CANADA

Air Capada Penston Plan

SION PLANS IN

AIR CANADA FENSION PLANS

CH EMPLOYE]

ECONDED 1O A P CIPATE

All AC emaployees without service with Canadian Airines

0332930 35345 except the pilots and the executives

Pension Plan for Air Canada JAMAW All former Canadian Airlines Employees with sexvice
Employees Formerly Employed by Canadian | 0557215 55391 while covered by the collective agreement between the
Alrlines International Lid, Company and the IAMAW
Pension Plan for Air Canada Management All former Canadizn Airlines Employees with service as
Employees Formerly Employed by Canadian 0513903 55248 Manzgement
Airlines International Lid,
Air Canada Defined Contribution Pension Afr Canada Management 2nd A&TS employees:
Plan - > hired on or after January 1, 2005, or

; 1136662 57391 ¥ elected to transfer from the Afr Canada Pension

Plan or the Pension Plan for Air Canada
Management Employces Formerly Employed by

-t Canadian Airlines International Ltd,
Air Canada Executive PensionrPlan 0579136 33733 ACTS Chief executive officer is the only patiicipant.
Supplementary Senior Management NA All raanagement exnployees
Retirement Propram (SSMRE")
Air Canada Supplemental Executive NIA NiA ACTS Chief executive officer is the only participant.
Retirement Plan (SERP)
Air Canada Group Retirement Savings Plan Voluntary participation for members of the Air Canada
(GRSP) NfA N/A Defined Contribution Pension Plan and employees who

were pacticipating in a previous AC GRSP

Note: Above does not include base pay and working conditions

HEUYENA-MOMTREAL-HOTH5810 vE
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|
ACTS PENSION PLANS

Al

[t bt T TR s e
Air Canada Technical Services
Confribution Pension Plan 1170133 57460 All management employees
Non Repistered Pension Plans
Air Canada Technical Sexvices Group NIA N/A ‘Voluntary participation for members of the Air Canada
Retirement Savings Plan (RRSF) Technical Services Defined Contribution Pension Plan

Note: Above does not include base pay and working conditions

10
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| |
Schedule A
(for the purpose of disclosure provided under

the representations and warranties in Section
43 and Section 44 of the Agreement)

Disclosure pursuant to Section 43 of the Agreement — AC Emplayees Plan

43 (a):
@

(i
i

)
43 (c):

43 (d):

43 (O
43 (g):

See "AC Pre-Retirement Group Benefits Plans (June 07) — Inventory of Air Canada Group Insurancs Contracts in which Employees Seconded to
ACTS Paxticipate" on page 2 herein;

See "Inventory of Air Canada Compensation Programs in which All Employees Seconded from Air Canada and Current ACTS Employess
Participate” on page 5 herein; .

See "AC Post-Reticement Group Benefits Plens (fune 07) - Inventory of Air Canada Group Insurance Contracts in which Employees Seconded to
ACTS Participate” on page 7 herein; and

See "Inventory of Air €ariada Pension Plans in which Bmployees Seconded to ACTS Participate” on page 9 herein.

Air Canada filed with.CSFE on July 18, 2006 an application for an amendment to the Air Canada Pension Plan and the related cost certificate. The
amendment i to increase thé maximum pension payable to management employees from $1,722 per year of allowable servics to the limit aliowed
by the Tncome Tax Aet to's maximum of $3,500 per year of allowakle service. Additional benefits pravided as per this amendment are offset by a
curresponding reduction nnder the Supplementary Senjor Management Rotirement Program, Ag per the Air Canada Reguiations, such amendment
is subject to approval by OSFI, The amendment has not been implemented yet as Air Canada is still waiting for OSFI's approval. A similar
request was made for the Pension Plan for Management Employees Formerly Employed by Canadian Airlines Internatfonal Lid; the cost
cestificate was filed but 0o amendment as the whole plan text is still in a draft form.

Ths texts for the Pension Plan for Management Employees Formerly Employed by Canadian Alrlines International Lid, and the Pension Plan for
Alr Canada IAMAW Employees Fogmerly Bmployed by Canadian Airlines Internatfonal Ltd, have yet to be filed with OSFI and CRA, this is why
the texts provided are in a draft format.

When Air Canada acquired Canadian Aidines Intemational in 2000, it was agreed that the CAIL pension plan provisions would be amended
effective Augtst 1, 2000 (January 1, 2002 for JAM)} to mitror from that date the provisions of the Afr Canada Pension Plan for the same group of
employees. In accordance with the pension plan text, the umion/pension committes hag to approve the amendments to the text. Last year we came
to an agreement with the CAIL, Management pension committee on the draft text dated October 4, 2006. We are stifl waiting for a letter from the
IAM confirming their agreement on the draft restated texe dated November 24, 2006 but they verbally confirmed thejr agreement. Both iexts will
be on the agenda of the next meeting of the Board of Directors on August 9, 2007 for approval and after the meeting we will file the texts with
CRA and OSFL However, it is important to note that OSFI and CRA are aware of the situatlon and all actuarial valuations since the date of the
amendment reflected the amendments and the administration of the plans has been done as if the texts had been filed.

