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Court File No.

ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF CINRAM INTERNATIONAL INC., CINRAM
. ]NTZERN&TIONAL INCOME FUND, CII TRUST AND THE COMPANIES
7 LISTED IN SCHEDULE “A”

Applicants

NOTICE OF APPLICATION
(Returnable June 25, 2012)

TO THE RESPONDENTS:

A LEGAL PROCEEDING HAS BEEN COMMENCED by the Applicants. The claim
made by the Applicants appears on the following pages.

THIS APPLICATION will come on for a hearing on June 25, 2012, at 8:00 a.m. or as
soon after that time as the matter may be heard at 330 University Avenue, Toronto, Ontario.

IF YOU WISH TO OPPOSE THIS APPLICATION, to receive notice of any step in
the application or to be served with the documents in the application, you or an Ontario lawyer
acting for you must prepare a notice of appearance in Form 38A prescribed by the Rules of Civil
Procedure, serve it on the Applicants’ lawyers or, where the Applicants do not have lawyers,
serve it on the Applicants, and file it, with proof of service, in this court office, and you or your
lawyer must appear at the hearing.

IF YOU WISH TO PRESENT AFFIDAVIT OR OTHER DOCUMENTARY
EVIDENCE TO THE COURT OR TO EXAMINE OR CROSS-EXAMINE WITNESSES
ON THE APPLICATION, you and your lawyer must, in addition to serving your notice of
appearance, serve a copy of the evidence on the Applicants’ lawyers or, where the Applicants do
not have lawyers, serve it on the Applicants, and file it, with proof of service, in the court office
where the application is to be heard as soon as possible, but not later than two (2) days before the
hearing.


evaristc
Typewritten Text
1


_2.

IF YOU FAIL TO APPEAR AT THE HEARING, JUDGMENT MAY BE GIVEN
IN YOUR ABSENCE AND WITHOUT FURTHER NOTICE TO YOU. IF YOU WISH
TO DEFEND THIS PROCEEDING BUT ARE UNABLE TO PAY LEGAL FEES,
LEGAL AID MAY BE AVAILABLE TO YOU BY CONTACTING A LEGAL AID
OFFICE.

A
Date: June 25,2012 Issued by \,//gfﬂ
Address of Court Office: =

330 University Avenue, 10th Floor

Toronto, Ontario
MS5G 1E6

TO: THE ATTACHED SERVICE LIST
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APPLICATION

The Applicants make an Application for an initial order (the “Initial Order”) pursuant to

the Companies' Creditors Arrangement Act, R.S.C. 1985, ¢. C-36, as amended (the

“CCAA”) substantially in the form attached at Tab 4 of the within Application Record,

inter alia:

(a) abridging the time for and validating the service of this Notice of Application and
the Application Record and dispensing with further service thereof:

(b) declaring that the Applicants are parties to which the CCAA applies;

(c) appointing FTI Consulting Canada Inc. (“FTT” or the “Monitor”) as officer of
this Honourable Court to monitor the assets, businesses and affairs of the
Applicants and Cinram International Limited Partnership (“Cinram LP”, together
with the Applicants, the “CCAA Parties”);

(d) staying all proceedings taken or that might be taken in respect of the CCAA
Parties, their trustees, directors and officers, as applicable, and any of their direct
or indirect subsidiaries that are also party to an agreement with a CCAA Party
(the “Subsidiary Counterparties”) in respect of such agreements or in respect of
obligations of the CCAA Parties, and the Monitor;

(e) authorizing the Applicants to file with this Court a plan of compromise or
arrangement;

€3 authorizing the CCAA Parties to pay certain expenses incurred prior to, on or
after the date of the Initial Order, subject to the provisions of the Initial Order;

(g) approving the CCAA Parties’ key employee retention program (the “KERP”) and
authorizing the CCAA Parties to perform their obligations thereunder;

(h) approving the engagement of Moelis & Company LLC (the “Investment

Banker”) and authorizing Cinram International Inc. (“CII”) to perform its
obligations under the engagement letter dated September 23, 2011, between CII

and the Investment Banker;
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authorizing the Applicants to obtain and borrow up to US$15 million under a
credit facility (the “DIP Financing”) from the lenders (the “DIP Lenders”)
forming the steering committee under the CCAA Parties’ first lien credit facilities
(the “Steering Committee”), with such DIP Financing to be on the terms and
subject to the debtor-in-possession credit agreement dated as of June 22, 2012

(the “DIP Credit Agreement”);

authorizing the Applicants to pay the early consent consideration payable under
the support agreement dated June 22, 2012, among certain of the Applicants and
the lenders forming the Steering Committee (the “Support Agreement”) to those
lenders who execute the Support Agreement prior to July 10, 2012 and become
entitled to such early consent consideration pursuant to the Support Agreement

(the “Early Consenting Lenders”);

granting the following charges over the assets and property of the CCAA Parties,
other than Cinram International Income Fund, CII Trust, Cinram International
General Partner Inc. and Cinram LP (collectively, the “Fund Entities™), with

relative priorities as set out below:

(1) a charge in favour of the Monitor, counsel to the Monitor, Canadian and
U.S. counsel to the CCAA Parties, the Investment Banker, Canadian and
U.S. counsel to the DIP Agent (as defined in the proposed Initial Order)
and the DIP Lenders and the administrative agent and the lenders under
the Credit Agreements (as defined below) and the financial advisor of the
DIP Lenders and the lenders under the Credit Agreements to a maximum
amount of $3.5 million;

(i1) a charge in favour of the DIP Lenders in respect of the DIP Financing
under the DIP Credit Agreement;

(iii) a charge in favour of the trustees, directors and officers of the Applicants
to a maximum amount of $13 million;

(iv) a charge in favour of certain key employees of the CCAA Parties in
respect of whom the KERP applies to a maximum amount of $3 million;

(v) a charge in favour of the Early Consenting Lenders in respect of the
consent consideration payable pursuant to the Support Agreement;

authorizing Cinram International ULC to act as the foreign representative in

respect of the within proceedings for the purposes of having these proceedings
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recognized in a jurisdiction outside Canada and to apply for foreign recognition of
these proceedings and seek such additional relief required in connection with the
prosecution of any sale transaction, as necessary, in any jurisdiction outside of
Canada, including as “Foreign Main Proceedings” in the United States pursuant to

Chapter 15 of the U.S. Bankruptcy Code (“Chapter 157);

sealing certain confidential exhibits to the Affidavit of John Bell sworn June 23,
2012 (the “Bell Affidavit”) and schedules to the DIP Credit Agreement provided
to the Court by way of a confidential supplement (the “Confidential

Supplement”); and

such further and other relief as this Honourable Court deems just.

The grounds for the Application are:

(@)

(b)

(c)

(d)

the Applicants are insolvent;

the Applicants are companies to which the CCAA applies;

each of the CCAA Parties, with the exception of the Fund Entities, is either a

borrower or guarantor under the following credit facilities:

(i)  the Amended and Restated Credit Agreement dated as of April 11, 2011,
among CII, Cinram, Inc. and Cinram (U.S.) Holding’s Inc., as borrowers,
the guarantors party thereto, the lenders from time to time party thereto,
and JPMorgan Chase Bank N.A., as administrative agent (the “First Lien
Credit Agreement”); and

(ii) the Second Lien Credit Agreement dated as of April 11, 2011, among
Cinram (U.S.) Holding’s Inc., as borrower, Cinram International ULC and
the other guarantors party thereto, the lenders from time to time party
thereto and JPMorgan Chase Bank N.A., as administrative agent (the
“Second Lien Credit Agreement”, together with the First Lien Credit
Agreement, the “Credit Agreements”);

the CCAA Parties are unable to comply with certain financial and other covenants

under the Credit Agreements;
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(h)

4.

a series of waivers has been extended from December 2011 to June 30, 2012 in
connection with the CCAA Parties’ defaults under the Credit Agreements, and
upon expiry of such waivers the lenders under the Credit Agreements will have
the ability to demand immediate repayment of the amounts outstanding under the

Credit Agreements;

were the lenders to accelerate the amounts owing under the Credit Agreements,
the borrowers and guarantors under the Credit Agreements would be unable to

meet their debt obligations;

in September, 2011, CII engaged the Investment Banker to assist the CCAA
Parties in conducting a comprehensive and thorough review of the CCAA Parties’
strategic alternatives with the goal of maximizing value for the CCAA Parties’

stakeholders;

the CCAA Parties’ comprehensive strategic review process culminated with the
execution of a purchase agreement among CII and Cinram Acquisition, Inc. (the
“Purchaser”) on June 22, 2012, for the sale of substantially all of the property
and assets used in connection with the business carried on by Cinram
International Income Fund and its direct and indirect subsidiaries in North
America (the “Asset Sale Transaction”), and the execution of a binding purchase
offer by the Purchaser on June 22, 2012 for the purchase of all of the outstanding
shares of Cooperatie Cinram Netherlands UA, and indirectly, each of its direct
and indirect European subsidiaries (with the exception of Cinram Iberia SL) (the
“Share Sale Transaction”, together with the Asset Sale Transaction, the “Sale

Transaction™);
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pursuant to the Support Agreement, the Sale Transaction has the support of
lenders forming the Steering Committee, such lenders representing approximately

40% of the loans under the First Lien Credit Agreement;

the CCAA Parties anticipate further support of the Sale Transaction from
additional lenders under the Credit Agreements following the public

announcement of the Sale Transaction;

lenders who execute the Support Agreement prior to July 10, 2012 are entitled to
receive early consent consideration payable in cash from the net sale proceeds of
the Sale Transaction upon distribution of such proceeds in the CCAA

proceedings;

the Applicants secured the DIP Financing from the DIP Lenders pursuant to the
DIP Credit Agreement in order to provide the CCAA Parties with sufficient
liquidity to implement their restructuring initiatives and to continue operations as

they pursue the completion of their restructuring, including the Sale Transaction;

the CCAA Parties developed a key employee retention program (the “KERP”)
intended to provide an incentive for eligible employees, including eligible
officers, to remain with the CCAA Parties despite their financial difficulties and

to assist with the CCAA Parties’ restructuring process;

the KERP summary and the schedules to the DIP Credit Agreement contained in
the Confidential Supplement contain sensitive personal and compensation
information of the employees of the CCAA Parties and sensitive competitive

information of the CCAA Parties or confidential information;
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the CCAA Parties urgently require a stay of proceedings as they pursue their
restructuring and completion of the Sale Transaction to protect their assets,
property and business, including a stay in respect of the Subsidiary Counterparties

due to the integrated nature of the business;

the protection sought by the Applicants will provide the CCAA Parties with an
orderly and effective forum for addressing the various matters arising in

connection with the restructuring and Sale Transaction;

Ontario, Canada is the CCAA Parties’ home jurisdiction and the nerve centre of

the CCAA Parties’ management, business and operations;

the CCAA Parties require a recognition order under Chapter 15 to ensure that the
CCAA Parties are protected from creditor actions in the United States and to
assist with the global implementation of the Sale Transaction to be completed

pursuant to these CCAA proceedings;
the circumstances that exist make the Order sought by the Applicants appropriate;
such other grounds as set out in the Bell Affidavit;

the provisions of the CCAA and this Honourable Court’s equitable and statutory

jurisdiction thereunder;

Rules 2.03, 3.02, 14.05(2) and 16 of the Ontario Rules of Civil Procedure, R.R.0

1990, Rec. 194, as amended;

Rule 137(2) of the Ontario Courts of Justice Act, RSO 1990, ¢ C.43; and
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(x) such further and other grounds as counsel may advise and this Honourable Court

may permit.

3. The following documentary evidence will be used at the hearing of the application:
(a) the Bell Affidavit and the exhibits attached thereto;

(b) the Pre-Filing Report of FTI dated June 23, 2012 and the appendices attached

thereto;
() the consent of FTI to act as Monitor dated June 23, 2012; and

(d) such further and other materials as counsel may advise and this Honourable Court

may permit.
Date: June 25, 2012 GOODMANS LLP
Barristers & Solicitors
Bay Adelaide Centre

333 Bay Street, Suite 3400
Toronto, Canada M5H 2S7

Robert J. Chadwick LSUC#: 35165K
Melaney J. Wagner LSUC#: 44063B
Caroline Descours LSUCH#: 58251A

Tel: (416) 979-2211
Fax: (416) 979-1234

Lawyers for the Applicants
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AFFIDAVIT OF JOHN BELL
(sworn June 23, 2012)

L, John Bell, of the City of Toronto, in the Province of Ontario, MAKE OATH AND SAY:

L INTRODUCTION

l. [ am the Chief Financial Officer of Cinram International Inc. (“CII”). I am also a
director and/or an officer of certain of the subsidiaries that are owned either directly or indirectly
by CIL. As such, I have personal knowledge of the matters to which I depose in this Affidavit.
Where I do not possess personal knowledge, I have stated the source of my information and in all

such cases believe it to be true.

2. This Affidavit is sworn in support of a motion for an Initial Order protecting CII,
Cinram International Income Fund (“Cinram Fund”), CII Trust and the companies listed in
Schedule “A” hereto (collectively, the “Applicants™) from their creditors pursuant to the
Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”™).

While Cinram International Limited Partnership (“Cinram LP”, together with the Applicants,


evaristc
Typewritten Text
CV12-9767-00CL


17

-2-

the “CCAA Parties”) is not an Applicant in these proceedings, the Applicants seck to have a
stay of proceedings and other relief under the CCAA extended to Cinram LP as it forms a part of
the income trust structure with Cinram Fund, the ultimate parent of the Cinram Group (defined

below), the remaining entities of which are all Applicants in these proceedings.

3. Cinram Fund, collectively with its direct and indirect subsidiaries, shall be
referred to herein as “Cinram” or the “Cinram Group”. A copy of the Cinram corporate chart

is attached hereto as Exhibit “A”.

4. Cinram Fund, CII, Cinram International General Partner Inc. (“Cinram GP”), CII
Trust, Cinram International ULC (“Cinram ULC”) and 1362806 Ontario Limited (“1362806”)
are the Canadian entities in the Cinram Group that are Applicants in these proceedings
(collectively, the “Canadian Applicants”). Cinram (U.S.) Holding’s Inc. (“CUSH”), Cinram,
Inc., IHC Corporation (“IHC”), Cinram Manufacturing LLC (“Cinram Manufacturing”),
Cinram Distribution LLC (“Cinram Distribution”), Cinram Wireless LLC (“Cinram
Wireless”), Cinram Retail Services, LLC (“Cinram Retail”) and One K Studios, LLC (“One
K”) are the U.S. entities in the Cinram Group that are Applicants in these proceedings
(collectively, the “U.S. Applicants”). All of the CCAA Parties, with the exception of Cinram
Fund, Cinram GP, CII Trust and Cinram LP (collectively, the “Fund Entities”), are Borrowers
and/or Guarantors under the Credit Agreements (defined below). There are also several
European entities that form part of the Cinram Group, certain of which are Guarantors under the

Credit Agreements. Cinram’s European entities are not part of these proceedings.

5. All dollar amounts expressed herein, unless otherwise noted, are in United States

currency.
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6. The principal objectives of these proceedings are: (i) to ensure the ongoing
operations of the Cinram Group; (ii) to ensure the CCAA Parties have the necessary availability
of working capital funds to maximize the ongoing business of the Cinram Group for the benefit
of its stakeholders; and (iii) to complete the sale and transfer of substantially all of Cinram’s
business as a going concern (the “Proposed Transaction™) to Cinram Acquisition, Inc. (the

“Proposed Purchaser”) or one or more of its nominees.

7. In connection with the Proposed Transaction, (a) CII has entered into an Asset
Purchase Agreement dated June 22, 2012, with the Proposed Purchaser (the “Asset Purchase
Agreement”) pursuant to which CII and certain other asset sellers listed therein (together with
CII, the “Asset Sellers”) will sell, and the Proposed Purchaser will purchase, substantially all of
the assets used in connection with the Cinram Business in North America (other than certain
excluded assets) (the “Purchased Assets”); and (b) the Proposed Purchaser has provided to CII
and 1362806 (together, the “Share Sellers”) a binding purchase offer dated June 22, 2012 (the
“Purchase Offer”, together with the Asset Purchase Agreement, the “Purchase Agreement”)
pursuaﬁt to which the Proposed Purchaser will purchase the Cinram Business (defined below) in
Europe through the acquisition of all of the outstanding shares of Cooperatie Cinram Netherlands

UA (the “Purchased Shares”), subject to the terms and conditions therein.

8. The Proposed Transaction allows Cinram to return to a market leader in the
industry. Cinram will be well positioned to increase its market share in the industry based on its
status as being the leading service provider and with an improved and normalized capital

structure.
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9. The Proposed Transaction has the support of the lenders who are members of the
steering committee with respect to Cinram’s first lien credit facilities (the “Steering
Committee”) and who have been subject to confidentiality agreements, representing
approximately 40% of the loans under the First Lien Credit Agreement (as defined below).
Cinram anticipates further support of the Proposed Transaction from additional lenders under its

credit agreements following the public announcement of the Proposed Transaction.

10. In connection with the Proposed Transaction, the Applicants intend to bring a
motion in conjunction with the within application to be heard on a date to be set by this Court to,
inter alia, approve the Proposed Transaction pursuant to the Purchase Agreement and, upon the
closing of the transactions contemplated by the Asset Purchase Agreement and Purchase Offer,
vest the right, title and interest in and to the Purchased Assets and the Purchased Shares in the
Proposed Purchaser, or one or more of its nominees, free and clear of liens and encumbrances,
other than permitted encumbrances (the “Sale Approval Motion”). Further details with respect
to the Proposed Transaction are discussed below and will be set out in the affidavit filed in

support of the Sale Approval Motion.