NIL
NIL

NELYENAMONTREAL-# 10185810 vS
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« 43(D): NIL
Disclosure pursuant to Section 44 of the Agreement — ACTS Employees Plan

= 44 (a):

)] See "ACTS Pre-Retirement Group Benefits Plans (Tune 07) ~ Inventory of ACTS Group Insurance Contracts for Employees Currently Employed
by ACTS" on page 4 herein

(i) See “Inventory of ACTS Compensation Programs in which All Employees Seconded from Air Canada and Cumrent ACTS Employees Participate”
on page 6 herein;

(i)  See "ACTS Post-Retirement Group Benefits Plans {June 07) — Inventory of ACTS Group Insurance Contracts for Employees Currently Employed
by ACTS" on page 8 herein; and

(iv)  See "Inventory of ACTS Registered Pension Plans for Bmployees Currently Employed by ACTS" on page 10 herein.
e 44{c): ACTS has the intent to establish compensation programs comparzable to AC programs.

*  44.(f): There are currently three individuals who have been promised retention bonuses, for an amount ranging from $7,500 to $12,500, payable upan
closing of transactions contemplated in the Purchase Agreement. o

. M(g).NIL PR ,,1_5:'."
s 44 (): NI R R

12
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SCHEDULE B

Non-Unionized Disability Liability

The Non-Unionized Disability Liability shall mean the obligation related to benefits
payable to Non-Unionized Employees on Leave under the AC Pre-Retirement Group

Benefits Plans.
The Non-Unicnized Disability Liability shall be determined based on the following:

i)

The methodology used to determine the Non-Unionized Disability Liability is
described in A below.,

i) The assumptions used to determnine ¢the‘ Non-Unionized Disability Liability are
outlined in B below.

ili)  All necessary information regarding Non-Unionized Employees on Leave as at
the Closing Date shall be provided by Air Canada to its actuary as soon as
practicable after the Closing Date.

iv) The determination of the Non-Unionized Disability Liability shall be made by
Air Canada’s actuary, and documented in a report, within 90 days of receiving
the information stated in iii) above.

Unionized Disability Liability

The Unionized Disability Liability shall mean obligation related to benefits payable to
Unionized Employees on Leave under the AC Pre-Retirement Group Benefits Plans.

The Unionized Disability Liability shall be determined based on the following:

i)

i

The methodology used to determine the Unionized Disability Liability is
described in A below,

The assumptions used to determine the Unionized Disability Liability are
outlined in B below.

All necessary information regarding Unionized Employees on Leave as at the
Certification Date shall be provided by Air Canada to its actuary as soon as
practicable after the Certification Date.

The determination of the Unionized ‘Disability Liability shall be made by Air
Canada’s actuary, and documented in a report, within 90 days of receiving the
information stated in iii) above.
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A. Methodology (Disability Liability)

The benefit obligation is equal to the present value of future benefits payable to
employees or former employees who have been disabled for 6 months or more.
These future benefits include the replacement of income, as well as the continuation
of benefits under the AC Pre-retirement Group Benefits Plans.

The benefit obligation for employees on leave, indluding employees disabled for less
than 6 months, is equal to a percentage of the previous year’s paid claims for the
first six months of disability.

B. Assumptions (Disability Liability)

Recovery and Mortality 1987 Commissioners Disability Table, The
Table (Disabled Life termination rates have been adjusted bé' applying the

Reserves) factors listed below to reflect Air Canada’s past
experience:
g First year of disability 2.00
= PFrom 2 to 5 years of disability 3.00
= From 6 to 15 years of disability 1.05
Mortality after 1987 Cormmmissioners Group Disability Table
Disablement (Cont. of
Life Insurance)
Discount rate ® To be determined on the Closing Date

The discount rate reflects market rates on high
ity debt instruments with cash flows that match

G B A oA Rocort Pyt ehall Do
in the plan. Such expect t payments ]
based gn the resultsxg? the actua_ria? vglrgaticn.
For example, as at the measurement date of the most
recent disclosure, or November 30, 2006, the rate
would have been 4.50%.

Consumer Price Index 2.25% per year from 2006 to 2010 and 3% thereafter

Cost-of-living adjustment The cost-of-living adjustment is equal to 1% for each
1% rise in the Consumer Price Index above 3% up to
a maximum annual increase of 5%

Expenses and Taxes Disability Benefits: 5.5%
Life Insurance: 10.0%
Health & Dental:  Included in the annual costs
(13.2% on average).

Reserves for Unreported  50% of the year’s new disabled life reserves
Disabilities L

Lht
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Obligation for employees 16.7% of the claims Sjat;d in 2006 relating to the first

on leave, including six months of disab:
employees disabled for ’

less than 6 months

2007 annual claims cost Drugs: $910.11
per covered person for  Other medical: $871.13
continuation of health. Dental: $951.64
and dental benefits

Percentage of employees 50%
disabled less than 18

months assumed to

become eligible to C/QFPP
disability benefits

Annual increase in claims ® Drugs: 11% in 2007 decreasing by 1% per year to
an ultimate rate of 5% in 2013

costs
w  Hospital/others: 7.0% in 2007 decreasing by 0.5%
per year to an ultitnate rate of 5% in 201
= Dental: 5% per year
Non-Unionized Retiree Liability

The Non-Unionized Retiree Liability shall mean the obligation related to benefits
payable to AC Non-Unionized Plan Beneficiaries under the AC Post-Retirement Group

Benefits Plans.
The Non-Unionized Retiree Liability shall be determined based on the following

i) The methodology used to determine the Non-Unionized Retiree Liability is
described in C below. '

fi)  The assumptions used to determine the Non-Unionized Retiree Liability are
outlined in D below.

iii}  All necessary information regarding AC Non-Unionized Plan Beneficiaries as at
the Closing Date shall be provided by Air Canada to its actuary as soon as
practicable after the Closing Date.

iv)  The determination of the Non-Unionized Retiree Liability shall be made by Air
Canada’s actuary, and documented in a report, within 90 days of receiving the
information stated in iii) above.