11. Over the past several years, Cinram has continued to evaluate its strategic
alternatives and to rationalize its operating footprint in order to attempt to balance its ongoing
operations and financial challenges with its existing debt levels. Despite cost-reduction and
recapitalization initiatives and the implementation of a variety of restructuring alternatives, the
Cinram Group has been experiencing a number of challenges that have led to its seeking the

protections provided by the CCAA. These challenges include, among other things:
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(@)  significant declines in liquidity resulting from declining customer volumes,

reductions in pricing and decreasing EBITDA;
(b)  the loss of a major customer contract;

(c)  approximately $244.8 million of first and second lien term debt outstanding as at
March 31, 2012, with associated quarterly interest expense of approximately $7.6

million for the first quarter of 2012;

(d)  $19 million outstanding under revolving credit facilities as at March 31, 2012,
with associated quarterly interest expense of approximately $1.4 million for the

first quarter of 2012; and

(¢)  approximately $12 million of letter of credit exposure relating to the first lien

credit facility.

12.. In April 2011, Cinram completed a recapitalization transaction involving the
amendment and extension of its senior secured credit facilities and the exchange of a portion of
its first lien debt into mandatorily exchangeable second lien debt. However, continuing declines
in revenue and EBITDA left Cinram in a position where it could not meet certain financial and
other covenants under its amended senior secured credit facilities. As a result, in 2011 and 2012,
Cinram and its senior lenders entered into a series of amendments and waivers, the latest of

which expires as of June 30, 2012.

13. As part of its restructuring efforts and pursuant to the August 2011 Amendment
(defined below) to its credit facilities, in September 2011, Cinram engaged Moelis & Company

LLC (*Moelis™), an investment bank, to assist Cinram in a review of strategic alternatives with
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the goal of maximizing value for Cinram’s stakeholders, including a potential investment in the
Cinram Group, a sale transaction of all or substantially all of Cinram’s assets, property, business
and undertaking (collectively, the “Property™), or a stand-alone transaction with Cinram’s
lenders. The strategic review process is further described in Section II(F)(iii) below.
Throughout this strategic review process, Cinram has been working with its senior secured
lenders and their advisors to assess and evaluate its restructuring options. This review of strategic

alternatives has culminated in the Proposed Transaction.

14, Having regard to the financial circumstances of the Cinram Group, the CCAA
Parties have determined that it is necessary to seek protection under the CCAA in order to
preserve enterprise value and continue as a going concern while seeking to implement the
Proposed Transaction and pursue a restructuring or other alternatives relating to their remaining
assets and property. The CCAA Parties also intend to pursue certain limited in-process
operational restructuring initiatives while under CCAA protection. Any such operational
restructuring initiatives will be undertaken for the purpose of further improving the Cinram

Group’s financial position and facilitating the Proposed Transaction.

15. The Applicants are proposing that the U.S. Applicants be included in these
proceedings and it is not intended that any insolvency proceedings will be commenced with
respect to Cinram’s European entities, except for Cinram Optical Discs S.A.S. (“Cinram

Optical Discs”), which has commenced insolvency proceedings in France.

16. It is currently contemplated that these CCAA proceedings will be the primary
court-supervised restructuring of the CCAA Partics. The Cinram Group’s integrated business,

headquartered in Canada, is reliant on the shared management and operational services provided



-7-

by CII. Accordingly, it is in the best interests of the stakeholders to deal with the Cinram Group
on a consolidated basis through a single, centralized restructuring process. The Applicants are
seeking authorization for Cinram ULC to apply as foreign representative for recognition of these
proposed CCAA proceedings as “Foreign Main Proceedings” under Chapter 15 of the United

States Bankruptcy Code (“Chapter 15™) as soon as practicable.

IL BACKGROUND

17. The CCAA Parties are part of a consolidated business in Canada, the United
States and Europe that is headquartered in Canada and operationally and functionally integrated
in many significant respects. Cinram is one of the world’s largest providers of pre-recorded
multimedia products and related logistics services and is a leader in the industry for production,
service, delivery and customer satisfaction. With facilities in North America and Europe, Cinram
(i) manufactures DVDs, Blu-ray discs and CDs, and provides distribution services for motion
picture studios, music labels, video game publishers, computer software companies,
telecommunication companies and retailers around the world; (ii) provides various digital media
services through One K; and (iii) provides retail inventory control and forecasting services

through Cinram Retail (collectively, the “Cinram Business”).

18. As at December 31, 2011, the Cinram Group employed approximately 8,300

people worldwide, including contract and agency workers.

19. The Cinram Group’s administrative functions and decision making functions are
centralized in Canada. All senior level customer contracts for Cinram’s major international
customers are handled by CII, all strategic decision making is led by CII and all corporate

functions, such as financial planning, internal audit, financial reporting, and dealings with
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Cinram’s lenders, are managed in Canada. Additionally, North American cash management,
information technology, accounting, accounts receivable, accounts payable, insurance

procurement, marketing, treasury, real estate and tax services are provided predominantly by CII.

20. As described in greater detail below, the Cinram Group is financed primarily
through a term loan and revolving credit facilities under the Amended and Restated Credit
Agreement dated as of April 11, 2011, among CII, Cinram, Inc. and CUSH, as borrowers (the
“First Lien Borrowers”), the guarantors party thereto, the lenders from time to time party
thereto, and JPMorgan Chase Bank N.A., as administrative agent (as amended by that certain
Amendment No. 1 dated as of August 12, 2011, that certain Amendment No. 2 and Waiver dated
as of December 30, 2011 and that certain Amendment No. 3 and Waiver dated as of March 15,
2012, the “First Lien Credit Agreement”) which amended and restated the credit agreement
dated May 5, 2006 (as amended as of March 22, 2007 and as of March 30, 2009, the “Original
Credit Agreement”) (as further discussed below). As at March 31, 2012, there was
approximately $233 million outstanding under the term loan facility; $19 million outstanding
under the revolving credit facilities; and approximately $12 million of letter of credit exposure

under First Lien Credit Agreement.

21. CUSH, as borrower (collectively with the First Lien Borrowers, the “Borrowers”
and each a “Borrower”) also entered into a mandatorily exchangeable Second Lien Credit
Agreement dated as of April 11, 2011, among Cinram ULC and the other guarantors party
thereto (collectively with the guarantors under the First Lien Credit Agreement, the
“Guarantors”, and each a “Guarantor”), the lenders from time to time party thereto
(collectively with the lenders party to the First Lien Credit Agreement, the “Lenders”) and

JPMorgan Chase Bank N.A., as administrative agent (together with the administrative agent
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under the First Lien Credit Agreement, the “Administrative Agent”) (as amended by that
certain Amendment No. 1 dated as of August 12, 2011, that certain Amendment No. 2 and
Waiver dated as of December 30, 2011 and that certain Amendment No. 3 and Waiver dated as
of March 15, 2012, the “Second Lien Credit Agreement”), pursuant to which the principal
amounts outstanding and a portion of the accrued interest were exchanged into units of Cinram
Fund in January 2012. Approximately $12 million of accrued interest remains outstanding under

the Second Lien Credit Agreement as of March 31, 2012.

22. Each of the First Lien Credit Agreement and the Second Lien Credit Agreement
(together, the “Credit Agreements”) has a maturity date of December 31, 2013. The senior
secured credit facilities are direct or guarantee obligations of certain North American and
European companies within the Cinram Group, including the CCAA Parties (with the exception
of the Fund Entities), and are secured by substantially all of the assets of the Applicants and

certain of their European subsidiaries.

23. As a result of the financial challenges currently facing the Cinram Group, Cinram
is in unable to comply with certain financial and other covenants under the Credit Agreements
and Cinram’s adjusted EBITDA is not sufficient to satisfy its obligations under the Credit

Agreements.

(A) History of the Cinram Group

24. CII was formed as Cinram Ltd./Cinram Ltée by letters patent dated July 28, 1969,
pursuant to the Canada Business Corporations Act. From its inception Cinram grew in part

through a number of strategic acquisitions. On May 5, 2006, CII converted from a corporate
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structure to an income trust structure through a plan of arrangement that was approved by

shareholders on April 28, 2006.

25. In April 2007, Cinram acquired substantially all of the assets of Ditan Corporation
(“Ditan™), a leading video games distributor in the United States. Ditan specialized in direct-to-
store and third-party logistics. During 2011, Ditan was merged into Cinram Distribution where

its operations are conducted under the name Cinram Games™.

26. In September 2007, Cinram acquired the North American and European assets of
Vision Worldwide Management, LLC (“Vision”), a leading provider of outsourced Vendor
Managed Inventory services to the home entertainment industry. Vision offers a web based
supply chain management system that provides visibility, insight and analytical tools to various
levels of the supply chain. The Vision™ solution is used in both North America and Europe. In

2011, Vision changed its name to Cinram Retail Services, LLC.

217. In June 2008, Cinram acquired (i) substantially all of the UK assets and (i) 100%
of the shares of Spanish and French subsidiaries of ODS Business Services, a European
replicator and distributor of DVDs. These acquisitions expanded Cinram’s distribution capacity
in Spain, France and the United Kingdom to service its DVD replication and distribution

agreement with Universal Pictures.

28. In September 2008, Cinram completed the acquisition of substantially all of the
assets of the warehouse management, distribution, processing, and value-added service
operations of Jack of All Games, Inc. through Ditan. Following the merger of Ditan into Cinram

Distribution described above, these assets and operations, which involve the distribution of
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products of third party software, hardware and accessories to retail outlets in North America,

formed part of Cinram Distribution’s games distribution business.

29. On January 31, 2011, Cinram acquired Los Angeles-based digital media company
One K as part of a broad initiative to advance Cinram further into digital platforms. One K
specializes in building enhanced consumer experiences for movies, TV shows, music, books
and games. One K has been a key service provider to many of the world’s top media and
technology companies. One K provides creative and technical services to the companies to help
them release their content in different venues, including digital downloads, mobile and tablet

applications, advanced Blu-ray discs, stereoscopic 3D and social media.

(B) The Cinram Business

(i) Overview

30. Cinram manufactures DVDs, Blu-ray discs and CDs, and provides distribution
services for motion picture studios, music labels, video game publishers, computer software
companies, telecommunication companies and retailers in North America and Europe. Cinram is

an industry leader with respect to production, distribution, service and customer satisfaction.

31. Cinram has long established itself as a leading replicator and distributor of CDs
and DVDs with a growing footprint in the emerging market for Blu-ray. Cinram has a diversified
operational footprint across North America and Europe that enables the Cinram Group to meet
the replication and logistics demands of its customers. Cinram’s facilities are strategically
positioned to optimize Cinram’s distribution capabilities across key media markets in North

America and Europe.
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32. Cinram is engaged in an industry that is highly price-competitive, with a high
degree of customer concentration. Cinram’s production levels and, in turn, revenue and cash
flows, are largely affected by the scheciule according to which its major customers release their
products and the public demand for such products. In addition, the Cinram Business and the
industry generally are subject to seasonality, with consumer purchases typically taking place
primarily in the last three months of the calendar year, and following specific release dates for

popular titles at other times during the year.

33. Cinram manufactures products on orders from its customers, generally pursuant to
multi-year contracts. Cinram does not bear the risk of unsold products as customers cannot return
any previously purchased inventory, with the exception of defective products. Cinram does not
have title to the products it distributes. Cinram’s major contracts are, to a large extent, exclusive
for particular territories, and many of Cinram’s manufacturing agreements contain periodic
market price tests that may require Cinram to lower its selling prices or amend other contract
terms. The products Cinram manufactures generally experience price declines on an annual

basis, with declines historically being steeper in the early stages of the products’ life cycles.

34. Cinram has recently taken steps to streamline its physical infrastructure and
operations to actively manage its cost structure to reflect changing industry dynamics. By
streamlining its physical footprint, Cinram’s ability to continue providing seamless service to
customers, expand services to those customers and create a platform for growth in other
distribution-centric businesses has increased significantly. Cinram meanwhile maintains

significant production capacity and operational flexibility to meet potential increased demand.
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3s. While many of Cinram’s facilities were acquired as part of strategic acquisitions,
a number of key sites were specifically developed by Cinram. Sites such as the Nashville
distribution center and the Huntsville plant were selected due to their proximity to major traffic
arteries and the ability to reach a significant portion of the U.S. market within a short trucking
distance. Other sites, such as the Texas wireless distribution and repair center, were established

to take advantage of favourable local tax incentive programs and proximity to key customers.

(i)  Business Segments

36. Cinram operates through three business segments: Pre-recorded Multimedia

Products, Video Game and Other.

(@)  Pre-recorded Multimedia Products

37. Cinram’s Pre-recorded Multimedia Products segment consists of the replication,
packaging and distribution of DVDs, Blu-ray discs and CDs, including new releases and

catalogue titles, for the entertainment divisions of motion picture studios and music labels.

38. Replication customers provide Cinram with a master in digital format, label
design, and in some cases, graphics and promotional materials. Cinram assumes responsibility
for all manufacturing and packaging operations, and delivers/distributes finished product directly

to retailers or distributors on behalf of its customers.

39. Revenue from the Pre-recorded Multimedia Products segment was $693.4 million
in 2011, compared to $1,002.2 million in 2010, as Cinram experienced declines in standard DVD

and CD unit sales and related distribution revenue during 2011. The Pre-recorded Multimedia
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Products segment accounted for 86% of Cinram’s 2011 consolidated revenue, down from 90% in

2010.
(i)  DVDs

40. Cinram’s major customers in North America and Europe are major motion picture
studios. Cinram enters into agreements in the ordinary course of business with major film studio
customers, which deal generally with pricing, delivery, order size, confidentiality and éopyright

protection.

41. The DVD market in North America and Europe includes a number of significant
players with whom Cinram competes. In addition, a number of large multimedia conglomerates
with music and video content subsidiaries manufacture DVDs and other multimedia in-house
through captive subsidiaries. Such captive subsidiaries also provide significant competition for

Cinram.

42. At the end of 2011, Cinram had the capacity to manufacture approximately 1.9
billion DVDs per year, which allowed Cinram to service most of its customers’ seasonal peaks in
demand and to minimize offload. According to FutureSource Consulting, an industry expert,
Cinram was one of the top three DVD manufacturers in each of North America and Europe in

2011.

43. In 2011, sales of standard DVDs continued to be the dominant source and the
main driver of revenue for Cinram. DVD revenue (including revenue from related distribution
services) accounted for 67% of Cinram’s consolidated revenue in 2011, compared with 75% in

2010 and 77% in 2009. Cinram replicated 575 million DVDs in 2011, a decrease of 38% from
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933 million in 2010, and, as a result, DVD revenue decreased to $532.6 million in 2011 from
$835.4 million in 2010 and $1,111.8 million in 2009. The decrease in DVD replication, and by
consequence revenue, was primarily the result of the loss a major customer contract (further

discussed below), which terminated on July 31, 2010.
(i)  Blu-ray

44, Blu-ray is the format of choice for high-capacity pre-recorded media. Blu-ray
discs can hold up to 25 gigabytes of data or high-definition video on a single layer disc and up to
50 gigabytes on a dual-layer disc. Blu-ray disc production requires capital investment as existing
DVD equipment cannot be retrofitted to manufacture these discs. FutureSource estimates that
unit sales of Blu-ray discs will continue to increase globally at a compound annual growth rate of
approximately 21% per annum for the four years commencing January 2012 while unit sales of
standard DVD discs will decline by approximately 25% per annum for the foreseeable future,
consistent with past experience with the introduction of new pre-recorded media formats. Cinram
has continued to increase its manufacturing capacity for Blu-ray in both North America and

Europe.

45. Blu-ray replication revenue increased to $40.5 million in 2011, compared to $36.1
million in 2010 and $22.5 million in 2009, as consumers continue to migrate towards Blu-ray
discs. While Blu-ray unit shipments increased by 36%, this was partially offset by declining

average selling prices for this format.
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(i)  CDs

46. Cinram’s principal customers in the CD segment are major music labels and
publishers in North America and Europe. Cinram enters into agreements in the ordinary course
of business with major music customers, which deal generally with pricing, delivery, order size,

confidentiality and copyright protection.

47. Cinram is one of the three largest global CD manufacturers. CD revenue

(including revenue from related distribution services) accounted for 15% of Cinram’s

consolidated revenue in 2011, up from 12% in 2010 and 11% in 2009.

48. Even though CD revenue has increased as a percentage of Cinram’s consolidated
revenue, actual CD production and revenue have declined. In 2011, Cinram’s North American
and European CD production declined by 5% and 6%, respectively. CD revenue decreased to
$120.3 million in 2011, compared to $130.7 million in 2010 and $161.4 million in 2009. The 8%
decline in revenue was consistent with industry declines for pre-recorded physical music media
and slightly ahead of expectations given the resurgence of physical CD sales primarily driven by

attractive consumer pricing for this format at the retail level.

(iv)  Distribution

49. Distribution and fulfillment services continue to be a major factor in Cinram’s
ability to attract customers. Cinram provides complete manufacturing to retail distribution
solutions that allow Cinram’s studio and music customers to focus their efforts on their core
competencies in creating content. Cinram’s capital investments in distribution services over the

past few years have allowed Cinram to provide its customers with increased frequency of
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shipments, more customized order sizes and the ability to handle more stock-keeping units.
However, given the loss of the business from a major customer during 2010, revenue from
distribution services, primarily associated with DVDs, decreased to $210.1 million in 2011,

compared to $259.0 million in 2010.

(b)  Video Game

50. The Video Game segment distributes packaged software for console games and
computers, and related peripherals in the gaming marketplace. In addition, Cinram Games™
manages on behalf of its clients third party logistics, virtual warehousing services, direct channel
sales, merchandising, transportation management and retail product lifecycle management
services. The peak processing period is from mid-August through early January, with November
as the focal point of activity. The customer base comprises video game publishers, content
providers, studios, major retail chains and distributors and includes many of the industry’s

leaders.

51. Revenue from the Video Game segment was $44.9 million in 2011, compared to
$59.0 million in 2010 as a result of reduced consumer spending combined with the loss of certain

video game customers.
(c)  Other

52. Revenue from the Other business segment, which includes revenue from logistics
services provided through Cinram Wireless, vendor managed inventory revenues associated with
Cinram Retail, and revenues from newly acquired One K, increased to $62.6 million in 2011

from $47.7 million in 2010. The increase was primarily related to 11 months of revenue from
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One K during 2011 as the acquisition was completed on January 31, 2011. Revenue from the
Other business segment also includes activities such as authoring and other pre-production
services, and the sale of components and stampers. Revenue from the Other business segment

represented 8% of consolidated revenue in 2011, up from 5% in 2010.
(iii)  Customers

53. Cinram’s customers include motion picture studios, music labels, video game
publishers, computer software companies, telecommunication companies and retailers around the
world. Cinram has multi-year agreements with many of its customers for the provision of
replication, distribution, and other services. Many of these customer services agreements contain
provisions limiting Cinram’s ability to assign the agreement or undergo a change of control

event.

54. Due to Cinram’s high customer concentration, Cinram depends on its customers’
ability to capture and maintain their market share of consumer home entertainment spending. In
2011, Cinram’s three largest customers in the Pre-recorded Multimedia Products segment
accounted for approximately 38%, 23% and 12% of consolidated revenue respectively, a total of
73% of Cinram’s total Pre-Recorded Multimedia Product revenue. In 2010, Cinram’s three
largest customers in the Pre-recorded Multimedia Products segment accounted for 3 1%, 24% and
16% of consolidated revenue respectively, or 71% of Cinram’s total Pre-Recorded Multimedia

Product revenue.

55. On June 22, 2012, based on the potential CCAA filing of Cinram, one of
Cinram’s customers provided a termination notice with respect to its replication and distribution

services agreements with Cinram, but has advised Cinram that it fully intends to continue to
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operate and use Cinram on the same basis and terms of its contractual arrangements with

Cinram.

(iv)  Offices and Facilities

56. Cinram operates facilities in North America and Europe that span nearly 9.0
million square feet. Cinram currently has the capacity to manufacture approximately 108 million
Blu-ray discs, 1.9 billion DVDs and about 459 million CDs per year to service seasonal peaks in

demand.

57. Cinram operates out of 33 facilities in Canada, the United States and Europe, 11
of which are owned and 22 of which are leased. Of the 33 facilities, 9 are used primarily for the
provision of replication services, 9 are used primarily to provide distribution services, one is used
as both a replication and distribution center, five are warehouse facilities, one is a printing
facility, and the remainder are used as offices. A list of facilities owned and leased by Cinram

and their primary use is attached hereto as Exhibit “B”.
(v)  Employees

58. As of December 31, 2011, Cinram employed approximately 8,300 people

worldwide including contract and agency workers.

(a) Employees by Region

(i) Canada

59. CII employs approximately 621 individuals, including approximately 128 salaried

employees and 493 hourly employees, comprised of employees who provide senior management,
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accounting, financial reporting, information technology and other corporate services and
employees who are employed in Cinram’s Canadian-based distribution business or replication

business.

60. CII supplements its workforce with temporary employees from third-party
temporary staffing agencies. For the month ending March 31, 2012, CII used approximately 124
temporary agency employees. The number of agency employees used by CII almost triples

during Cinram’s busy season in the fourth quarter.

(ii) United States

61. Cinram’s U.S. entities employ approximately 2,447 individuals, including
approximately 302 salaried employees and 2,145 hourly employees. These employees all
provide management or labour services related to the replication, packaging, distribution, sales,
and customer service aspects of the U.S. based Cinram Business. In addition, the U.S. entities
regularly employ approximately 76 independent contractors who are mostly engaged in
computer programming activities carried out in the ordinary course of One K’s business, and
approximately 1,422 temporary contract workers performing services such as disc replication,

product packaging, information technology, security and janitorial work.

(b)  Collective Agreements

62. Cinram does not have any active unions or collective agreements in place in

North America.
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(c)  Pension Plans
(i) Canada
63. Cinram does not maintain any pension plans for Canadian employees. CII offers a

group RRSP plan which allows employees to contribute a portion of their payroll on a pre-tax

basis to the plan. CII does not match employee contributions.

(ii) United States

64. Cinram’s U.S. entities maintain an employee savings plan for all eligible
employees (the “Employee Savings Plan”). The Employee Savings Plan is tax-qualified within
the meaning of, and administered in accordance with, the requirements of section 401(k) and
other applicable sections of the United States Internal Revenue Code. Approximately 681
employees currently participate in the Employee Savings Plan, with a total of approximately

$206,583 withheld each month from employees’ paychecks for employee contributions.

65. For employees of One K only, the Employee Savings Plan also includes an
employer matching component, pursuant to which One K matches approximately 30% of each
employee’s 401(k) contributions, up to an amount equal to 6% of that employee’s salary (the
“Employer 401(k) Contributions”). One K pays an aggregate of approximately $5,000 per

month in Employer 401(k) Contributions.

66. In addition, certain Cinram employees in the United States participate in the
Cinram Music Union Pension Plan (“Music Union Plan”). CUSH assumed sponsorship of the
Music Union Plan in connection with Cinram’s acquisition of the entities now known as IHC and

Cinram Manufacturing from AOL Time Warner Inc. in July, 2003.
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67. Pension benefits under the Music Union Plan are based on formulas that reflect
the employee’s years of service multiplied by a specified dollar amount negotiated in collective
bargaining. At December 31, 2011, Cinram had a net $1.9 million unfunded defined benefit
pension obligation in the United States representing the expected contributions to its defined

benefit pension plan.

(d)  Other Employee Benefit Plans

(i) Canada

68. CIl provides medical and dental benefits and insurance coverage through
Manulife Financial (“Manulife”) to the Canadian employees. CII incurs medical and dental costs
associated with employees that participate in the Manulife health care benefit plans, a 50%
portion of the Life Insurance premium expense associated with Life Insurance plans offered by
Manulife, and a 50% portion of the Accidental Death and Dismemberment (“AD&D”) premium

expense associated with the AD&D policies offered by Manulife.
(ii)  United States

69. In addition to the Employee Savings Plan and Music Union Plan described above,

benefits enjoyed by Cinram’s U.S. based employees include:

a. medical insurance provided through a plan administered by Blue Cross and
Blue Shield of Alabama (“BCBS”), covering approximately 4,558 U.S. based
employees and their dependents;

b. dental insurance provided through BCBS (for Huntsville, Alabama based
employees only) or Metropolitan Life Insurance Company for reasonable and
customary charges up to an individual maximum benefit of $2,000 per year,
covering approximately 4,421 employees and their dependents;
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c. vision insurance provided through UnitedHealthcare Vision, covering
approximately 4,578 employees and their dependents;
d. prescription drug coverage provided through Medco Health Solutions, Inc.;

e. an Employee Assistance Program provided by Liberty Mutual Insurance
Company that offers short-term professional counselling to U.S. based
employees and their family members who are experiencing problems that may
affect their general well-being and job performance;

f. optional pre-tax contribution of employee compensation to healthcare flexible
spending accounts;

g. term life insurance equal to two times annual base pay; and

h. optional long term disability insurance and supplemental life insurance
availability.

(e) Key Employee Retention Program

70. Cinram has put in place a key employee retention program for certain eligible

employees and eligible officers, which is described in detail in Section III(G) below.

(C)  Corporate Structure and Financial Position of the Cinram Group

71. As described above, in May 2006, CII converted from a corporate structure to an
income trust structure through a plan of arrangement that was approved by shareholders on April
28, 2006. As a result of the recapitalization, shareholders exchanged their shares of CII for units
of Cinram Fund (or in the case of electing shareholders, into units of the Cinram LP) on a one-
for-one basis. Cinram Fund, the other Fund Entities and CII are Canadian entities and Cinram
Fund is the direct or indirect parent and sole shareholder of all of the subsidiaries in Cinram’s

corporate structure.

72. Cinram’s financial reporting is done on a consolidated basis. The following

financial statements are being provided to this Honourable Court in support of this Affidavit:
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(@  Cinram’s audited consolidated financial statements as at December 31, 2011,

attached hereto as Exhibit “C”; and

(b)  Cinram’s unaudited consolidated financial statements as at March 31, 2012,

attached hereto as Exhibit “D”.

73. Based on Cinram’s audited consolidated financial statements dated December 31,
2011, the Cinram Group’s assets had a book value of approximately $452.7 million. Of this
asset value, approximately $274.8 million consists of current assets while the remaining $177.9
million is non-current assets. The current assets include cash totalling approximately $70.1
million, accounts receivable of approximately $167.5 million and inventory of approximately

$24.2 million.

74. As at December 31, 2011, the Cinram Group’s liabilities amounted to
approximately $527.8 million, including approximately $496.1 million of current liabilities and
approximately $31.7 million of non-current liabilities. Of the total liabilities, approximately
$148.8 million consisted of accounts payable, while the current portion of the long-term debt was

approximately $232.5 million.

75. The Cinram Group’s principal source of long-term debt is the senior secured
credit facilities provided by the Lenders under the First Lien Credit Agreement and the Second
Lien Credit Agreement. The senior secured credit facilities are guaranteed by certain companies
within the Cinram Group, including all of the CCAA Parties (with the exception of the Fund
Entities), and are secured by substantially all of the assets of the Borrowers and Guarantors (with
the exception of the Cinram Holdings GmbH and Cinram GmbH whose guarantees are limited as

a result of German corporate law, as further discussed below). As at March 31, 2012, members
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of the Cinram Group were indebted in the aggregate principal amount of approximately $252

million under the First Lien Credit Agreement (plus approximately $12 million in letter of credit

exposure) and in the aggregate principal amount of approximately $12 million under the Second

Lien Credit Agreement as follows:

a)

b)

with respect to the First Lien Credit Agreement:

(i) CII was indebted as Borrower in the aggregate principal amount of

approximately $92 million under the term loan facility;

(i) Cinram, Inc. was indebted as Borrower in the aggregate principal amount of

approximately $141 million under the term loan facility;

(11))CUSH was indebted as Borrower in the aggregate principal amount of

approximately $19 million under the revolving credit facilities;

(iv)there was approximately $1.3 million of letter of credit exposure relating to

Cinram, Inc.;

(v) there was approximately $1.2 million of letter of credit exposure relating to

Cinram Distribution; and

(vi)there was approximately $9.5 million of letter of credit exposure relating to
Cinram’s U.S. operating entities in connection with certain employee

obligations; and

with respect to the Second Lien Credit Agreement:

(1) CUSH was indebted as Borrower in the aggregate principal amount of

approximately $12 million.
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76. There are three main facilities under the First Lien Credit Agreement: (1) a term
loan facility provided by certain lenders; and (2) two revolving credit facilities provided by
certain lenders (which are not necessarily the same lenders that provided the term loan facility).
The revolving credit facilities have an aggregate commitment of $35 million. There is one $14
million revolving credit facility which is utilized as at March 31, 2012 in connection with
outstanding letters of credit in the amounts noted above, with the remaining $2 million drawn
down by CUSH. The second revolving credit facility of $21 million is a first-out revolving
credit facility that has a priority above all other security and loans, and can only be utilized after
the $14 million revolving credit facility is fully drawn. As at March 31, 2012, approximately $17

million of the first-out revolving credit facility has been utilized.

77. Certain of the Applicants also have letter of credit exposure not relating to the

Credit Agreements that are secured by cash collateral, in particular as at March 31, 2012:

a) there was approximately $200,000 of letter of credit exposure relating to

One K with respect to which Community Bank is the issuer; and

b) there was approximately $575,000 of letter of credit exposure relating to

Cinram Manufacturing with respect to which PNC is the issuer.

78. As further described in this Affidavit (including in the discussion on the cash
management system and payment for shared services), the Cinram Group also has intercompany
amounts owing among many of the Cinram entities. Principal assets and liabilities on an entity
basis, excluding intercompany investments, intercompany receivables and intercompany

payables, are described below with respect to the CCAA Parties. These assets and liabilities are
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based on unaudited balance sheets as at March 31, 2012, copies of which with respect to the

CCAA Parties are attached hereto as Exhibit “E”.

(i) Canadian Applicants or CCAA Party

79. Cinram Fund, as the ultimate parent of the Cinram Group, is an Applicant in these
proceedings. All of the Canadian entities that are CCAA Parties in these proceedings, other than

the Fund Entities, are Borrowers and/or Guarantors under the Credit Agreements.
(i) Cinram Fund

80. Cinram Fund is an unincorporated, open-ended limited purpose trust, established
under the laws of the Province of Ontario by Declaration of Trust dated March 21, 2006, as
amended and restated on May 5, 2006. Cinram Fund has 439.0 million units outstanding. Its
units are listed on the TSX under the symbol CRW.UN. On June 15, 2012, the TSX announced
that it had determined to delist the units of Cinram Fund at the close of market on July 16, 2012

for failure to meet the continued listing requirements of the TSX.

81. Cinram Fund, together with Cinram GP, CII Trust, Cinram LP and Cinram ULC,
comprises the entities within the income fund structure. All of the entities within the income

fund structure are Applicants, or in the case of Cinram LP, a CCAA Party, in these proceedings.

82. Cinram Fund’s assets consist primarily of intercompany receivables and

intercompany investments.

83. As at March 31, 2012, Cinram Fund’s primary liabilities were certain

intercompany payables.
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(i)  Cinram GP

84. Cinram GP is an Ontario company and a wholly-owned subsidiary of Cinram

Fund. It is a holding company that does not carry on business operations.

85. Cinram GP directly owns 0.01% of the units of Cinram LP and has no materials

assets or liabilities.

(iii)  CII Trust

86. CII Trust is an unincorporated, open-ended limited purpose trust, established
under the laws of the Province of Ontario by Declaration of Trust dated March 21, 2006, and

forms part of Cinram’s income fund structure.

87. CII Trust directly owns 99.4% of the units of Cinram LP, which ownership

interest constitutes its principal asset.

88. CII Trust’s intercompany payables constitute its principal liabilities.

(iv)  Cinram LP

89. Cinram LP is limited partnership formed under the laws of Manitoba pursuant to a
partnership agreement between Cinram GP and CII Trust, as amended and restated on May 3,
2006. Cinram LP is not an Applicant in these proceedings and the Applicants are requesting to

have the protections under the Initial Order extended to Cinram LP as a CCAA Party.

90. Cinram LP directly owns Cinram ULC, which ownership interest constitutes its

principal asset, and has no material liabilities.
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(v)  Cinram ULC

91. Cinram ULC is a Nova Scotia unlimited liability company. It is a holding

company that does not carry on business operations.

92. Cinram ULC directly owns CII, which ownership interest constitutes its principal
asset.
93. Cinram ULC is a Guarantor under the Credit Agreements, which guarantee

obligations constitute its principal liabilities.
(vi) ClII

94. CII, a corporation organized under the Canada Business Corporations Act, RSC
1985, ¢ C-44 (“CBCA”), is a wholly-owned subsidiary of Cinram ULC. It provides replication
and distribution services to several major customers in Canada from its owned replication facility
and its leased distribution facilities located in Toronto. CII also provides many shared services
to the Cinram Group and operates and monitors the cash management system used by Cinram’s

North American entities.

95. The registered and principal office of CII, and head office of the Cinram Group, is

located at 2255 Markham Road, Toronto, Ontario.

96. CII directly owns CUSH, 1362806, two other non-operating European entities and
a 99.95% interest in Cooperatie Cinram Netherlands UA (“Cinram Netherlands”), a
Netherlands company which is the holding company for the European structure. In addition to

its intercompany receivables and intercompany investments, as at March 31, 2012, CII’s assets
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consisted primarily of approximately $15,700,366 of accounts receivable, $6,407,646 of plant,
property and equipment, $2,726,242 of cash and cash equivalents, $1,880,375 of inventory and

$886,057 of prepaid expenses.

97. CIl is a Borrower and Guarantor under the Credit Agreements. In addition to its
obligations under the Credit Agreements and its intercompany payables, as at March 31, 2012,
CIP’s other liabilities consisted primarily of approximately $10,648,156 of accrued liabilities,
$8,876,914 of income taxes payable, $3,894,926 of current employee benefits, $2,620,475 of

accounts payable and $1,738,994 of current provisions.

(vii) 1362806

98. 1362806 is an Ontario company and a wholly-owned subsidiary of CIL It is a

holding company that does not carry on business operations.

99. 1362806 holds a 0.05% interest in Cinram Netherlands. 1362806’s intercompany

investments constitute its principal assets.

100. 1362806 is a Guarantor under the Credit Agreements, which guarantee

obligations constitute its principal liabilities.

(i)  U.S. Applicants

101. All of the U.S. entities that are Applicants in these proceedings are Borrowers

and/or Guarantors under the Credit Agreements.
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(i) CUSH

102. CUSH is a corporation organized under the laws of the State of Delaware and a
wholly-owned subsidiary of CII. CUSH is a holding company that does not carry on business

operations.

103. CUSH directly owns all of the U.S. entities, which ownership interests and

intercompany receivables constitute its principal assets.

104. CUSH is a Borrower and Guarantor under the Credit Agreements. CUSH’s
liabilities consist primarily of its obligations under the Credit Agreements and intercompany

payables.

(i)  Cinram, Inc.

105. Cinram, Inc. is a corporation organized under the laws of the State of Delaware
and is a wholly-owned subsidiary of CUSH. It is an operating company providing, inter alia,
DVD and Blu-ray replication and distribution services to several major customers in the U.S. out
of its owned replication and distribution facility and leased warehouse facilities in Huntsville,

Alabama.