Unionized Retiree Liability

The Unionized Retiree Liability shall mean the obligation related to benefits payable to
AC Unionized Plan Beneficiaries under the AC Post-Retirement Group Benefits Plans.

The Unionized Retiree Liability shall be determined based on the following:

1)

i)

The methodology used to determine the Unionized Retiree Liability is described
in Cbelow.

The assumptions used to determine the Unionized Retiree Liability are outlined
in D below.

iify  All necessary information regarding AC Unionized Plan Beneficiaries as at the

Certification Date shall be provided by Air Canada to its actuary as soon as
practicable after the Certification Date.

iv) The determination of the Unionized Retiree Liability shall be made by Air

C.

Canada’s actuary, and documented in a report, within 90 days of receiving the
information stated in iii) above,

Methodology (Retiree Liability)

The projected unit credit service pro-rate cost method will be used to determine the
Retiree Liability.

Prospective benefits are calculated for each eligible active employee according to the
actuarial assumptions described below. The benefit obligation for each eligible active
employee is calculated as the actuarial present value of his prospective benefits
multiplied by the ratio of his Air Canada service prior to the valuation date to total
potential Air Canada service, limited to full eligibility for benefits.

Calculation of Unit Costs for Health Benefits

2006 unit costs for medical care after retirement were derived from claims
information supplied by Sun Life and Great-West Life on behalf of calendar years
2004 and 2005. Unit costs wexe calculated for current employees based on expected
future participation under both the Basic and the Voluntary Supplementary Health
Plans. Unit Costs are outlined as Exhibit 1.



D. Assumptions (Retiree Liability)

-5-

Discount rate

Salary Increases

Annual increase in medical costs
m Drugs

u Hospital/others

Expenses

m  Medical care

o Life insurance

Mortality

Withdrawal
Retirement Age
Disability
Spouses’ age

Percentage married at retirement

Participation in the Group
Health Benefit Plans

@ To be determined on the Closing Date.
The discount rate reflects market rates on
high quality debt instruments with cash flows
that match the timing and amount of
expected benefit payments in the plan. Such
expected benefit payments shall be based on
the results at the actuarial valuation.

For example, as at the measurement date of
the most recent disclosure, or November 30,
2006, the rate would have been 5.00%.

None. All employees are expected to receive
the maximum lige' insurance benefit at
retirement

12% in 2006 decreasing by 1% per year to an
ultimate rate of 5% 1’111%01% pery

7.5% in 2006 decreasing by 0.5% per year to
an ultimate rate of 5% in 2011

Included in unit costs (11.6% on average)
10%

Uninsured Pensioner 1994 Mortality Table
projected for 21 years

Age related tables (Exchibit 2)
Age related tables (Exhibit 3)
il

Males assumed to be 3 years older than
females

80%

Basic Plan: 15%
Voluntary Plan; 85%
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Exhibit 1 2006 Unit Costs for Current Active Employees - (per pexson covered,

including expenses and taxes)
" Quebec Ontario Other provinces
Hespital ’
=50 $ 1032 i $ 20.04 $ 339
50-54 12.36 25,08 4.08
B6-59 17.78 38.01 8.83
80-84 25.48 51.70 8.37
858-69 36.50 74,22 12.02
70-74 52.52 108.656 17.25
7579 71.10 144.23 23.38
80-84 80,74 184.08 20.81
85-89 115.81 234,04 38.04
80+ 147.80 2890.85 48.85
Drugs
<50 691.01 478,79 332.80
50-54 753.08 519.€1 382.78
55-69 894.42 617.13 430.88
€0-64 1,062.29 732,95 511.75
85-69 391.83 284.67 588.02
T70.74 43230 314.30 847.01
7579 454.33 330,25 676.85
ap-84 454.33 330.25 879.85
8589 454 33 330.25 870.85
oo+ 454.33 330.25 879.85
QOther Benefits
=50 114.87 74.10 50.80
50-54 114.87 74.10 £9.80
55-59 144.87 74.10 52.80
60-64 114 87 74.10 58.90
B5-89 114,87 7410 58.90
70-74 114.87 7410 58.80
7579 114.87 74.10 50.90
80-84 114.87 74.10 58.00
85-88 114.87 74.10 £58.20
Q0+ 114.87 74.10 50.80
Total
80 816.20 571.82 396,18
50-54 880.31 818.79 426,75
55-50 1,027.04 727.24 406.61
80-54 1,202.684 858.75 580.02
B5-6£9 £43.08 432.99 857.94
70-74 599.78 494.95 72418
75-79 640.30 548.58 763.10
80-84 650.84 588.43 789.858
B85-80 685.01 £36.29 777.79
90+ 717.01 704.20 788.30




Exhibit 2 ~ Sample Annual Turnover Rates
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Age Bargaining Non-Bargaining
25 6.0% 6.9%

30 2.8 44

35 14 23

40 0.7 12

45 0.0 0.0

50 0.0 0.0

55 0.0 0.0

Note: No withdrawal rates after age 45.



Exhibit 3 — Annual Retirement Rates
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Age Bargaining Non-Bargaining
55 0.125 0.150
56 0.125 0.150
57 0.125 0.150
58 0.125 0.150
59 0.125 0.150
60 0.250 0.250
61 0.250 0.250
62 0.250 0.250
63 0.250 0.250
64 0.250 0.250
65 1.000 1.000

1

Petirement rates begin on the later of the following occurrences:

Eatlier of 25 years of service, age 65 or 8) points;

Age55
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SCHEDULE C-1

Air Canada acknowledges that it is obligated to pay to the Purchaser an
amount equal to;

(a) the Non-Unionized Disability Liability as of the Closing Date; plus
()  the Non-Unionized Retiree Liability as of the Closing Date; plus

(¢)  the agpregate Solvency deficdiency, if any, in respect of the AC DB
Plans as of the Closing Date in respect of the AC Non-Unionized Plan
Beneficiaries; plus

(d) the aggregate Solvency defidiency, if any, in respect of the AC DB
Plans as of the Closing Date in respect of the AC Unionized Plan
Beneficiaries; plus

(e) the estimated amount on the Closing Date of the Unionized Disability
Liability as at the Certification Date assuming that the Certification
Date is one (1) year from the Closing Date and that the AC Unionized
Plan Beneficiaries at the Certification Date are the same as at the
Closing Date; plus

(H the estimated amount on the Closing Date of the Unionized Retiree
Liability as at the Certification Date assuming that the Certification
Date is one (1) year from the Closing Date and the AC Unionized Flan
Beneficiaries at the Certification Date are the same as at the Closing
Date

(collectively, the “Air Canada Payment Obligations”) and as security for the
Air Canada Payment Obligations, subject to subsection (2) hereof Air Canada
shall have arranged for one or more financial institutions (acceptable to the
Purchaser, acting reasonably) to issue irrevocable stand-by letters of credit in
favour of the Purchaser on or before the Closing Date consistent with the
principles contained in Schedule C-2 (the “Air Canada Letters of Credit”),
unless such requirement to have any such letters of credit issued shall have
otherwise been waived in the sole discretion of the Purchaser. For greater
certainty Air Canada acknowledges that the Air Canada Payment Obligations
exist on the Closing Date but that the Purchaser has agreed (and hereby
agrees) that the Air Canada Payment Obligations ghall be paid in accordance
with Sections 13, 24, 33, 37, 40 and 41, subject to subsection (2) hereof,

The Purchaser acknowledges that it is obligated to pay to Air Canada an
amount equal to:
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()  the aggregate Solvency surplus, if any, in respect of the AC DB Plans
as of the Closing Date in respect of the AC Non-Unicnized Plan
Beneficiaries; plus

(b)  the aggregate Solvency surplus, if any, in respect of the AC DB Plans
as of the Closing Date in respect of the AC Unionized Plan

Beneficiaries

(collectively, the “Purchaser Payment Obligations”), and as security for the
Purchaser Payment Obligations the Purchaser shall have arranged for one or
more financial institutions (acceptable to Air Canada, acting reasonably) to
issue irrevocable stand-by letter or letters of credit, as applicable, in favour of
Air Canada on or before the Closing Date (individually or collectively the
“Purchaser Letters of Credit”), unless such requirement to have either such
letter of letters of credit issued shall have otherwise been waived in the sole
discretion of Air Canada. Such Purchaser Letters of Credit shall be issued on
the terms and condifions as provided for in paragraphs 1 and/or 2, as
applicable, of Schedule C-2 (including the footnotes thereto). For greater
certainty the Purchaser acknowledges that the Purchaser Payment
Obligations exist on the Closing Date but that Air Canada has agreed (and
hereby agrees) that the Purchaser Payment Obligations shall be paid in
accordance with Sections 13 and/or 24, as applicable.

The Purchaser covenants in favour of Air Canada to provide it with weekly
updates in writing of the projected Closing Date. Each of Air Canada and the
Puxchaser acknowledges that the final forms of the Air Canada Letters of
Credit and/or the Purchaser Letters of Credit may contain additional
provisions (standard terms or otherwise) as required by the financial
institution issuing such letters of credit, and that such financial institution
may also require that any principle contained in Schedule C-2 be modified as
a condition to the issuarice of such letters of credit, and in each such case each
of Air Canada and the Purchaser agrees to act reasonably with each other and
with the financial institution in order to have such letters of credit issued in
their final form (including any replacement letters of credit to the initial
letters of credit as contemplated under the “Adjustments” heading in
Schedule C-2). T

If the Purchaser is entitled to'draw on any Air Canada Letter of Credit as
provided for in such Air Canada Letter of Credit, this paragraph or as
provided for in the applicable paragraph or paragraphs of Schedule C-2, the
particular Air Canada Payment Obligation (including, for greater certainty,
arty amount owing from and after the Certification Date) shall be
immediately due and payable to the Purchaser, and the Purchaser’s sole
recourse to satisfy the payment of the particular Afr Canada Payment
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Obligation {including, for greater certainty, any amount owing from and after
the Certification Date) which has been so accelerated and/or become so due
and payable, as the case may be, shall be fo draw on such Air Canada Letter
of Credit accordingly. The Purchaser covenants in favour of Air Canada that
it will only draw on any Air Canada Letter of Credit acting in good faith and
strictly in compliance with the terms and conditions thereof (and, if such
terms and conditions in the letter of credit are the simple delivering of a
certificate by the beneficiary certifying that the drawdown conditions have
been met or otherwise do not specifically reference the conditions contained
in the applicable “Drawdown” provision or provisions of Schedule C-2,
strictly in compliance with such conditions in Schedule C-2), and the
Purchaser acknowledges and confirms that Air Canada reserves all of ifs
rights and remedies (contractual, at law or otherwise) (induding without
limitation injunction and damages) in cormection with any drawing on any
such Air Canada Letter of Credit that is not strictly in compliance with the
terms and conditions thereof (or the applicable “Drawdown” provision or
provisions of Schedule C-2).