106. In addition to its intercompany receivables, as at March 31, 2012, Cinram, Inc.’s
assets consisted primarily of approximately $41,273,065 of plant, property and equipment,
$21,474,400 of accounts receivable, $5,815,449 of cash and cash equivalents, and $6,641,430 of

inventory.
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107. Cinram, Inc. is a Borrower and Guarantor under the Credit Agreements. In
addition to its obligations under the Credit Agreements and its intercompany payables, as at
March 31, 2012, Cinram, Inc.’s liabilities consisted primarily of approximately $18,480,466 of
accrued liabilities, $4,971,030 of accounts payable, $4,483,201 of current employee benefits,

$4,027,346 of current provisions and $6,119,877 of financing leases.

(i) IHC

108. IHC, formerly Ivy Hill Corporation, is a corporation organized under the laws of
the State of Delaware and is a wholly-owned subsidiary of CUSH. In April 2009, substantially
all of the assets of Ivy Hill Corporation were sold to Multi Packaging Solutions, Inc. (“MPS”).
IHC continues to own a printing facility in Louisville, Kentucky but has no active business

operations.

109. In addition to its intercompany receivables, as at March 31, 2012, IHC’s assets
consisted primarily of approximately $2,593,313 of investment property and $267,276 of prepaid

expenses.

110. IHC is a Guarantor under the Credit Agreements. In addition to its guarantee
obligations and its intercompany payables, as at March 31, 2012, IHC’s liabilities consisted
primarily of approximately $1,424,387 of current employee benefits and $2,937,256 of current

provisions.

(iv)  Cinram Manufacturing

111. Cinram Manufacturing is a limited liability company existing under the laws of

the State of Delaware and is a wholly-owned subsidiary of CUSH. It is an operating company
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providing replication services in the U.S. from its owned replication facility in Olyphant,

Pennsylvania.

112. In addition to its intercompany receivables, as at March 31, 2012, Cinram
Manufacturing’s assets consisted primarily of approximately $37,292,286 of plant, property and
equipment, $9,997,515 of accounts receivable, $2,881,009 of inventory, $1,429,196 of prepaid

expenses and $991,221 of cash and cash equivalents.

113. Cinram Manufacturing is a Guarantor under the Credit Agreements. In addition
to its guarantee obligations and its intercompany payables, as at March 31, 2012, Cinram
Manufacturing’s liabilities consisted primarily of approximately $5,250,856 of accrued
liabilities, $4,369,702 of current employee benefits, $2,095,272 of accounts payable and

$1,722,210 of current provisions.

v) Cinram Distribution

114. Cinram Distribution is a limited liability company existing under the laws of the
State of Delaware and is a wholly-owned subsidiary of CUSH. It is an operating company
providing distribution services in the U.S. from its leased distribution facilities in Aurora, Illinois
(terminating July 31, 2012) and Laverne, Tennessee. Cinram Distribution also has leased office
facilities in Auburn, Washington, Carmel, Indiana, San Ramon, California, Greenwood, Indiana

and Batavia, Illinois.

115. In addition to its intercompany receivables, as at March 31, 2012, Cinram
Distribution’s assets consisted primarily of approximately $6,845,221 of accounts receivable and

$2,695,536 of cash and cash equivalents.
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116. Cinram Distribution is a Guarantor under the Credit Agreements. In addition to
its guarantee obligations and its intercompany payables, as at March 31, 2012, Cinram
Distribution’s liabilities consisted primarily of approximately $2,953,308 of current employee

benefits, $1,974,662 of accounts payable and $1,380,778 of accrued liabilities.
(vi)  Cinram Wireless

117. Cinram Wireless is a limited liability company existing under the laws of the
State of Delaware and is a wholly-owned subsidiary of CUSH. It provides repair, programming,
packaging and related logistics services for mobile devices in the United States solely for

Motorola from its leased facility in Fort Worth, Texas.

118. In addition to its intercompany receivables, as at March 31, 2012, Cinram
Wireless’ assets consisted primarily of approximately $10,671,024 of accounts receivable,

$6,709,233 of cash and cash equivalents and $1,889,608 of plant, property and equipment.

119. Cinram Wireless is a Guarantor under the Credit Agreements. In addition to its
guarantee obligations and its intercompany payables, as at March 31, 2012, Cinram Wireless’
total liabilities consisted primarily of approximately $1,610,632 of current employee benefits and

$1,158,930 of accrued liabilities.
(vii)  Cinram Retail

120. Cinram Retail, formerly Vision Information Logistics LLC, is a limited liability
company existing under the laws of the State of Delaware and is a wholly-owned subsidiary of
CUSH. It offers its logistics services and merchandising solutions to studios and retailers in the

United States from its leased office facilities in Troy, Michigan.
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121. In addition to its intercompany receivables, as at March 31, 2012, Cinram Retail’s
assets consisted primarily of approximately $733,750 of investment property, which investment

property was sold in May 2012 for net proceeds of approximately $750,000.

122. Cinram Retail is a Guarantor under the Credit Agreements. Cinram Retail’s

guarantee obligations and intercompany payables constitute its primary liabilities.

(viii) One K

123. One K is a limited liability company existing under the laws of the State of
California and is a wholly-owned subsidiary of CUSH. It is a digital media firm with leased
office facilities in Burbank, California and a sub-office in Olyphant, Pennsylvania providing
creative and technical services and specializing in building enhanced consumer experiences for

movies, TV shows, music, books and games.

124. As at March 31, 2012, One K’s assets consisted primarily of approximately
$1,856,942 of accounts receivables, $2,145,408 of work in process, $1,141,809 of intangible

assets and $836,859 of plant, property and equipment.

125. One K is a Guarantor under the Credit Agreements. In addition to its guarantee
obligations and its intercompany payables, as at March 31, 2012, One K’s liabilities consisted
primarily of approximately $498,514 of current employee benefits and $482,064 of accounts

payable.
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European Entities

126. The European entities shown on the Cinram corporate chart are not Applicants in

these proceedings. Certain of the European entities are Guarantors under the Credit Agreements,

namely:

b)

d)

Cinram Netherlands, a holding company organized under the laws of the
Netherlands of which 99.95% is held by CII and 0.05% by 1362806 that

does not carry on any business operations;

Cinram Europe B.V., a holding company organized under the laws of the
Netherlands that is a wholly-owned subsidiary of Cinram Netherlands
which carries on certain administrative functions for Cinram’s European

structure;

Cinram Operations UK Limited, a company organized under the laws of
the United Kingdom providing replication services from a leased facility

in Ipswich, England;

Cinram Holdings GmbH, a holding company organized under the laws of

Germany that does not carry on business operations;

Cinram GmbH, a company organized under the laws of Germany
providing replication, distribution and printing services from its owned

and leased facilities in Alsdorf, Germany; and
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f) Cinram International (Hungary) Kft, a company organized under the laws
of Hungary that is a wholly-owned subsidiary of CII that does not carry on
business operations and that is in the process of a voluntary corporate

dissolution under the control of an administrator in Budapest, Hungary.

127. While Cinram Holdings GmbH and Cinram GmbH are both Guarantors under the
Credit Agreement, the guarantees provided by them are limited as a result of German corporate

law, which is embodied in the German limitation language in the Credit Agreements.

128. The remaining European entities that form part of the Cinram Group are not

Borrowers or Guarantors under the Credit Agreements.

129. The European entities mainly operate in the United Kingdom through Cinram
Operations UK Limited and Cinram Logistics UK Limited; in Germany through Cinram GmbHj;
and in France through Cinram Optical Discs and Cinram Logistics France SA. At the top of the

Cinram Group’s European structure are holding companies in the Netherlands.

130. European operations in the UK, Germany and France collectively employ
approximately 1,900 permanent employees, certain of which are party to collective agreements
and many of which are entitled to receive pension and/or other retirement benefits from the

relevant European entity.

131. On May 29, 2012, one of the French operating entities, Cinram Optical Discs, that
provides replication services through a facility in Louviers, France owned by SCI Cinram
France, commenced insolvency proceedings in France. Cinram Optical Discs’ DVD

manufacturing operation has been impacted by a steady decline in volumes in recent years. It is
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not intended that any insolvency proceedings will be commenced with respect to any of

Cinram’s other European entities.

(D)  Credit Agreements

132. The Original Credit Agreement provided a term loan and revolving credit
facilities with a maturity date of May 5, 2011. Each of the borrowers and guarantors under the
Original Credit Agreement guaranteed the obligations of each other thereunder. As security for
the repayment of the amounts owed under the Original Credit Agreement, each of the borrowers

and guarantors granted security over all or substantially all of its respective assets.
() Refinancing and Recapitalization

133. On April 11, 2011, Cinram completed a refinancing and recapitalization

transaction (the “Refinancing and Recapitalization”).

134, The key elements of the changes to Cinram’s capital structure included: (1) an
amendment and extension of the Original Credit Agreement to December 31, 2013 pursuant to
the First Lien Credit Agreement; (2) an increase to the interest rate on the term loan (the “Term
Loan”) under the First Lien Credit Agreement; (3) a reduction in the amount of the existing
Term Loan by $120 million; and (4) a reduction of commitments under the revolving facility

from $100 million to $35 million.

135. The reduction of the Term Loan as at April 11, 2011 was effected through (1) a
cash pay-down at closing of the Refinancing and Recapitalization in the principal amount of $30

million and (2) an exchange of outstanding first-lien term debt in the amount of $90 million for
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$90 million second-lien secured debt (the “Second Lien Debt”) mandatorily exchangeable into

equity of Cinram Fund on December 31, 2011 pursuant to the Second Lien Credit Agreement.

136. Lenders also received cash and units in Cinram Fund as consideration for the

Refinancing and Recapitalization.
(i)  Mandatory Exchange of Second Lien Debt

137. The Second Lien Debt was not repaid prior to the December 31, 2011 exchange
date. As a result, pursuant to the terms of the Second Lien Credit Agreement, on January 3,
2012, Cinram Fund completed the issuance of 373,172,682 Cinram Fund units in exchange for
the $90 million original principal amount of the Second Lien Debt and $308,000 of accrued
interest which certain of the holders of the Second Lien Debt elected to exchange. Following the
exchange, approximately $11.6 million of accrued interest owing to those holders who elected to
retain their portion of accrued interest paid in kind remained outstanding under the Second Lien

Credit Agreement with a maturity date of December 31, 2013,
(iii) Amendments to the Credit Agreements

(a) August 2011 Amendment

138. In August 2011, Cinram sought amendments to the Credit Agreements following
disappointing results for the first half of 2011 due primarily to a decline in customer order

volumes.

139. On August 12, 2011, Cinram completed amendments to the First Lien Credit

Agreement and the Second Lien Credit Agreement (the “August 2011 Amendment”). Key
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changes resulting from the amendments included: (1) changes to certain financial covenants
under the Credit Agreements; (2) interest rate increases on both the Term Loan and the Second
Lien Debt; (3) the addition of certain restrictions on permitted expenditures for certain items; and
(4) the addition of a requirement for lender approval of a multi-year financial plan by no later
than March 15, 2012 (the “Business Plan”). Also, as described below, pursuant to the August
2011 Amendment, Cinram engaged Moelis as investment banker to assist Cinram in a review of

Cinram’s strategic alternatives.

(b)  Waivers to Credit Agreements

140. Continued decline in customer volumes for the fourth quarter of 2011 resulted in
Cinram seeking waivers to certain covenants in the Credit Agreements, including covenants
pertaining to the leverage ratio and interest coverage ratio. A series of waivers was extended
from December 2011 to June 30, 2012, relating to certain financial covenants and, commencing
in March 2012, relating to timing for lender approval of the Business Plan and certain other
financial reporting requirements. Upon expiry of the waivers, the Lenders will have the ability to

demand immediate repayment of the amounts outstanding under the Credit Agreements.

(E)  The Need for Relief

>i) Economic Challenges

141. As described above, Cinram operates in an industry where there is a high degree
of customer concentration and where production levels and cash flows in any period are

materially affected by the timing and commercial success of customer product releases.
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Although Cinram has secured exclusive multi-year contracts with key customers, these come up

for renewal at different times and typically do not include volume commitments.

142.

The economic downturn in Cinram’s primary markets of North America and

Europe has impacted consumers’ discretionary spending and adversely affected the industry. For

example, according to industry information:

()

(b)

(©)

143.

U.S. consumer home entertainment rental and sell-through spending decreased in
2011, led by shrinking rental revenue from retail stores and fewer DVD sales, and
while Blu-ray disc sales increased, total spending on packaged videos fell 13% in

2011 compared to 2010;

the physical CD replication industry is currently relatively fragmented and
continues to experience declines as consumers switch to digital distribution
(although CD sales during 2011 were ahead of expectations given attractive
consumer pricing for this format at the retail level) and consolidation and
rationalization are expected to continue due to decreasing CD demand and excess

capacity in the industry; and

video game consoles, with a typical life cycle of four to six years, have been

experiencing price reductions and falling sales in software and hardware.

Following the economic downturn and reduced discretionary spending

experienced industry-wide described above, over the past four years, Cinram has experienced

significant declines in revenue and EBITDA, resulting in part due to customer losses, reductions

in pricing and declining customer order volumes.
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144. Annual revenue for fiscal years 2008, 2009, 2010 and 2011 was approximately
$1,714 million, $1,453 million, $1,109 million and $801 million respectively. The 28% decline
in revenue in 2011 was driven primarily by lower revenue in Cinram’s core Pre-recorded
Multimedia Products segment, and to a lesser extent, lower video game revenues. This decline in
revenue was partially offset by a company-wide reduction in labour and overhead costs through

facility rationalization and headcount reduction.

145. Cinram’s EBITDA has also been declining since 2008 with EBITDA for fiscal
years 2008, 2009, 2010 and 2011 being approximately $259 million, $182 million, $132 million
and $28 million respectively. Cinram’s net loss from continuing operations was $87.6 million in

2011, compared to net earnings of $15.7 million in 2010.

146. A contributing factor to declining revenues was the loss of a major customer,
representing approximately 32% of Cinram’s 2009 total consolidated revenues, that exercised its
option to terminate its service agreements with Cinram, which had a direct impact on its global

operations, including North America, Mexico (now closed), UK, France, Germany and Spain.

147. Another contributing factor is significant pricing pressures exerted by Cinram’s
major customers. Cinram is engaged in an industry that is highly price competitive where some
competitors have greater financial and other resources than Cinram or are lower-cost, offshore
replicators. In addition, as a result of defined contractual commitments, absent renegotiation, the
average replication prices for DVDs and Blu-ray discs are expected to continue to decline in
coming years. In many instances, renegotiation of terms of Cinram’s agreements with its
customers has resulted in lower pricing and margins. Cinram expects that future price declines

will be less than recent price declines due to the maturation of the cost structure of the format.
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Price negotiations with customers typically occur on an annual basis as a result of market tests or

contract renewals.

148. Declining revenues and EBITDA have made it increasingly difficult for Cinram
to service its significant debt obligations and comply with its financial covenants under the

Credit Agreements.
(i)  Challenges under the Credit Agreements

149. During 2011, Cinram’s primary uses of funds included scheduled debt and

interest payments, and transaction costs associated with the Refinancing and Recapitalization.

150. As previously discussed above, although the Refinancing and Recapitalization
reduced Cinram’s first lien debt by $120 million and resulted in an extension of the maturity date
to December 2013, continuing declines in revenue and EBITDA left Cinram in a position where
it could not meet certain financial covenants under its Credit Agreements. Upon expiry of the
waivers to the Credit Agreements, Cinram would be in default of certain covenants under the
Credit Agreements and the Lenders would be entitled to accelerate and enforce on the debt. None
of the Borrowers or the Guarantors would be able to pay the full amount owing under the Credit

Agreements should it be become immediately due and payable.

(F)  Restructuring Efforts to Date

@) Consolidation/Cost Reduction

151. As set out in Cinram Fund’s 2009 Annual Report, Cinram’s strategic agenda

included the reduction of debt, costs and capital expenditures and a focus on core operations.
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Since 2009, Cinram has taken several steps in an effort to strengthen its operational and financial
position. Cinram has worked to reduce its debt levels by retiring $280 million of debt in 2009
and 2010 and by reducing its debt by an additional $133 million through the mandatory debt
repayments and the Recapitalization and Refinancing in 2011. By December 31, 2011, Cinram

had reduced its debt balance to approximately $235 million.

152. Cinram has also focused on reducing its cost structure by improving direct costs
and fixed overhead efficiencies. Cinram has also reduced its net capital expenditures from $42
million in 2009 to $15 million in 2010. In 2011, Cinram limited its cash capital expenditures, net

of capital lease financing, to $10 million, primarily allocated to additional Blu-ray capacity.

153. Furthermore, Cinram has increasingly focused on its core business of producing
standard DVDs and Blu-ray discs, and on providing related distribution services, with the
intention of disposing of non-core assets, including facility rationalization where appropriate. In
April 2009, Cinram sold substantially all of the assets of Ivy Hill Corporation to MPS. In January
2010, Cinram completed the sale of its owned distribution centre in Simi Valley, California. In
June, 2010 Cinram sold its 50% share of a Mexican joint venture, Cinram LatinoAmericana, S.A

de C.V.

154. As a result of recent terminations of certain customer contracts and decreased
sales volumes under continuing contracts, Cinram has pursued further efforts to consolidate its

business to reduce costs and excess capacity.

155. In 2011, Cinram completed the closure of the Indianapolis distribution site,
consolidating it with its Nashville facility. Cinram is currently in the process of transitioning its

distribution facility in Aurora, Illinois, which provided primarily CD related distribution services
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for a particular customer, to its Nashville facility. This transition process is expected to be

completed on or around June 30, 2012.

156. While Cinram has made significant consolidation efforts to improve efficiency
and reduce costs in response to its declining revenues, and has focussed its efforts on an
increased presence in the growing Blu-ray market, Cinram has as of yet been unable to offset

revenue declines with sufficient fixed cost reductions.
(i)  Recapitalization Efforts

157. As set out above, Cinram completed the Refinancing and Recapitalization to,
among other things, reduce its debt and extend the maturity date of its credit facilities, in an
effort to provide Cinram with increased liquidity and a more sustainable capital structure.