If Air Canada is entitled to draw on any Purchaser Letter of Credit as
provided for in such Purchaser Letter of Credit, this paragraph or as provided
for in the applicable paragraph or paragraphs of Schedule C-2 {including the
footnotes thereto), the particular Purchaser Payment Obligation (including,
for greater certainty, any amount owing from and after the Certification Date)
in respect of such amount payable to Air Canada (as provided for in
paragraphs 1 and/or 2,.as applicable, of Schedule C-2 (incuding the
footnotes thereto)) shall be immediately due and payable to Air Canada, and
Air Canada’s sole recoursé to satisfy the payment of the particular Purchaser
Payment Obligation (including, for greater certainty, any amount owing from
and after the Certification Date) which has been so accelerated and/or
become so due and payable, as the case may be, shall be to draw on such
Purchaser Letter of Credit accordingly. Air Canada covenants in favour of the
Purchaser that it will only draw on any Purchaser Letter of Credit acting in
good faith and strictly in compliance with the terms and conditions thereof
(and, if such terms and conditions in the letter of credit are the simple
delivering of a certificate by the beneficiary certifying that the drawdown
conditions have been met or otherwise do not specifically reference the
conditions contained in the “Drawdown” provisions of paragraphs 1 and/or
2, as applicable, of Schedule C-2 (including the footnotes thereto), sirictly in
compliance with such conditions in such paragraph or paragraphs of
Schedule C-2 (including the footnotes thereto)), and Air Canada
acknowledges and confirms that the Purchaser reserves all of ifs rights and
remedies (coniractual, at law or otherwise) (including without limitation
injunction and damages) in connection with any drawing on such Purchaser
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Letter of Credit that is not strictly in compliance with the ferms and
conditions thereof (or the “Drawdown” provisions of paragraphs 1 and/or 2,
as applicable, of Schedule C-2 (including the footnotes thereto)).

The Purchaser acknowledges that any failure of Air Canada to arrange for the
issuance of any Air Canada Letter of Credit on or before the Closing Date, or
the failure of any financial institution to issue any such Air Canada Letter of
Credit on or before the Closing Date, shall only result in the failure of a
condition precedent to the closing of the transactions contemplated by this
Agreement in favour of the Purchaser to be satisfied and, other than under
the Purchase Agreement, shall not result in any other rights and remedies in
favour of the Purchaser or the Parent (each as defined in the Purchase
Agreement) against Air Canada, the Vendor or ACE Aviation Holdings Inc.
The Purchaser also acknowledges that if it fails to arrange for the issuance of
any Purchaser Letter of Credit on or before the Closing Date that it is required
to deliver pursuant to subsection (2} above, or if any financial institution fails
to issue any such Purchaser Letter of Credit, then Air Canada shall have the
option in its sole discretion to arrange for one or more of the Air Canada
Letters of Credit in favour of the Purchaser as contemplated by subsection (1)
above to be issued in a reduced face amount the aggregate reduction being
equal to the face amount of the Purchaser Letter of Credit which would have
been issued, and the Purchaser shall not be entitled to invoke or rely on such
Air Canada Letters of Credit being issued by such reduced amount in such
event as a failure of a condition precedent o the closing of the transactions
contemplated by this Agreement or the Purchase Agreement in favour of the
Purchaser to be satisfied.

Air Canada acknowledges that any failure of the Purchaser to arrange for the
issuance of any Purchaser Letter of Credit on or before the Closing Date, or
the failure of any financial institution to issue any such Purchaser Letter of
Credit on or before the Closing Date, shall only result in the failure of a
condition precedent to the closing of the transactions contemplated by this
Agreement in favour of Air, Canada to be satisfied and shall not resuldt in any
other rights and remedies in favour of Air Canada (other than the right to
waive or not to watve such condition precedent or issue Air Canada Letters of
Credit in a reduced face amount pursuant to subsection (6) above), the
Vendor (other than under the Purchase Agreement) or ACE Aviafion
Holdings Inc. (other than under the Purchase Agreement) against the
Purchaser or the Parent (each as defined in the Purchase Agreement),

Each of Air Canada and the Purchaser covenant to act reasonably in
connection with any subsequent sale of the Purchaser where it becomes a
new entity (by merger, amalgamation or otherwise) (or of all or substantially
all of the assets of the Business) in order to ensure any such purchaser of the
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Purchaser where it becomes, a new entity (by merger, amalgamation or
otherwise) (or of all or substantially all of the assets of the Business) shall be a
beneficiary of any Air Canada Letters of Credit (to the extent any such letter
or letters of credit have not expired or remain undrawny), and the Purchaser
covenants in favour of Air Canada that it shall not permit any such sale at a
time when any Purchaser Letter of Credit is issued as contemplated by
subsection (2) above (to the extent any such letter or letters of credit have not
expired or remain undrawn) without such purchaser having arranged for
replacement Purchaser Letters of Credit fo have been issued in favour of Air
Canada no later than the closing date of such sale on the same terms and
conditions provided for in subsection (2} above (and paragraphs 1 and/or 2,
as applicable, of Schedule C-2 (including the footnotes thereto)).

Bach of the Purchaser and Air Canada covenant to act reasonably in
connection with any subsequent sale of Air Canada where it becomes a new
entity (by merger, amalgamation or otherwise) (or of all or substantially all of
the assets of Air Canada) In order to ensure any such purchaser of Air
Canada where it becomes a new entity (by merger, amalgamation or
otherwise) (or of all or substantially all of the assets of Air Canada) shall be a
beneficiary of any Purchaser Letter of Credit (to the extent any such letter or
letters of credit have not expired or remain undrawn), and Air Canada
covenants in favour of the Pirchaser that it shall not permit any such sale at a
time when any Air Canada Letter of Credit is issued as contemplated by
subsection (1) above (to the extent any such letter or letters of credit have not
expired or remain undrawn) without such purchaser having arranged for
replacement Air Canada Letters of Credit to have been issued in favour of the
Purchaser no later than the closing date of such sale on the same terms and
conditions provided for in subsection (1) above (and the applicable
paragraphs of Schedule C-2).

Provided the Purchaser has been delivering the weekly updates as
contemplated by paragraph 3, Air Canada shall deliver to the Purchaser no
less than seven Business Days prior to the Closing Date, an estimate of the
amount of the Air Canada Payment Obligations and, if applicable, the
Purchaser Payment Obligations along with copies of the calculations and
supporting wmaterials used in connection with such estimates. In the event
that, not less than three Business Days prior to the Closing Date, Purchaser
notifies Air Canada that it disagrees with the estimates, Air Canada shall in
good faith consider the Purchaser’s comments and make any amendments to
the estimates as Air Ca.nada, actmg in good faith, deems necessary or

appropriate. R _
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LETTERS OF CREDIT
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ASSOCIATED WITH THE PENSION AND BENEFITS AGREEMENT

Obligations/ Face amount Beneficiary Adjustmentst Drawdown?

Aggregate solvency deficiency | Purchaser | Approximately 2-6 months after (a) Certificate of Beneficiary certifying:

of AC DB Plans for AC Non- Closing Date either (i) non-payment under Section13

TUnionized Plan Beneficiaries as .. (partial draw for amount of non-payment),

of Closing Date (Section 13" et Fpi i urerlltys;Eedﬂets " ) Tosotveney of Afx Canada, o i notice
Beneficiary {which declining of non-renewal of the letter of credit by
schedule shall not take into isauer and Air Canada has not PI'OVid.ed a
consideration any payment replacement letter of credit on the same
made within the previous terms (with a face amount reduced as

monthj.

(®)

permitted herein) within 21 days prior o
expiry; and .

if Beneficlary is Insolvent, certificate of an
investment-grade trustee to the effect that
the drawdowns under the Jetter of credit
will be held in a trust and that adequate
arrangemente have been made such that
any required contributions in respect of the
deficit related to the bemefits eamned by the
AC Non-Unionized Plan Benefidaries
under the AC DB Flans prior to the Closing
Date will be made or will continue to be
made from stich trist when required and

1 Further adjustments may be necessary pursuant to Sections 13 (Non-Unionized Adjustmert), 24 (Unionized Adjustment) and 60 of the Pension and Benefits Agreement,

ZIn the pericd Following the Closing Date or the Cectifleation Date, as applicable, prior to fina] determination of the relevant aggregate solvency deficiency or liability, payment of the relc
of the Agreement will be deemed to have been made for purposes of determining the abllity of the Beneficiary to draw on the related letter of credit if payment is made based on the then
Air Canada for purpeses of caleulating the applicable quarterly payment of such sclvency deficlency or liability.

3 I¢ there Is an aggregate solvency surplus, Purcheser to provide letter of credit with equivalent provisians (drawdown conditions in (2) only to apply) to Air Canada.

SHO-MPSTREALH10194230 1A
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Obligations/ Face amount Beneficiary Adjustmentst Drawdown?
in spite of the Beneficiary Insolvency.
2. Agpregate solvency deficiency | Purchaser | Approximately 2-6 months after | Prior to Certification Date:
g ) A_C DB Plans f_or' AC Closing Date Certificate of Beneficiaxy certifying:
rdonized Flan Beneficlaries a5 Approximately 2-6 months after
of Closing Date {Section 24}t &Piﬁcaﬁm DJ; oy (a)  Certification Date has not oceurred; and
. . (b)  either {A) (i}a competent tribunal has
i Closmg Eateiancipros found 1(11 ) non—appea};able judgment that
to the Certification Date, . :
T ———— T Beneficiary has become lable to pay an
based on the past servi amount in respect of benefits eamed by the
past service AC Unienized Flan Beneficiaries tmder an
contributions by Ajr Canada to AC DB Plan for AC Unionized Plan
the ACDB Flans for AC gy AR :
Urdonized Plan Beneficiazi Beneficiaries, (ii) Ajr Canada hes fafled to
aonize R pay such amount, and (ifi) Beneficiary has
Post-Certification Date, declining paid such amownt (partial draw for
amount schedule based on amount paid by Benefidary); or
guarterly payments to (B) non-renewal of the letter of credit by
Beneficiary (which declining igsuter and Air Canada has not provided a
schedule shall not take into replacement letter of eredit on the same
consideration any payment terms {with a fece amount reduced as
made within the previous permitted herein) within 21 days prior to
month). expiry.