However, due to continued decline in revenues, additional restructuring efforts are required.

158. In this regard, pursuant to the terms of the First Lien Credit Agreement, Cinram
has the option to pay in kind principal and interest amounts due under the agreement in certain
circumstances. On March 28, 2012, Cinram exercised this option in order preserve cash and

improve liquidity levels.
(iif)  Strategic Review Process

159. Pursuant to the August 2011 Amendment, in September, 2011, Cinram engaged
Moelis as investment banker to assist Cinram in a comprehensive and thorough review of
strategic alternatives with the goal of maximizing value for Cinram’s stakeholders. Moelis

sought to identify a potential transaction such as a sale of the company, strategic combination or
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new money investment from a strategic or financial investor, while concurrently evaluating a

possible stand-alone transaction with Cinram’s lenders.

160. As part of this strategic review process, Moelis undertook a comprehensive
assessment of the market for the Cinram Business to identify potential parties that might be
interested in considering an acquisition or investment transaction and contacted 59 parties,
including 54 financial investors and 5 strategic investors. Approximately 26 parties executed
confidentiality agreements. Those that executed confidentiality agreements were provided with a
detailed Confidential Information Memorandum and provided access to a data room. Several
potential bidders submitted non-binding expressions of interest in January 2012. Cinram, its
advisors and Moelis engaged in discussions with such interested parties in order to determine the
optimal structure of transaction and value that could be obtained for the benefit of Cinram’s

stakeholders.

161. During February 2012, Cinram prepared materials further detailing the Cinram
Business and management presented to each of the individual bidders, or a diligence session was
provided in lieu of a management presentation. Cinram management also provided updated

financial projections and answered bidders’ additional due diligence questions.

162. On February 28, 2012, Moelis provided to each potential bidder a Process Letter
requesting a detailed proposal (a “Detailed Proposal”) from each bidder by March 12, 2012.
The Detailed Proposal required bidders to outline proposed transaction terms, due diligence and
other conditions, and a timetable for the proposed transaction. A more limited number of second
round bids were received on or about March 12, 2012 and were reviewed by Moelis, Cinram

management and its advisors.
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163. Moelis and Cinram continued discussions with certain of the second round
bidders each of whom conducted more detailed due diligence, including telephonic and in person
meetings with Cinram management and its advisors, as well as visits to key operating facilities.
Moelis requested receipt of binding indications of interest by April 6, 2012, which binding
proposals were to include specific details, including: (a) value/form of consideration; (b)
transaction structure; (c) assumed/excluded assets and liabilities; (d) timing to close; (€) evidence
of financing; (f) details of any proposed price adjustments; and (g) assumptions of existing

indebtedness.

164. In April, Moelis received an inbound inquiry from a new party expressing interest
in Cinram, who also executed a confidentiality agreement and was provided with access to the

Cinram data room. This was followed shortly with a formal indication of interest.

165. Cinram management, Moelis and Cinram’s legal and financial advisors continued
discussions and conducted meetings with interested parties, while also continuing discussions

with Cinram’s lenders in connection with pursuing a possible stand-alone transaction.

166. After reviewing and considering all of the submissions in the strategic review
process, Cinram after discussion and consultation with Moelis, Cinram’s other advisors and the
Lenders’ advisors, determined that the offer submitted in respect of the Proposed Purchaser was
the best offer submitted in the circumstances taking into account such factors as (i) purchase
price; (ii) conditions for closing; (iii) required financing; (iv) structuring of the transaction; (v)

the timeframe within which the transaction could be closed; and (vi) certainty of close.
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167. ‘Accordingly, Cinram, with the assistance of Moelis, entered into negotiations
with the Proposed Purchaser in respect of the execution of definitive agreements for the sale of

the Purchased Assets and Purchased Shares.

168. The strategic review process culminated with the execution of the Asset Purchase
Agreement by CII and the Proposed Purchaser on June 22, 2012 and with the execution of the
Purchase Offer by the Proposed Purchaser on June 22, 2012. It is currently contemplated that
Moelis will continue assisting Cinram with the completion of the Proposed Transaction through

these CCAA proceedings.

169. Throughout the strategic review process, Cinram kept key stakeholders, including
the Lenders and major customers, apprised of its progress. In addition to discussions in
connection with a potential stand-alone transaction, the Lenders engaged in extensive discussions
with Cinram and its advisors from the commencement of the process with respect to a possible
sale or investment transaction and participated in discussions with potential bidders as part of the
process. Cinram and its advisors also partook in discussions with Cinram’s major customers and
provided updates as to the developments in the process. Such parties have been supportive of
Cinram’s efforts in pursuing a successful restructuring of its business, including through the

Proposed Transaction.

(iv)  Proposed Transaction

170. The Proposed Purchaser is a newly formed entity owned by the Najafi Companies
(“Najafi”), an international private investment firm based in Phoenix, Arizona. As referenced on
the firm’s website, Najafi makes selective investments up to $1 billion in transaction value in

companies with strong management teams across a variety of industries, taking a long-term view
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on its investments and focusing its efforts on creating value through growth and superior
performance. Najafi’s operating investments include, among others, Direct Brands (including

Columbia House), Innovative Brands, Trend Homes and Snowflake Power.

171. As discussed above, the Proposed Transaction contemplates the Proposed
Purchaser, or one or more of its nominees, acquiring the Purchased Assets pursuant to the Asset
Purchase Agreement (the “Asset Sale Transaction™) and the Purchased Shares pursuant to the
Purchase Offer (the “Share Sale Transaction™) for an aggregate purchase price of $82,500,000,
subject to certain adjustments in accordance with the terms of the Purchase Agreement and
Purchase Offer. The Asset Sale Transaction is subject to customary conditions, including receipt
of approval under the Investment Canada Act and other requisite approvals. Completion of the
Share Sale Transaction is also subject to customary conditions, the closing of the Asset Sale
Transaction and completion of workers’ council consultation processes in France, which
processes, I am advised by legal counsel, do not require approval by the applicable workers’
councils. The aim is to close the Asset Sale Transaction and the Share Sale Transaction
simultaneously in August 2012; however, the closing of the Share Sale Transaction may be
extended if necessary to complete certain regulatory consultation matters and subject to the

Purchaser’s right to extend the closing to December 17, 2012.

172. In connection with the Proposed Transaction, CII has agreed not to pursue an
Acquisition Proposal (as defined in the Asset Purchase Agreement), subject to the terms and
conditions of the Asset Purchase Agreement, which include the ability to consider an Acquisition
Proposal that is reasonably expected to lead to a Superior Proposal (as defined in the Asset
Purchase Agreement). If CII terminates the Asset Purchase Agreement for the purpose of

entering into a binding written agreement with respect to a Superior Proposal, CII must pay to
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the Proposed Purchaser a fee in the amount of $2,250,000, and in certain additional
circumstances. The Share Sellers have also agreed not solicit any other transactions with respect

to any shares of Cinram’s European entities.

173. Further details with respect to the Proposed Transaction will be set out in the

affidavit filed in support of the Sale Approval Motion.
(v)  Support Agreement

174. As discussed above, on June 22, 2012, Cinram Fund, the Borrowers under the
Credit Agreements and lenders forming the Steering Committee (the “Initial Consenting
Lenders”) entered into a Support Agreement pursuant to which the Initial Consenting Lenders
agreed to support the Proposed Transaction to be pursued through these CCAA proceedings (the

“Suppert Agreement”). A copy of the Support Agreement is attached as Exhibit “F” hereto.

175. The Proposed Transaction has the support of lenders representing approximately
40% of the loans under the First Lien Credit Agreement. Cinram anticipates further support of
the Proposed Transaction from additional lenders following the public announcement of the

Proposed Transaction.

176. Pursuant to the Support Agreement, lenders under the First Lien Credit
Agreement who execute the Support Agreement or a Consent Agreement (as defined in the
Support Agreement) prior to July 10, 2012 (the “Consent Date”) are entitled to receive consent
consideration (the “Early Consent Consideration”) equal to 4% of the principal amount of
loans under the First Lien Credit Agreement (excluding any letter of credit exposure or amounts

outstanding under the first-out revolving credit facility) held by such Consenting Lender as of the
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Consent Date, payable in cash from the net sale proceeds under the Purchase Agreement
received on closing of the Proposed Transaction upon distribution of such proceeds in the CCAA
proceedings. The Applicants request a Court-ordered charge over the assets and property of the
CCAA Parties that are Borrowers and Guarantors (the “Charged Property”) as security for the
Early Consent Consideration (the “Consent Consideration Charge”), subject to the prior

payment in full of all obligations under the first-out revolving credit facility.

177. The Support Agreement terminates automatically if, among other reasons, the
Purchase Agreement is terminated in accordance with the terms thereof, and may be terminated
by the Majority Consenting Lenders (as defined in the Support Agreement) if, among other

reasons, the Asset Sale Transaction has not closed by September 15, 2012.

III. CCAA PROCEEDINGS

178. CII, Cinram Fund, CII Trust and the companies listed in Schedule “A” are
Applicants within the CCAA proceedings. For reasons discussed in this Affidavit, it is
appropriate for this Honourable Court to exercise its jurisdiction to grant the Initial Order in
respect of CII, Cinram Fund, CII Trust and the companies listed in Schedule “A” and to extend

the protections under the Initial Order to Cinram LP.

(A) The Applicants are Insolvent for the Purposes of the CCAA

179. Despite its comprehensive efforts to consolidate operations and to restructure or
recapitalize the Cinram Business, Cinram remains unable to satisfy certain covenants under the

Credit Agreements and has been unable to repay or refinance the amounts owing under the
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Credit Agreements or find an out-of-court transaction for the sale of the Cinram Business with

proceeds that equal or exceed the amounts owing under the Credit Agreements.

180. Reduced revenues and EBITDA and increased borrowing costs have significantly
impaired Cinram’s ability to service its debt obligations. Although the Cinram Business is
generating positive EBITDA, it will not generate sufficient funds to enable Cinram to comply
with its obligations under the Credit Agreements. There is no reasonable expectation that
Cinram will be able to service its debt load in the short to medium term given forecasted net
revenues and EBITDA for the remainder of fiscal 2012 and for fiscal 2013 and 2014. In light of
the financial circumstances of the Cinram Group, it is not possible to obtain additional financing

that could be utilized to repay the amounts owing under the Credit Agreements.

181. Additionally, the decline in revenues and EBITDA generated by the Cinram
Business has caused the value of the Cinram Business to decline. As a result, the aggregate
value of Cinram’s Property, taken at fair value, is not sufficient to allow for payment of all of the

Applicants’ obligations due and accruing due.

182. Cinram has been unable to find an out-of-court solution to its financial
difficulties, and there is no reasonable expectation that the Cinram Group’s financial condition
will improve absent these restructuring proceedings. Without a successful restructuring,
indications suggest that the Cinram Group’s liquidity and ability to service its cash payment
obligations will deteriorate further with a corresponding erosion of the value of the Cinram

Business.

183. Were the Lenders to accelerate the amounts owing under the Credit Agreements,

the Borrowers and the other Applicants that are Guarantors under the Credit Agreements would
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be unable to meet their debt obligations. Cinram Fund would be the ultimate parent of an

insolvent business. The Applicants are therefore insolvent.

(B)  Stay of Proceedings under the CCAA

184. The Applicants are concerned that in light of the Applicants’ financial
circumstances, there could be a fast and significant erosion of value to the detriment of all

stakeholders. In particular, the Applicants are concerned about the following risks:

a) the Lenders demanding payment in full for money owing under the Credit
Agreements;
b) potential termination of contracts by key suppliers; and
c) potential termination of contracts by customers.
185. Because of the integration of the Cinram Business, the above risks also apply to

the Applicants’ subsidiaries, including Cinram LP. It would be detrimental to the CCAA Parties’
ability to restructure and implement the Proposed Transaction if proceedings were commenced
or rights and remedies were exercised against Cinram LP, a part of the Cinram Group, or if
proceedings were commenced or rights and remedies were exercised against the CCAA Parties’
subsidiaries that are also party to contracts with one or more of the CCAA Parties (whether as
surety or guarantor or otherwise) (the “Subsidiary Counterparties”) by any of the third parties
to such agreements. This would also lead to an erosion of value of the Cinram Business, to the
detriment of all Cinram stakeholders. Accordingly, the Initial Order in the form submitted by the

Applicants contains provisions enjoining the exercise of rights and remedies against the CCAA

68



69

-54 -

Parties and the Subsidiary Counterparties with respect to claims relating to any agreement

involving the CCAA Parties or the obligations of the CCAA Parties.

186. Having regard to the circumstances, and in an effort to preserve the value of the
Cinram Business, the commencement of the within CCAA proceedings and the granting of a stay
of proceedings relating to the CCAA Parties and the Subsidiary Counterparties in order to permit
the CCAA Parties to restructure their affairs and implement the Proposed Transaction are in the

best interests of the CCAA Parties and their stakeholders.

187. Furthermore, in the circumstances, without a stay of proceedings to enable the
CCAA Parties to restructure and obtain debtor-in-possession financing (“DIP Financing”), the

CCAA Parties would not be able to service their debt load or meet their debts as they become

due.
(C)  The Monitor
188. FTI Consulting Canada Inc. (“FTI”) has been retained to, among other things, act

as Monitor in potential CCAA proceedings. FTI has been engaged as Cinram’s financial advisor
since February 2010, initially in North America and its affiliate subsequently in Europe, to,
among other things, assist with liquidity management and reporting (including assisting with the
preparation of cash flow forecasts), the development and implementation of the Business Plan
and the identification of cost reduction and other liquidity enhancement opportunities. The
professionals of FTI who have carriage of this matter, and who will have carriage of this matter
for FTI as the Monitor, have acquired considerable knowledge of the Cinram Group and the
Cinram Business since the commencement of their engagement as financial advisor. FTI is

therefore in a position to immediately assist the CCAA Parties with any restructuring process.
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189. FTI has consented to act as the Monitor of the CCAA Parties in the within

proceedings (the “Monitor”), subject to Court approval.

190. In connection with FTI's appointment as the Monitor, it is contemplated that a
Court-ordered charge over the Charged Property would be granted in favour of the Monitor, its
legal counsel, the CCAA Parties’ Canadian and U.S. legal counsel, the Canadian and U.S.
counsel to the DIP Agent (defined below), the DIP Lenders (defined below), the Administrative
Agent and the Lenders under the Credit Agreements, and the financial advisor to the DIP
Lenders and the Lenders under the Credit Agreements, in respect of their fees and disbursements
incurred at their standard rates and charges, and in favour of Moelis in respect of the fees and
expenses to be paid to Moelis pursuant to the engagement letter between Moelis and CII dated
September 23, 2011 (the “Administration Charge”), which Administration Charge is to be in

an aggregate amount of CAD$3.5 million.

(D)  Chapter 15 Proceedings

191. It is contemplated that these CCAA proceedings will be the primary Court-
supervised restructuring of the CCAA Parties. Although Cinram has operations in the United
States and certain of the Applicants are incorporated under the laws of the United States, Canada

is the nerve centre of the Cinram Group.

192. The CCAA Parties require a recognition order under Chapter 15 to ensure that the
CCAA Parties are protected from creditor actions in the United States (including under the
Credit Agreements pursuant to which the U.S. Applicants are either Borrowers or Guarantors)
and to assist with the global implementation of the Proposed Transaction to be completed

pursuant to these CCAA proceedings. The Applicants are thus seeking authorization in the
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proposed Initial Order for (i) Cinram ULC to seek recognition of these proceedings as “Foreign
Main Proceedings” and seek such additional relief required in connection with the prosecution of
any sale transaction, including the Proposed Transaction; and (ii) the Monitor, as a Court-
appointed officer, to assist the CCAA Parties with any matters relating to any of the CCAA
Parties’ subsidiaries and any foreign proceedings commenced in relation thereto. The Monitor
will remain actively involved in assisting Cinram ULC as the foreign representative in the
Chapter 15 proceedings and will assist in keeping this Honourable Court informed of

developments in the Chapter 15 proceedings.

193. The Applicants intend that the relief requested in the Chapter 15 proceedings will

include, among other things:

a) recognition of these CCAA procéedings as “Foreign Main Proceedings”;
b) establishment of Cinram ULC as foreign representative; and
C) enforcement of the Initial Order in the United States, including enforcement of the

stay of proceedings (including in respect of enforcement and termination rights of
any party against any of the CCAA Parties and the Subsidiary Counterparties), the

critical supplier provisions and the DIP Financing related provisions.

194. As mentioned previously, Cinram’s European entities are not Applicants in these
proceedings and it is not intended that any insolvency proceedings will be commenced with
respect to Cinram’s European entities except for Cinram Optical Discs, which has commenced

insolvency proceedings in France.
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As previously noted, the CCAA Parties are part of the integrated Cinram Group

headquartered in Canada with operations in Canada, the United States, and Europe. The Cinram

Group and the proposed Monitor believe that the centre of main interest (“COMI”) of the CCAA

Parties is in Canada based on the following factors:

(2)

(b)

(©)

(d)

(€)

®

the Cinram Group is managed on a consolidated basis out of the corporate
headquarters in Toronto, Ontario, where corporate-level decision-making and

corporate administrative functions are centralized,;

key contracts, including among others, major customer service agreements, are

negotiated at the corporate level and created in Canada;

the Chief Executive Officer and Chief Financial Officer of CII, the main
operating entity in the Cinram Group, who are also directors, trustees and/or

officers of other entities in the Cinram Group, are based in Canada;

meetings of the board of trustees and board of directors typically take place in

Canada,

pricing decisions for entities in the Cinram Group are ultimately made by the

Chief Executive Officer and Chief Financial Officer in Toronto, Ontario;

cash management functions for Cinram’s North American entities, including the
administration of Cinram’s accounts receivable and accounts payable, are

managed from Cinram’s head office in Toronto, Ontario;
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(1)

)

(k)
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although certain bookkeeping, invoicing and accounting functions are performed
locally, corporate accounting, treasury, financial reporting, financial planning, tax
planning and compliance, insurance procurement services and internal audit are

managed at a consolidated level in Toronto, Ontario;

information technology, marketing, and real estate services are provided by CII at

the head office in Toronto, Ontario;

with the exception of routine maintenance expenditures, all capital expenditure

decisions affecting the Cinram Group are managed in Toronto, Ontario;

new business development initiatives are centralized and managed from Toronto,

Ontario; and

research and development functions for the Cinram Group is a corporate-level
activity centralized at Toronto, Ontario, including the Cinram Group’s corporate-

level research and development budget and strategy.