4 If there is an aggregate solvency surplus, Purchaser to provide letter of credit with equivalent provisions (drawdown conditions in (b) only under “After the Certification Date” to apply

SHD-MONTREAL-#10194736 va




Obligations/ Face amount

Benaficiary -l

70

Adjustmenist

Drawdown?

SHO-MM "REALFI0TH236 v9

Additionally, if Beneficiary is Insolvent, certificate
of an investrnent-grade trustee to the effect that
the drawdowns under the letter of credit will be
held in trust and that adequate arrangements have
been made such that any required contributions in
respect of benefits earned by the AC Unionized
Plan Beneficiaries vmder the AC DB Plans will be
made or will coantinue to be made from such teust
when requized and in spite of the Benefictary
Insclvency.

After Certification Date:

Certificate of Beneficiary certifying:
(a) Certification Date has occurred; and

(b}  either (i) mon-payment under Section24
(partial draw for amount of non-payment),
(i) Insolvency of Afr Canada, or (ii) notice
of norrrenewal of the letter of credit by
issuer and Air Canada has not provided a
replacement letter of credit on the same
terms (with a face amount reduced as
pexmitted herein) within 21 days prior to
expiry.

Additlonally, if Beneficiary is Insolvent, certificate
of an investment-grade trustee to the affect that
the drawdowns under the letter of credit will be
held in trust and that adequate arrangemenis have
been made such that any required contributions in
regpect of benefits earned by the AC Unionized
Flan Beneficjaries under the AC DB Plans prior to
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Obligations/ Face amount Beneficiary Adjustments? Drawdown?

the Certification Date will be made or wil
continue to be made from such trust when
required and in spite of the Beneficiary Insolvency.
3. Non-Unionized Disability Purchaser | Approximately 2-6 months after (a) Certificate of Beneficiary certifying: either
Liability as of the Closing Date Closing Date (§) non-payment under Section33 (partial
(Section 33} Decdlining amount schedsile draw for amount of non-payment),
based on q dy pa ts to (i) Insolvency of Adr Canada, or (iif) notice
Beneficiary (which ooy of non-renewal of the letter of credit by
. chem&ﬁdmﬁm ot takedecmm“’m‘g issuer and Air Canada has not provided a
consideration any p replacement letter of credit on the same
ix s Y P2y terms {with a face amount reduced as

made within the previcus . . el s
—— permitted herein) within 21 days prior to

L)

expiry; and

if Beneficiary is Insolvent, certificate of an
investment-grade trustee to the effect that
the drawdowns under the letter of credit
will be held in trust and that adequate
arrangements have been made such that
payments, when required, from such trust
in respect of the Non-Unionized Disability
Liability in spite of the Beneficary
Insolvency wiil be made.

SHD-MONTREAL-10794235 v
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Obligations/ Face amount Beneficiary Adjustments! Drawdown?
4. Unionized Disability Liability as | Purchaser | Approximately 2-6 months after | Prior to Certification Date:
contemplated under Section 37 Closing Date Certifi fich ifying;
PRRIERES Approximately 2-6 months after (=) czl.b:::ﬁ]:aﬁonc;:tye;as not o;:cuned; and
The face amount of the LC Cextification Date _
delivered on the Closing Date Post-Certification Date, declining (®)  gither (A) a competent tribaral has fomnd
WAL be fossed o exfimaies; amovnt scheclile based on Beneficinry has become lieble (to the
= S on oF prior ,.co .m.mh qu paymemisto =~ exclusion of Air Canada) to pay an amount
date, of the relevant liability. Beneficiary (which declining in respect of the Unionized Disability
The face amount of the LC schedule shall not take into Liability (partial draw for amount paid by
will be adjusted thereafter in cansideration any payment Beneficiary, subject to a minimum
accordance herewith. made within the previous threshold acceptable to issuer), or (B)
month). riotice of non-renewal of the letter of credit

by issuer and Adr Canada has not provided
a replacement letter of credit on the same
terms {with a face amount reduced as
permitted herein) within 21 days prior to
expiry.

Additionally, if Beneficiary is Insolvent, certificate
of an investment-grade irustee to the effect that
the drawdowns under the letter of credit will be
held in trust and that adequate arrangements have
been made such that payments, when required,
from such trust in respect of the Unionized
Disability Liability in spite of the Beneficlary
Insclvency will be made.

SHO-MMMTREAL-H10194238 v
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Obligations! Face amount Beneficiary Adjustmentst Drawdown?

After Certification Date:
Certificate by Beneficiary certifying:
(a) Certification Date has oecurred; and

(=) either (i) non-payment under Section37
{partial draw for amount of nor-payment),
(i) Insclvency of Air Canada, or (iif) notice
of nonrrenewal of the letter of aredit by
issuer and Air Canada has not provided a
replacement letfer of credit on the same
terms (with a face amount reduced as
permitted herein) within 21 days prior to
expizy.
o o Additionally, if Beneficiary is Insolvent, certificate
' of an investment-grade trustee to the effect that
the drawdowns under the letter of credit will be
held in trust and that adequate arrangements have
been made such that payments, as required, from
such trust in respect of the Unianized Disability
Liability in spite of the Beneficiary Insalvency will
be made.

FD-HGHTREAL -3 10T IE W
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Obligations/ Face amount Beneficiary Adjustmenis? Drawdown?

Non-Unionized Retiree Liability | Purchaser | Approxdmately 2-6 months after {a)  Certificate of Benefiriary certifying: either

as of the Cloging Date Closing Date. (i) non-payment under Section4C (partial

{Section 40} . draw for amount of non payment),
E;dﬁed“‘m‘g “;"t‘:;;s:‘e‘i“lem o (i) Insolvency of Air Canads, or (i) notice
Benafic d (whichdi )I‘ - of non-renewsl of the letter of credit by
sdhedu.lesh] a]lno’ctake:intog igsuer and Air Canada has not provided a
consideration any pavmert replacement letter of credit on the same
made within they fegi?us terms {with a face amount reduced as
yaongh) P permitted herein) within 21 days prior to

®)

explry; and

if Beneficiary is Insolvent, certificate of an
investment-grade trustee 10 the effect that
the drawdowns undexr the letter of credit
will be held in trust and that adequate
arrangements have been made such that
payments, when required, from such tust
in zespect of the Non-Unionized Retiree
Linbility in spite of the Benefidary
Insclvency will be made.

SHO-MONTREALFICMB4Z35 v
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Obligations/ Face amount Beneficiary Adfustments! Drawdown?
Unionized Retiree Liability as | Purchaser | Approxdmately 2-6 months after | Prior to Certification Date:
z?nt;enfxglgted under Section 41 Closing Date. Certificate of Bensficiary certifying:
© i Approximately 2-6 months after {a) Certification Date has not otenred; and
The face amount of the LC Certification Date. !
delivered on the Closing Date P . (b)  either (A)a competent tribunal has found
. & Post-Certification Date, declining :
L bl s ot e o b e e o
date, of the relevant lability. %j:l:ﬁzrl;a(wlu chm dt: dining exclusion of Air Canada) to pay en amotmt
be. sdjamed themsater in Schietle shallomt ke ke Tisbilty (il deew for st ped by
. :m]1 h ith ” consideration any payment Beneficd; subject to = mm:.mP um
accordance herewith, made within the previous il ;
h threshold acceptable to issuer), oz (B)
manth). notice of non-renewal of the letter of credit

by issuer and Adr Canada has not provided
a replacement letter of credit on the same
terms (with a face athount reduced as
permitted herein) withifi 21 days prior to

g
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Obligations/ Face amount

Beneficiary

Adjustmentst

Drawdown?

Additionally, if Beneficiary is Insolvent, certificate
of en investment-grade trustee to the effect that
the drawdowns under the letter of eredit will be
held in trust and that adequate arzangements have
been made such that payments, when required,
from such trust in respect of the Unionized Retivee
Liability in spite of the Beneficiary Insolvency wilt
be made.

After Certification Date:

Certificate of Beneficiary certifying:
(a)  Certification Date has occrrred; and

(b)  either (j)non-payment under Section 41

(partial draw for amount of non-payment},
{if) Insolvency of Air Canada, or (jii) notice

= of non-renewal of the letter of credit by

B issuer and Air Canada has not provided a
replacement letter of credit on the same
terms (with a face smount reduced as
permitted heren) within 21 days prior to
expiry,

Additionally, if Beneficiary is Insolvent, certificate
of an investment-grade trustee to the effect that
the drawdowns under the letter of credit will be
held in trust and that adequate arrangements have
been made such that payments, when required,
from such trust in respect of the Unionized Retiree
Liability in spite of the Beneficiary Insolvency will
be made.

SHI-RCPTRERL F 0 I3 of




SCHEDULE C-3

“Insolvent” or “Insolvency” means when a party (i) admits in writing its inability to
pay its debts generally or makes a general assignment for the benefit of creditors;
(ii) institutes or has instituted against it any proceeding seeking (x) to adjudicate it a
bankrupt or insolvent, (y) liquidation, winding-up, reorganization, arrangement,
adjustment, protection, relief or composition of it or its debts under any law relating
to bankruptcy, insolvency, reorganization or relief of debtors induding any plan of
compromise or arrangement or other corporate proceeding involving or affecting its
creditors, or (z) the entry of an order for relief or the appointment of a receiver,
trustee or other similar official for it or for any material portion of its assets, and in
the case of any such proceeding or order instituted against it (but not instituted by
if), either the proceeding is not contested in good faith diligently and on a timely
basis and the proceeding remains undismissed or unstayed for a period of 60 days,
or any of the actions sought in such proceeding (incdluding the entry of an order for
relief against it or the appointment of a receiver, trustee, custodian or other similar
official for it or for any substantial part of its assets) occuss; (iii) takes any corporate
action to authorize any of the above actions (provided that a party shall not be
“Tnsolvent” if the proceedings are instituted against it in a jurisdiction other than
Canada or the United States or any political subdivision thereof, whether state,
provincial, territorial or local, where no substantial material assets of the party are
located and are the result of frivolous or vexatious proceedings and the party in
good faith by appropriate proceedings contests such proceedings); or (iv) any
secured creditor of that party appoints any agent, receiver, manager, receiver and
manager or person with like or comparable powers to take possession or control
(actual or constructive) of that party or any material portion of its assets, and such
appointment is not contested in good faith diligently and on a timely basis and such
appointment remains in effect for a period of 60 days.

5265890 v3
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