It is most expedient and efficient that the restructuring of Cinram and the

treatment of Cinram’s debt obligations be implemented through one restructuring proceeding

that is overseen and directed by this Honourable Court in Canada, which is Cinram’s home

jurisdiction and the centre of the CCAA Parties’ management, business and operations.
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(E) Funding of the Cinram Group

@) Cash Flow Forecast

197. A copy of cash-flow forecast prepared by the Applicants with the assistance of the

proposed Monitor is attached hereto as Exhibit “G” (the “Cash Flow Forecast”).

198. As set out in the Cash Flow Forecast, the Applicants will require additional
funding from the commencement of these CCAA proceedings. The principal uses of cash during
the next 13-week period will consist of the costs associated with ongoing payments made in the
ordinary course in respect of employee compensation, rent, procurement, raw materials and
supplies, utility services, and other supplier obligations, and professional fees and disbursements

in connection with these CCAA proceedings.
(ii)  DIP Financing

199. As indicated in the Cash Flow Forecast, the Applicants do not have sufficient
funds available to meet their immediate cash requirements as a result of their current liquidity
challenges. The Applicants require access to DIP Financing in the amount of $15 million to: (a)
maintain sufficient minimum operating liquidity; (b) allow for payment of financial obligations
during the proposed proceedings, including obligations to employees and trade creditors, as well
as to allow the CCAA Parties to properly retain the proposed Monitor and legal counsel to advise
in relation to restructuring options and their investment banker to assist with the ongoing
strategic review and sale transaction process; (c) ensure they can implement their restructuring

initiatives, including the Proposed Transaction, and continue operations; and (d) provide
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assurance to Cinram’s suppliers and customers that the CCAA Parties have sufficient available

liquidity to maintain their business operations and satisfy its supplier and customer obligations.

200. The Applicants have been offered DIP Financing from the lenders forming the
Steering Committee (the “DIP Lenders”) on commercially reasonable terms. As a result, the
Applicants did not canvas the market for other potential lenders. Because this offer for DIP
Financing did not require any alteration of Cinram’s accounts and included similar terms to
facilities under the First Lien Credit Agreement, the Applicants are of the opinion that there was
no commercial advantage to pursuing other arrangements for DIP Financing. In addition, the DIP
Lenders are already familiar with Cinram’s business and financial profile as well as its
restructuring options as a result of their involvement in discussions with Cinram’s advisors
throughout Cinram’s strategic review process. Any other offer from other lenders would have
required a great deal of time and expense to pursue, could have required a new cash management
system and would have had to deal with the security granted in connection with the Credit

Agreements.

201. Conditions precedent to the availability of the DIP Financing include: (i) the entry
of the Initial Order and the Interim Recognition Order (as defined in the DIP Credit Agreement
(as defined below)), each in form and substance satisfactory to the DIP Agent and the Majority
Lenders (as defined in the DIP Credit Agreement); and (ii) the payment of fees required to be
paid to the Administrative Agent and the DIP Lenders pursuant to the DIP Fee Letter (as defined

below).

202. Subject to certain terms and conditions, including the granting of the requested

Initial Order providing for a Court-ordered super-priority charge, Cinram has negotiated a
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debtor-in-possession credit agreement (the “DIP Credit Agreement”) with the DIP Lenders
through JPMorgan Chase Bank, N.A. as administrative agent (the “DIP Agent”) whereby the
DIP Lenders agree to provide the DIP Financing in the form of a term loan in the amount of $15

million.

203. A copy of the DIP Credit Agreement is attached as Exhibit “H” hereto. The DIP
Credit Agreement includes certain schedules which contain sensitive competitive and
confidential information. These schedules will be provided to the Court under seal and a sealing
order will be sought with respect to such information. I believe sealing these schedules to the

DIP Credit Agreement is appropriate in the circumstances.

204. In connection with the DIP Financing, CII has also entered into a fee letter (the
“DIP Fee Letter”) with the DIP Agent, pursuant to which the DIP Lenders are entitled to
receive a fee in connection with providing the DIP Financing, and the DIP Agent is entitled to
receive an agent fee upon the Draw Date (as defined in the DIP Credit Agreement). A copy of

the DIP Fee Letter is attached hereto as Exhibit “I”.

205. The DIP Financing is proposed to be secured by a Court-ordered priority security
interest, lien and charge (the “DIP Lenders’ Charge”) on all the Charged Property that will
secure all post-filing advances. The DIP Lenders’ Charge is to have the super priority described
in Section II(T) of this Affidavit. The DIP Lenders’ Charge will not secure any obligation that

exists before the Initial Order is made. The Applicants considered the best interests of all their

stakeholders in securing the DIP Financing.

206. CUSH is the borrower under the DIP Financing (the “DIP Borrower”) and the

other CCAA Parties (with the exception of the Fund Entities) are guarantors under the DIP
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Credit Agreement (together with the DIP Borrower, the “DIP Obligors”). The DIP Borrower
will use the DIP Financing to fund, among other things, their working capital requirements. The
DIP Credit Agreement will permit the DIP Borrowers to transfer funds drawn on the DIP
Financing to DIP Obligors that are guarantors to satisfy the working capital and other liquidity
requirements during these proceedings. Absent the ability to make intercompany transfer of
funds, the Applicants would not be able to finance their operations or pursue their restructuring

initiatives.

207. The Applicants propose that the Monitor will provide oversight and assistance
and will report to the Court in respect of the CCAA Parties’ actual results relative to the Cash
Flow Forecast during these proceedings. Existing account procedures will provide the Monitor

with the ability to track the flow of funds for the various Cinram entities.

208. Because the proposed DIP Financing is being provided by the lenders forming the
Steering Committee, who are senior secured creditors of the Applicants, the Applicants are of the

view that there will be no material prejudice to any of their existing creditors.

209. For all of the above reasons, the Applicants are seeking approval of the proposed
DIP Financing to accommodate the anticipated liquidity requirements during these CCAA

proceedings.

(iii) Cash Management System

210. As a result of the integration of the business and operations of the Cinram Group,
and in order to increase operational and financial efficiencies, Cinram employs a centralized cash

management system (the “Cash Management System”) to deal with cash management,
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collections, disbursements and intercompany payments. The Applicants seek the authority to
continue to use the existing Cash Management System and to maintain the funding and banking

arrangements already in place.

211 Cinram’s Cash Management System for North America is primarily managed and
monitored from CII’s head office in Toronto, Ontario. The Cinram Group maintains bank
accounts in Canada, the U.S. and Europe. Bank accounts maintained by Cinram’s European

entities are monitored by CII but are subject to the control of the management of the local entity.

212, With a few exceptions, the accounts of the Canadian Applicants and Cinram LP
are maintained with HSBC Bank of Canada (“HSBC”) and JPMorgan Chase Bank
(“JPMorgan”), and the U.S. accounts of the U.S. Applicants are maintained with JPMorgan. On
or around May 25, 2012, each of the U.S. Applicants opened a new Canadian-based bank
account with JPMorgan. Exhibit “J” presents a schematic diagram of the principal funds flows

between the CCAA Parties’ bank accounts.

213. The primary Canadian banking and treasury functions managed through the head
office at CII include co-ordinating North American cash management, depositing Canadian
customer payments; processing and paying vendor and other payables; funding Canadian
payroll; initiating and receiving intercompany payments to/from U.S. and European subsidiaries;
and processing and paying interest and principal payments with respect to the portion of the first

lien debt allocated to CII.

214. CII has four active bank accounts at HSBC, namely: (1) a general Canadian dollar
account primarily used for depositing Canadian dollar denominated customer payments and

making Canadian dollar denominated vendor payments; (2) a general U.S. dollar account
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primarily used for depositing U.S. dollar denominated customer payments and making U.S.
dollar denominated vendor payments; (3) a general Euro account used primarily for sending and
receiving intercompany transfers from Cinram’s European subsidiaries (other than the UK-based
entities) and to process Euro-denominated payments to vendors; and (4) a general GBP account
used primarily for sending and receiving intercompany transfers from Cinram’s UK-based
subsidiaries and to process GBP-denominated payments to vendors. CII also has one account
with TD Canada Trust used with respect to customer payments made by credit card, and one
U.S. dollar account with JPMorgan used to process certain U.S. dollar denominated payments

with respect to vendor and other payables.

215. With respect to the U.S. Applicants, the principal operating concentration account
is with Cinram Manufacturing. Transfers are made when required between the Cinram
Manufacturing operating concentration account and the CUSH concentration account to facilitate
payments and advances to CII. Until the filing date, drawdowns and repayments on the secured

revolving credit facilities were made by CUSH and funded into its concentration account.

216. Cinram Manufacturing maintains a separate payroll disbursements account.
CUSH maintains a separate benefits disbursement accounts. These payroll and benefits
disbursement accounts are operated as zero-balance accounts that draw on the main Cinram
Manufacturing operating concentration account. Cinram Manufacturing also maintains a pre-
funded benefits disbursement account that holds funds for workers’ compensation benefits under

a former workers’ compensation insurance program.

217. Each of Cinram Distribution, Cinram Wireless, Cinram, Inc., One K and Cinram

Retail maintains a depository account for customer collections and other receipts and a zero-
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balance disbursement account from which payments are made and, when required to cover a

payment, draws on the applicable depository account.

218. Transfers are made between the accounts to make intercompany reimbursements,
settle (or partially seitle) intercompany balances and to meet the fluctuating liquidity
requirements. Intercompany accounts are reconciled monthly. The proposed Initial Order
includes the authorization to complete intercompany transfers among the CCAA Parties (other

than between a CCAA Party that is not a Fund Entity and a Fund Entity).

219. The current Cash Management System includes the necessary accounting controls
to enable the CCAA Parties, as well as its creditors and this Honourable Court, to trace funds
through the system and ensure that all transactions are adequately ascertainable. As such, it is

hereby requested that this Honourable Court grants a continuation of the current system.

(F)  Payments during the CCAA Proceedings

220. During the course of these CCAA proceedings, the Applicants intend to make
payments for goods and services supplied post-filing in the ordinary course as set out in the Cash

Flow Forecast described above and as permitted by the Initial Order.

221. It is also contemplated by the Cash Flow Forecast that employee wage and KERP
(as defined below) obligations relating to active employment will be paid in the ordinary course,

whether such obligations are incurred pre- or post-filing.
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(i) Payments for Shared Services

222. There is a significant degree of administrative and operational integration among
the Applicants. The Applicants share several management and operational services (the “Shared
Services”) which are primarily provided through CII’s head office in Toronto. The principal
Shared Services include: (i) management services provided by CII; (ii) certain information
technology, accounting, accounts payable, accounts receivable, financial planning, internal audit,
marketing, treasury, real estate and tax services provided by CII; and (iii) certain finance,
accounting, legal, human resources, payroll, billing, freight management, procurement and

engineering services shared among the Applicants.

223. Additional operational integration exists through the performance by certain of
the Applicants, namely CII, Cinram Manufacturing and Cinram, Inc., of replication and other
manufacturing services for each other as production volumes and plant capacities warrant. The
Applicants also share other ancillary and as-needed services, including creation of master discs

and refurbishment of production equipment parts.

224. The costs of the Shared Services are shared among the entities receiving them
generally according to the relative revenues of the entities sharing a particular service or
function. For example, where one of Cinram, Inc, Cinram Manufacturing or CII performs
replication for another of these companies, it charges the receiving company a transfer price of
approximately 95% of the price charged by the receiving company to its external customer.

Other ancillary services are exchanged approximately at cost.

225. As a result of the operational integration of the businesses, there is a significant

volume of financial transactions between and among the Applicants, including, among others,
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charges by the Cinram entities providing Shared Services to other Cinram entities of
intercompany accounts due from the recipients of those services, and charges by the Cinram
entities that manufacture and furnish products to another Cinram entity of intercompany accounts

due from the receiving entity.

(i)  Critical Suppliers

226. Cinram relies on efficient and expedited supply of products and services from its
suppliers and service providers in order to ensure that its operations continue in an efficient
manner so that it can satisfy customer requirements. The CCAA Parties have worked with FTI,
the proposed Monitor, to identify suppliers and service providers that they have determined to be
critical to the continued operation of the Cinram Business. The CCAA Parties and FTI
considered various factors in determining these critical suppliers and service providers,
including: (i) the importance of the supplier/provider to Cinram’s operations; (ii) the nature of
the goods or services supplied and whether there are alternative supply sources; (iii) the ability of
the supplier/provider to either remain in business or continue normal operations if not paid; (iv)
the ability and likelihood that the supplier/provider may delay or otherwise restrict supplying
'goods or services in the event of Cinram’s non-payment; (v) the volume of the goods or services
supplied; (vi) the potential for disruption of Cinram’s operations if the supplier delays or fails to
expedite supply of goods or services pursuant to their existing contracts; (vii) the ability of the
supplier to maintain a possessory lien on the property; and (viii) the amount that Cinram

currently owes to each supplier/provider.

2217. It is my understanding that a stay of proceedings may require suppliers to

continue to supply goods and services but will not allow the CCAA Parties to require suppliers to
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extend credit. Furthermore, it is my understanding that, without approval from the Court,
amounts owing to suppliers in respect of pre-filing debt cannot be paid. For the reasons
discussed below, the CCAA Parties are seeking Court approval to allow (but not require) them to
pay certain pre-filing amounts to critical suppliers and service providers, but only with Monitor

approval.

228. Cinram relies on its extensive network of suppliers and service providers to
ensure Cinram’s ability to provide replication and distribution services to its customers in a
timely and flexible manner. Cinram operates in a highly competitive environment where the
timely provision of its products and services is essential in order for Cinram to remain a

successful player in the industry and to ensure the continuance of the Cinram Business.

229. The provision of utilities is also necessary for the functioning of Cinram’s
operations. Any interruption of the supply of power to Cinram’s operations would cause

significant production problems.

230. Cinram intends to continue to rely on those suppliers and service providers with
which it has contracts or arrangements that were entered into prior to the date of the filing. The
CCAA Parties require flexibility to ensure adequate and timely supply of required products and
to attempt to obtain and negotiate credit terms with its suppliers and service providers. In order
to accomplish this, the CCAA Parties require the ability to pay certain pre-filing amounts and
post-filing payables to those suppliers they consider essential to the Cinram Business, as
approved by the Monitor. Due to Cinram’s current financial circumstances, further tightening of
credit terms would be detrimental to Cinram’s ability to continue its operations. The CCAA

Parties must ensure continued good relations with suppliers and service providers and be able to
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offer them a variety of options related to the terms upon which they will continue to supply to

Cinram during these proceedings.

231. In addition, there are several suppliers who may have the ability to exercise
possessory liens or use otherwise lawful means to require the CCAA Parties to pay the amounts
outstanding to them. Any such action rhay disrupt Cinram’s operations and negatively impact
any potential restructuring. The CCAA Parties require the flexibility to pay these suppliers or, if
applicable, to stay any exercise of such a possessory lien in order to ensure continued

uninterrupted operations.

232. As set out in further detail in the Proposed Monitor’s Pre-Filing Report, the Cash
Flow Forecast currently contemplates the ability to make pre-filing payments to critical suppliers
when such payments are approved by the Monitor, the DIP Agent and the Administrative Agent,
in accordance with a consultation and approval process agreed to among the Monitor, the DIP

Agent, the Administrative Agent and the CCAA Parties.
(iii)  Customer Programs

233. The CCAA Parties have several customer programs in place pursuant to existing
contracts or arrangements with certain of their customers, including: (1) retroactive price
adjustments resulting from a difference between certain raw material costs estimated at the time
of order and actual costs incurred by the CCAA Parties; (2) certain relocation payments in
connection with certain of the closures and consolidation efforts by Cinram previously discussed;
(3) discounts for early payments; (4) warranty claims and reimbursements for or replacements of
defective products, and (5) credits relating to pricing adjustments and refundable premiums,

among others.
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234. In order to maintain customer relationships as part of the CCAA Parties’ going
concern business, the CCAA Parties are seeking approval of the Court to continue providing
certain existing customer programs in compliance with the contracts and arrangements in place
with customers and to pay certain amounts owing or allow the customer application of credits in

accordance with certain customer programs.

235. As set out in further detail in the Proposed Monitor’s Pre-Filing Report, the Cash
Flow Forecast currently contemplates customer application of pre-filing credits and the ability to
make pre-filing payments relating to customer programs when such payments are approved by
the Monitor, the DIP Agent and the Administrative Agent, in accordance with a consultation and
approval process agreed to among the Monitor, the DIP Agent, the Administrative Agent and the

CCAA Parties.

(G) Key Employee Retention Program

236. The retention of key employees has been and continues to be of vital importance
to the Cinram Group during its restructuring efforts, including preserving the value of the
Cinram Business in the context of a going concern sale. Cinram developed a key employee
retention program (the “KERP”) with the principal purpose of providing an incentive for eligible
employees, including eligible officers, to remain with the Cinram Group despite the financial
difficulties that the Cinram Group is currently facing. The KERP has been reviewed and

approved by the Board of Trustees of Cinram Fund.

237. The KERP includes retention payments to eligible employees, including eligible
officers, as well as payments to certain eligible officers in connection with a sale transaction or

capital transaction, each as described below.
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238. Agreements with respect to the KERP Retention Payments (as defined below)
were entered into on October 17, 2011 and agreements with respect to KERP Transaction
Payments were entered into on January 17, 2012 (as defined below) when Cinram recognized
certain risks to the retention of its key employees and officers. As a result, the Eligible
Employees and Eligible Officers have to this point relied on the KERP and are focussed on

working to complete a transaction to maximize the value of the Cinram Business.
(i) KERP Payments

239. Cinram has identified certain existing employees employed at Canadian and U.S.
Cinram entities that are critical to the preservation of Cinram’s enterprise value, including certain

officers (the “Eligible Employees™).

240. Under the KERP, each Eligible Employee is eligible to receive a certain
maximum amount (each a “KERP Retention Payment”). The KERP Retention Payments are
payable to the Eligible Employees on two milestone dates as follows, provided that in each case
the Eligible Employee remains employed by Cinram at the date of the KERP Retention Payment:
(1) 25% of each Eligible Employee’s KERP Retention Payment on June 30, 2012, less any
required statutory deductions; and (ii) 75% of each Eligible Employee’s KERP Retention

Payment on December 31, 2012, less any required statutory deductions.

241. If an Eligible Employee resigns or is terminated with cause prior to the date of a
KERP Retention Payment, such Eligible Employee will not be eligible for any KERP Retention
Payments due under the KERP. If an Eligible Employee is terminated without cause at any time

prior to December 31, 2012, such Eligible Employee will remain eligible for KERP Retention
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Payments due under the KERP. All other terms of the Eligible Employees’ employment terms

remain unchanged.

242. In addition to the KERP Retention Payments described above, Cinram’s CEO and
the CFO (each an “Eligible Officer”) shall be eligible to receive a payment upon the completion
of a capital transaction and/or a sale transaction (a “KERP Transaction Payment”, together
with the KERP Retention Payments, the “KERP Payments™) up to a certain maximum amount
as incentive to remain with CII and to oversee such transactions, all with a view to maximizing

value for the Cinram Group and its stakeholders.

243, In order to qualify for a KERP Transaction Payment, the Eligible Officer must be
employed by CII, or its successor, if applicable, as of the 60th day following the closing of any
sale transaction or capital transaction, unless the Eligible Officer has been terminated without
cause or has become employed by the purchaser as a senior officer on the completion of a sale

transaction.

244, If the employment of an Eligible Officer is terminated without cause and a sale
transaction or capital transaction is completed within 6 months of such termination, the Eligible
Officer shall be entitled to receive the KERP Transaction Payment. If the employment of an
Eligible Officer is terminated with cause, the Eligible Officer shall not be entitled to any KERP
Transaction Payment for any subsequently occurring sale transaction or capital transaction. All
terms and conditions of the existing employment arrangements of the Eligible Officers with CII

remain in full force and effect.

245. The Eligible Employees and the Eligible Officers are essential for a successful

restructuring of the Cinram Group and the preservation of Cinram’s value during the
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restructuring process and are likely to seek alternative employment absent the KERP. It would be
detrimental to the restructuring process if Cinram were required to find replacements for Eligible
Employees and/or Eligible Officers during this critical period. It is Cinram’s belief that the
KERP, including the KERP Payments payable thereunder, not only provides appropriate
incentives for the Eligible Employees and the Eligible Officers to remain in their current
positions, but also ensures that they are properly compensated for their assistance in Cinram’s

restructuring process.
(i)  Aurora Facility Retention Payments

246. In connection with the transition of Cinram Distribution’s Aurora facility to its
Nashville facility described above, Cinram entered into retention agreements (the “Aurora
Retention Agreements”) with five key employees (the “Aurora Employees™) critical for the
orderly closure of the Aurora facility and transition of its distribution business to the Nashville
facility. Pursuant to the Aurora Retention Agreements, each Aurora Employee is eligible to
obtain a specified retention payment (collectively, the “Aurora KERP Payments™) provided
that such employee remains employed through the transition period and up through the closure of
the Aurora facility, and does not resign or become terminated prior thereto. It is Cinram’s belief
that the Aurora KERP Payments not only provide appropriate incentives for the Aurora
Employees to remain in their current positions, but also ensure that they are properly
compensated for their assistance in the transition of Cinram Distribution’s business from the

Aurora facility to the Nashville facility.
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(iii) KERP Charge

247. The maximum aggregate amount of KERP Payments and Aurora KERP Payments
is approximately CAD$3 million. The Applicants request a Court-ordered charge in the amount
of CADS$3 million over the Charged Property as security for the KERP Payments and the Aurora

KERP Payments (the “KERP Charge”).

248. A detailed summary of the individual KERP Payments and Aurora KERP
Payments (attached hereto as Exhibit “K”) will be provided to the Court under seal and a sealing
order will be sought with respect to such information. Cinram does not wish to make the salaries
of its employees publically known. I believe sealing this information is appropriate in the

circumstances.

(H)  Trustee, Director and Officer Protections

249. The directors (and in the case of Cinram Fund and CII Trust, the trustees, referred
to herein collectively with the directors as the “Directors/Trustees™) of the Applicants have
been actively involved in the attempts to address the Applicants’ current financial circumstances
and difficulties, including through the exploration of alternatives, communicating with the
principal secured lenders, and the commencement of the within CCAA proceedings. The
Directors/Trustees have been mindful of their duties with respect to the supervision and guidance

of the Applicants in advance of these CCAA proceedings.

250. It is my understanding that in certain circumstances directors and officers can be
held personally liable for certain of a company’s obligations to the federal and provincial

governments, including in connection with payroll remittances, harmonized sales taxes, goods
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and services taxes, workers compensation remittances, etc. Furthermore, [ understand it may be
possible for directors and officers of a corporation to be held personally liable for certain wage-

related obligations to employees.

251. Cinram maintains a Trustee, Director and Officer Insurance Policy (the “Primary
D&O Policy”) with Chartis Insurance Company of Canada (“Chartis”) for the
Directors/Trustees and officers of the Cinram Group which expires on July 1, 2012. The current

Primary D&O Policy provides $25 million in coverage.

252, Cinram also maintains additional insurance coverage that follows the Primary
D&O Policy (the “Excess D&O Policy”) with Lloyd’s of London which similarly expires on
July 1, 2012. The Excess D&O Policy provides $25 million in coverage in excess of coverage

provided by the Primary D&O Policy.

253. In addition, Cinram maintains an insurance policy with Chubb Insurance to
provide coverage in certain circumstances where indemnification and insurance are unavailable
(the “Side D&O Policy”, collectively with the Primary D&O Policy and the Excess D&O
Policy, the “D&O Policies”) which expires on July 1, 2012 and provides up to $10 million in
coverage in excess of coverage provided by the Primary D&O Policy and the Excess D&O

Policy. Cinram is in the process of finalizing a one year extension of the D&O Policy.

254, The D&O Policies contain several exclusions and limitations to the coverage
provided by such policies, and there is a potential for there to be insufficient coverage in respect
of the potential directors’ liabilities for which the Directors/Trustees and/or officers may be

found to be responsible.
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255. The Directors/Trustees and officers of the Applicants have expressed their desire
for certainty with respect to potential personal liability if they continue in their current capacities.
In order to complete a successful restructuring, including the Proposed Transaction, the
Applicants require the active and committed involvement of their Directors/Trustees and senior

officers.

256. I am advised by Cinram’s insurers, Chartis, Lloyd’s of London and Chubb
Insurance, that if Cinram was to file for CCAA protection, and if the insurers agreed to renew the

D&O Policies, there would be a significant increase in the premium for that insurance.

257. The Applicants request a Court-ordered charge in the amount of CAD$13 million
over the Charged Property to indemnify the Directors/Trustees and senior officers of the
Applicants in respect of liabilities they may incur in such capacities from and after the

commencement of these proceedings (the “Directors’ Charge”).

4} Priorities of Charges

258. It 1s contemplated that the priorities of the various charges set out herein will be

as follows:

a) First — the Administration Charge (to a maximum of CAD$3.5 million);

b) Second — the DIP Lenders’ Charge;

C) Third — the Directors’ Charge (to a maximum of CAD$13 million);

d) Fourth — the KERP Charge (to a maximum of CAD$3 million); and

e) Fifth — the Consent Consideration Charge.
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259. The Initial Order sought by the Applicants provides for the Administration
Charge, the DIP Lenders’ Charge, the Directors’ Charge, the KERP Charge and the Consent
Consideration Charge (collectively, the “Charges”) on the Charged Property, ranking in priority
to all other security interests, trusts, liens, charges and encumbrances, claims of secured
creditors, statutory or otherwise (collectively, “Encumbrances”) in favour of any Person,
notwithstanding the order of perfection or attachment, except for any validly perfected security
interest in favour of a “secured creditor” as defined in the CCAA, other than any validly
perfected security interest in favour of the Administrative Agent or the Lenders under the Credit
Agreements, and with respect to the Consent Consideration Charge, subject to the prior payment
in full of all obligations under the first-out revolving credit facility. Counsel to the
Administrative Agent and the secured Lenders that are affected by the Charges have been given
notice of these CCAA Proceedings. The Initial Order provides that no Charge created by the
Initial Order shall attach to or create any claim, lien, charge, security interest or encumbrance on
the property of a customer of a CCAA Party or where a customer has title to such property,

notwithstanding that such property may be in a CCAA Party’s possession,

260. The Applicants believe the amount of the Charges is fair and reasonable in the

circumstances.

IV. CONCLUSION

261. The Applicants are currently in a challenging financial position. “The Cinram
Group has experienced significant declines in revenue, which has left Cinram in a position where
it cannot meet certain financial and other covenants under its Credit Agreements. In spite of the

many cost-reduction and recapitalization initiatives and the exploration of strategic alternatives
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pursued over the last few years, the CCAA Parties are no longer able to meet their financial

obligations and require the protections afforded by the CCAA.

262. The within CCAA proceedings are necessary to preserve the value of the Cinram
Business with minimal disruption and to ensure the necessary availability of working capital
funds necessary to continue operations of the Cinram Business while Cinram pursues the

completion of the Proposed Transaction for the benefit of all stakeholders.

263. The Proposed Transaction will allow Cinram to return to a market leader in the
industry. Upon the completion of the Proposed Transaction, Cinram will be well positioned to
increase its market share in the industry based on its status as the leading service provider and

with an improved and normalized capital structure.

SWORN before me at the City of)
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A CBmmissioner” taking affidavits _/ \y{ John Bell
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SCHEDULE “A”

Additional Applicants

Cinram International General Partner Inc.
Cinram International ULC

1362806 Ontario Limited

Cinram (U.S.) Holding’s Inc.

Cinram, Inc.

[HC Corporation

Cinram Manufacturing LLC

Cinram Distribution LLC

Cinram Wireless LLC

Cinram Retail Services, LLC

One K Studios, LLC
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This is Exhibit “A” referred to in the

affidavit of John Bell

sworn before me, this 23rd
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This is Exhibit “B” referred to in the
affidavit of John Bell

sworn before me, this 23rd

%V 2012.
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Cinram Facilities
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Location Cinram Entity Function Leased/Owned
2255 Markham Road, Cinram International Inc. Replication Owned
Toronto, Ontario
400 Nugget Ave, Cinram International Inc. Distribution Leased
Toronto, Ontario
5590 Finch Ave, Cinram International Inc. Packaging/ Leased
Toronto, Ontario Warehousing
4905 Moores Mill Road, Cinram, Inc. Replication and Owned
Huntsville, AL Distribution
1000 James Record Road, Cinram, Inc. Warehouse Leased
Huntsville, AL
300 Diamond Drive, Cinram, Inc. Warehouse Leased
Huntsville, AL
1400 E Lackawanna Ave, | Cinram Manufacturing LLC Replication Owned
Olyphant, PA
3500 West Valley Cinram Distribution LLC Office Leased
Highway North, Unit
B103,
Auburn, WA

. _ Cinram Distribution LLC Distribution Leased
948 Meridian Drive, *Lease terminates
Aurora, IL July 31,2012
437 Sanford Road, Cinram Distribution LLC Distribution and Leased
Laverne, TN Packaging
701 Congressional Blvd., Cinram Distribution LLC Office Leased
Carmel, IN
2682 Bishop Drive, Suite Cinram Distribution LLC Office Leased
216, San Ramon, CA
39 South Park Blvd, Cinram Distribution LLC Office Leased
Greenwood, IN
140 First St., Cinram Distribution LLC Office Leased

Batavia, IL
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Location Cinram Entity Function Leased/Owned
5300 Westport Parkway, Cinram Wireless LLC Distribution Leased
Fort Worth, TX
3400 W Olive, Unit 300, One K Studios LLC Office Leased
Burbank, CA
3400 W Olive, Unit 370, One K Studios LLC Office Leased
Burbank, CA
340 East Big Beaver, Unit | Cinram Retail Services LLC Office Leased
220,
Troy, MI
4325 Shepherdsville IHC Corporation Printing Owned
Road,
Lousville, KY
Rabans Lane Main Site, Cinram Logistics UK Distribution Leased
Aylesbury, UK Limited
Unit 1 Rabans Lane, Cinram Logistics UK Warehouse Leased
Aylesbury, UK Limited
Dunstable Site - Cinram Logistics UK Distribution Leased
Dunstable, UK Limited
2 Central Avenue, Cinram Operations UK Replication Leased
Ipswich, UK Limited
Plants 1- 4, Cinram GmbH Replication Owned
Alsdorf, Germany
Plants 5-6, Cinram GmbH Distribution Leased
Alsdorf, Germany Printing
4, Rue Desir Prevost, ZA | Cinram Logistics France SA Distribution Leased
La Mariniere,
Bondoufle, France
Route de Beauchéne W1- | Cinram Logistics France SA Replication Owned

W4,
Champenard, France
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Location Cinram Entity Function Leased/Owned
26 Avenue Winston SCI Cinram France Replication Owned
Churchill,
Louviers, France
Poligono Industrial el Cinram Iberia SL Warehouse Owned

Raso Subida Monte
Valdeoliva,
Madrid, Spain
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This is Exhibit “C” referred to in the

affidavit of John Bell

sworn before me, this 23rd
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Consolidated Financial Statements
{Expressed in U.S. dollars)

CINRAM INTERNATIONAL INCOME
FUND

Years ended December 31, 2011 and 2010
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The accompanying consolidated financial statements have been prepared by management and
approved by the Trustees of Cinram International Income Fund (the "Fund"). Management is
responsible for the information and representations contained in these consolidated financial
statements.

We maintain appropriate processes to ensure that we produce relevant and reliable financial
information.  The consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards. The significant accounting policies, which management
believes are appropriate for the Fund, are described in note 3 to the consolidated financial
statements.

The Trustees are responsible for reviewing and approving the consolidated financial statements and
overseeing management's performance of its financial reporting responsibilities. The Trustees
appoint an Audit Committee of three non-management Trustees to review the consolidated financial
statements, as well as the adequacy of its internal controls, audit process and financial reporting with
management and with the external auditors. The Audit Committee reports to the Trustees prior to the
approval of the audited consolidated financial statements for publication.

KPMG LLP, our independent auditors appointed by trust unitholders at the last annual meeting, have
audited the consolidated financial statements. Their report is presented below.

/s/ Steven G. Brown /s/ John H. Bell
Chief Executive Officer Chief Financial Officer

Toronto, Canada

March 29, 2012




KPMG LLP Telephone  (416) 228-7000
Chartered Accountants Fax (416) 228-7123
Yonge Corporate Centre Internet www.kpmg.ca

4100 Yonge Street Suite 200
Toronto ON M2P 2H3
Canada

INDEPENDENT AUDITORS' REPORT

To the Unitholders of Cinram International Income Fund {the "Fund")

We have audited the accompanying consolidated financial statements of Cinram International Income
Fund, which comprise the consolidated statements of financial position as at December 31, 2011,
December 31, 2010 and January 1, 2010, the consolidated statements of income (loss),
comprehensive income (loss), changes in equity (deficiency) and cash flows for the years ended
December 31, 2011 and December 31, 2010, and notes, comprising a summary of significant
accounting policies and other explanatory information.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with Canadian generally accepted auditing
standards. Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the consolidated financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on our judgment, including
the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, we consider internal control
relevant to the entity's preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to
provide a basis for our audit opinion.

KPMG LLP is a Canadian limited tiability partnership and a member firm ol the KPMG
network of independent member firms affiliated with KPMG international Cooperative
{"KPMG tnternational™), a Swiss entity.

KPMG Canada provides services to KPMG LLP,
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Page 2

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of Cinram International Income Fund as at December 31, 2011,
December 31, 2010 and January 1, 2010, and its consolidated financial performance and its
consolidated cash flows for the years ended December 31, 2011 and December 31, 2010 in
accordance with International Financial Reporting Standards.

Emphasis of Matter

Without modifying our opinion, we draw attention to note 2(a) in the consolidated financial statements
which describes certain events and conditions that indicate the existence of a material uncertainty
that may cast significant doubt about Cinram International Income Fund's ability to continue as a
going concern.

Kims <
T

Chartered Accountants, Licensed Public Accountants

March 29, 2012
Toronto, Canada
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December 31, December 31, January 1,
2011 2010 2010
Assets
Current assets:
Cash and cash equivalents $ 70,097 $ 164,399 $ 122,072
Trade and other receivables 167,523 177,760 272,784
Inventories (note 7) 24,156 24,109 31,985
Current income tax assets - 706 5,005
Prepaid and other assets 10,036 10910 15,085
Assets held for sale (note 24 and note 30(b)) 2,956 - 6,047
Total current assets 274,768 377,884 452,978
Property, plant and equipment (note 8) 154,645 165,675 230,350
Investment properties (note 9) 5121 8,446 7,205
Goodwill (note 10) - 40,634 40,634
Intangible assets (note 10) 1,971 11,349 . 16,481
Other non-current assets 16,215 25,701 21,571
Deferred tax assets (note 13) - - 5,097
Total assets $ 452,720 $ 629,689 $ 774,316
Liabilities and Unitholders' Deficiency
Current liabilities:
Bank indebtedness (note 14) $ 19,170 $ - $ -
Trade and other payables 148,829 149,559 254,024
Provisions (note 11} 14,094 17,468 6,278
Employee benefits (note 12) 34,765 39,498 54,553
Current tax liability 13,433 13,749 20,277
Current portion of long-term debt (note 14) 232,456 365,927 28,624
Mandatorily exchangeable secured
debt (note 14 and note 30(a}) 22,422 - -
Current derivative financial instruments (note 15) 3,383 11,087 -
Current portion of obligations under
financing leases (note 25) 7,577 1,141 1,728
Total current liabilities 496,129 598,429 365,484
Long-term debt (note 14} - - 363,396
Obligations under financing leases (note 25) 4854 1,086 2,337
Other non-current liabilities 1,099 7,254 11,220
Non-current derivative financial instruments (note 15) - - 25,225
Non-current provisions (note 11) 3,952 5,787 4,716
Employee benefits (note 12) 20,899 20,864 23,089
Deferred tax liabilities (note 13) 914 1,229 5,728
Total liabilities 527,847 634,649 801,195
Unitholders' deficiency (note 16) (75,127) (4,960) (26,879)
Total liabilities and unitholders' deficiency $ 452,720 $ 629,689 $ 774,316

Going concern (note 2(a))

Lease commitments (note 25)

Contingent liabilities (note 26)

Related party transactions (note 27)
Subsequent events (notes 2(a), 16(b) and 30)

The accompanying notes are an integral part of these consolidated financial statements.

On behalf of the Board of Trustees:

/s/ Steven G. Brown
Trustee

/s/ Randall Benson

Trustee
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CINRAM INTERNATIONAL INCOME FUND

Consolidated Statements of Income (Loss)
{(Expressed in thousands of U.S. doallars, except per unit information)

For the years ended

December 31,
2011 2010
Revenue $ 800,845 $ 1,108,938
Cost of goods sold 676,043 888,147
Gross profit 124,802 220,791
Selling, general and administrative expenses 124,604 137,674
Impairment of non-financial assets (note 18) 67,305 22,931
Other charges, net (note 19) 9,696 15,029
Resuits from operating activities (76,803) 45,157
Net finance costs (note 20) 11,191 32,917
Earnings (loss) before income tax recovery (87,994) 12,240
Income tax recovery {note 13) (405) (3,500)
Earnings (loss) from continuing operations (87,589) 15,740
Earnings (loss) from discontinued operations,
net of income taxes (note 24(b)) (949) 429
Net earnings (loss) $ (88,538) $ 16,169
Earnings (loss) from continuing operations
per unit (note 21):
Basic $ (1.45) $ 0.29
Diluted (1.45) 0.28
Earnings (loss) per unit (note 21):
Basic (1.46) 0.30
Diluted (1.46) 0.29

The accompanying notes are an integral part of these consolidated financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Consolidated Statements of Comprehensive Income (Loss)
(Expressed in thousands of U.S. dollars)

Years ended December 31, 2011 and 2010

For the years ended
December 31,

2011 2010
Net earnings {loss) $ (88,538) $ 16,169
Other comprehensive income (loss), net of income taxes:
Unrealized defined benefit actuarial loss (2,616) (345)
Unrealized gain (loss) on translating financial
statements of foreign operations 9,919 (14,478)
Unrealized gain (loss) on hedges of net investment in
foreign operations (1.371) 5,897
Release of other comprehensive income due to
de-designation of hedge 5,012 14,636
Other comprehensive income 10,944 5,710
Total comprehensive income (loss),
net of income taxes $ (77,594) $ 21,879

The accompanying notes are an integral part of these consolidated financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Consolidated Statements of Changes in Equity (Deficiency)

(Expressed in thousands of U.S. dollars, except units)

Years ended December 31, 2011 and 2010

Accumulated

Fund capital Retained other Total
Number earnings comprehensive unitholders'
of units Amount (deficit) _income (loss) deficiency
(in thousands
of units)
Balances at January 1, 2010 55,227 173,688 $ (180,919) $ (19,648) $ (26,879)
Net earnings - - 16,169 - 16,169
Other comprehensive income (note 17) ~ - (345) 6,056 5,711
Total comprehensive income - - 15,824 6,056 21,880
Deterred units exchanged for fund units 18 39 - - 39
Balances at December 31, 2010 55,245 173,727 $ (165,095) $ (13,592) $ (4,960)
Balances at January 1, 2011 55,245 173,727  $ (165,095) $ (13,592) $  (4,960)
Loss for the year - - (88,538) - (88,538)
Other comprehensive income (note 17) - — (2,616) 13,560 10,944
Total comprehensive income (loss) - - (91,154) 13,560 (77,594)
Deferred units exchanged for fund units 429 76 - - 76
Issuance of fund units (note 14) 9,896 7,351 - - 7,351
Balances at December 31, 2011
(note 30(a)) 65,570 181,154 § (256,249) (32) $ (75,127)

The accompanying notes are an integral part of these consolidated financial statements.




CINRAM INTERNATIONAL INCOME FUND

Consolidated Statements of Cash Flows
{In thousands of U.S. dollars)

For the years ended

December 31,

2011 2010
Cash flows from operating activities:
Net earnings (loss) $ (88,538) $ 16,169
Items not involving cash:
Amortization expense 27,427 48,810
Impairment of non-financial assets (note 18) 67,305 22,931
Unrealized foreign exchange loss on intercompany
loans and release of cumulative translation
adjustment (note 20) 4,918 118
Mark-to-market adjustment of derivative liabilities (note 15) (10,744) (14,138)
Release of accumulated other comprehensive income
due to de-designation of hedge (note 15) 5,012 14,636
Gain on disposal of property, plant and equipment (note 19) - (7,460}
Lender consent fees and transaction costs (notes 14 and 16) 33,984 -
Change in fair value of equity forward embedded derivative
(note 15(c)} (79,486) -
Issuance of fund units (notes 14 and 16) 7,351 -
Interest expense 49,340 32,808
Income tax recovery (note 13) (405) (3,500)
Other 503 901
Change in provisions . (5,326) (4,612)
Change in employee benefits (3,805) (9,373)
Income taxes received 76 2,199
Change in non-cash operating working capital (note 22) 12,655 15,555
Net cash provided by operating activities 20,267 115,044
Cash flows from financing activities:
Lender consent fees and transaction costs (notes 14 and 16) (40,110) (6,134)
Repayment of long-term debt (43,108) (28,624)
Increase in bank indebtedness 19,000 -
Interest paid (31,621) (31,815)
Decrease in obligations under financing leases (2,985) (1,857)
Net cash used in financing activities (98,824) (68,430)
Cash flows from investing activities:
Purchase of property, plant and equipment (9,717) (14,701)
Proceeds on disposition of propenty, plant
and equipment . - 13,671
Acquisition (note 23) (2,963) -
Decrease in other non-current liabilities (7,732) (655)
Decrease in other non-current assets 13,550 1,838
Net cash provided by (used in) investing activities (6,862) 153
Cash used in discontinued operating activities (note 24(b)) (658) (1,833)
Foreign currency translation loss on cash held
in foreign currencies (8,225) (2,607)
Increase (decrease) in cash and cash equivalents (94,302) 42,327
Cash and cash equivalents, beginning of year 164,399 122,072
Cash and cash equivalents, end of year $ 70,097 $ 164,399

The accompanying notes are an integral part of these consolidated financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

1.

Reporting entity:

Cinram International Income Fund ("Cinram" or the "Fund") is an unincorporated, open-ended,
limited purpose trust, established under the laws of the Province of Ontario, Canada by Declaration
of Trust dated March 21, 2006, as amended and restated on May 5, 2006. The registered office of
the Fund is located at 2255 Markham Road, Toronto, Ontario, Canada.

The Fund was established to acquire, invest in, hold, transfer, dispose of and otherwise deal with
securities and/or assets of the Cinram International Income Trust, Cinram International General
Partner Inc., and other corporations, partnerships, or other persons engaged, directly or indirectly, in
the business of the manufacture, packaging, distribution, sale and provision of Pre-Recorded
Multimedia Products and related logistics services, as well as activities related or ancillary thereto,
and such other investments as the Trustees may determine, and the borrowing of funds for that
purpose.

The Fund is primarily involved in the manufacture, replication, packaging and distribution of DVDs,
Blu-ray® discs and CDs, and the distribution of video games and telephonic handheld devices. The
Fund's group of companies also incorporates One K Studios, LLC ("1K"), a digital media firm based
in Los Angeles.

The consolidated financial statements of the Fund, as at and for the year ended December 31, 2011,
comprise Cinram and its subsidiaries (together referred to as the "Fund" and individually as "Fund
entities").

These consolidated financial statements were authorized for issue by the Board of Trustees of the
Fund on March 29, 2012.

Basis of preparation:
(a) Going concern:

These consolidated financial statements have been prepared on a going concern basis in
accordance with International Financial Reporting Standards as issued by the IASB ("IFRS").

The going concern basis of presentation assumes that the Fund will continue in operation for the
foreseeable future and be able to realize its assets and discharge its liabilities and commitments
in the normal course of business. As at December 31, 2011, the Fund would have been in
breach of certain financial covenants in its year end financial reporting to its lenders, under its
August 2011 Credit Facility (note 14) however, subsequent to December 31, 2011, the Fund
received waivers for a limited period from its lenders under the August 2011 Credit Facility for
certain financial covenants. The amounts outstanding under the August 2011 Credit Facility
have been classified as a current liability at December 31, 2011. The waivers which were
received subsequent to December 31, 2011 were as follows:

(i) on January 31, 2012, the Fund received a waiver for certain financial covenants from its
lenders for the period up to March 15, 2012;




CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

2.

Basis of preparation (continued):

(i) on March 15, 2012, the lenders further agreed to extend the waiver for certain financial
covenants up to March 28, 2012. In addition, on March 15, 2012, the lenders agreed to
extend the date by which the lenders are required to approve the business plan and
financial statement projections (the "Business Plan") submitted to the lenders on
February 15, 2012, from March 15, 2012 to March 28, 2012; and

(iii) on March 28, 2012, the lenders further agreed to extend the waiver for certain financial
covenants up to April 30, 2012; however, the lenders may terminate this waiver on or
after April 13, 2012. The March 28, 2012 waiver also extends the date by which the
lenders are required to approve the Business Plan and waives certain other financial
reporting requirements indefinitely, subject to the lenders' right to terminate the waiver
on or after April 13, 2012.

Without further waivers or amendments, and subject to the lenders not terminating the
waivers pertaining to: (1) the financial covenants, (2) the Business Plan, and (3) certain
other financial reporting requirements on or after April 13, 2012, the lenders can terminate
the March 28, 2012 waiver pertaining to the financial covenants on or after April 30, 2012,
and the amounts under the August 2011 Credit Facility are repayable on demand.

Should the lenders demand repayment of the amounts outstanding on or prior to April 30,
2012, in the absence of alternative sources of funding, the Fund would not be able to repay
the amounts outstanding under the August 2011 Credit Facility. At December 31, 2011, the
Fund has a unitholders' deficiency of $75,127 and a working capita! deficiency of $221,361.
For the year ended December 31, 2011, the Fund incurred a loss of $88,538. The
circumstances described above have resulted in a material uncertainty over the Fund's
ability to repay the amounts outstanding under the August 2011 Credit Facility and meet its
other obligations as they become due. This material uncertainty may cast significant doubt
about the ability of the Fund to continue as a going concern.

The Fund is currently in discussions with its lenders and is undergoing a strategic review
with its advisors, including a possible sale of certain or all of the Fund's operations or a
restructuring of the operations. If this strategic review does not provide alternatives for
repayment of the August 2011 Credit Facility and allow the Fund to meet its other
obligations as they become due, a demand by the lenders for settlement of amounts due
under the August 2011 Credit Facility will likely have a material adverse effect on the
Fund's financial position. No agreements with the Fund's lenders or potential purchasers or
investors have been reached yet and there can be no assurance that such agreements will
be reached.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

2.

Basis of preparation (continued):

(b)

The ability of the Fund to continue as a going concern and to realize the carrying value of
its assets and discharge its liabilities when due is dependent on the successful completion
of the actions taken or planned, some of which are described above. Management
believes the actions taken or planned will mitigate the adverse conditions and events which
raise doubt about the validity of the going concern assumption used in preparing these
consolidated financial statements. There is no certainty that these and other strategies will
be sufficient to permit the Fund to continue as a going concern.

These consolidated financial statements do not reflect adjustments that would be
necessary if the going concern basis of presentation were not appropriate. If the going
concern basis of presentation was not appropriate for these consolidated financial
statements, then adjustments would be necessary to the carrying value of assets and
liabilities, the reported net loss for the year and the statement of financial position
classifications used.

Statement of compliance:

These consolidated financial statements have been prepared in accordance with IFRS, as
issued by the International Accounting Standards Board ("IASB"). These are the Fund's
first annual consolidated financial statements prepared in accordance with IFRS. The Fund
has elected January 1, 2010 as the date of transition to IFRS (the "Transition Date").
IFRS 1, First-time Adoption of IFRS ("IFRS 1"), has been applied, and the Fund's
accounting policies are in accordance with IFRS. These accounting policies are disclosed
in note 3 of these consolidated financial statements.

An explanation of how the transition to IFRS has affected the consolidated financial
statements is included in note 5.

The policies applied in these consolidated financial statements are based on IFRS issued
and outstanding as of March 29, 2012.

Seasonality:

The Fund's business follows a seasonal pattern, whereby Pre-Recorded Multimedia
Products sales (note 6) are traditionally higher in the third and fourth quarters than in other
quarterly periods due to consumer holiday buying patterns. As a resuit, a disproportionate
share of total revenue is typically generated in the third and fourth quarters.




CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
{In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

2. Basis of preparation (continued):

(c) Basis of measurement:

The consolidated financial statements have been prepared on a historical cost basis,
except for the following material items to be considered in the consolidated statements of
financial position:

Derivative financial instruments including embedded derivatives are measured at fair value
(note 15).

In relation to employee benefits, the defined benefit liability is recognized as the net total of
the plan assets, plus unrecognized past service cost and unrecognized actuarial losses,
less unrecognized actuarial gains and the present value of the defined benefit obligation.

Certain items of property, plant and equipment where the deemed cost exemption of IFRS 1
had been elected are measured at a deemed cost as at January 1, 2010, as further
discussed in note 5.

The value of an indemnity to which the Fund has provided to a purchaser of a previously
owned subsidiary, in connection with a multi-employer pension plan, is measured at fair
value.

Liabilities for cash-settled share-based payment arrangements are measured at fair value.

The liability associated with the warrants (note 16) is measured at fair value.

(d) Functional and presentation currency:

These consolidated financial statements are prepared in U.S. dollar, which is the Fund's
presentation currency. All financial information presented in U.S. dollars has been rounded to
the nearest thousand. The Fund's functional currency is Canadian dollars.

The Fund has chosen to present its consolidated financial statements in U.S. dollars due to the
majority of its business activities being transacted in this currency, and the exposure of the
Fund's reported results to exchange rate fluctuations is reduced due to the relative size of its
U.S. dollar cash flows.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

2. Basis of preparation (continued):

(e) Basis of consolidation:

(i)

(if)

(i)

Business combinations:

For acquisitions on or after January 1, 2010, the acquisition is accounted for using the
acquisition method. The Fund measures goodwill as the fair value of consideration
transterred, including the recognized amount of any non-controlling interest in the acquiree,
less the net recognized amount (generally fair value) of the identifiable assets acquired and
liabilities assumed, all measured as of the acquisition date in accordance with IFRS. When
the excess is negative, a bargain purchase gain is recognized immediately in earnings or
loss.

For acquisitions made prior to January 1, 2010, as part of its transition to IFRS, the Fund
elected to restate only those business combinations that occurred on or after January 1,
2010. In respect of acquisitions prior to January 1, 2010, goodwill represents the amount
recognized under previous Canadian generally accepted accounting principles ("GAAP").

Subsidiaries:

Subsidiaries are entities controlled by the Fund. The resuits of subsidiaries acquired are
consolidated from the date of acquisition, being the day that control commences until the
date that control ceases. The accounting policies of subsidiaries have been changed when
necessary to align them with the policies adopted by the Fund.

Transactions eliminated on consolidation:
Intra-group balances and transactions, and any unrealized income and expenses arising

from intra-group transactions are eliminated in preparing the consolidated financial
statements,

() Comparative figures:

Certain 2010 figures have been reclassified to conform with the financial statement presentation
adopted in 2011.

10




CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3. Significant accounting policies:

The accounting policies set out below have been applied on a consistent basis to these consolidated
financial statements for both the years ended December 31, 2011 and 2010, as well as in preparing
the opening IFRS consolidated statement of financial position at January 1, 2010 for the purposes of
the transition to IFRS.

{(a) Foreign currency:

i)

Foreign currency transactions:

Transactions in foreign currencies are translated to the respective functional currencies of
the Fund's entities using weighted average exchange rates for the year. Monetary assets
and liabilities denominated in foreign currencies at the reporting date are translated to the
functional currency at the exchange rate at that date. The foreign currency gain or loss on
monetary items is the difference between amortized cost in the functional currency at the
beginning of the year and the amortized cost in foreign currency translated at the exchange
rate at the end of the reporting year. Non-monetary assets and liabilities denominated in
foreign currencies that are measured at fair value are translated to the functional currency
at the exchange rate at the date the fair value was determined, or using spot exchange
rates at the transition date, January 1, 2010, whichever is later. Foreign currency
differences arising on translation are recognized in earnings or loss, except for the
differences arising on the translation of a financial liability designated as a hedge of the net
investment in a foreign operation, which is recognized in other comprehensive income.
Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rate at the date of the transaction or using spot exchange
rates at the transition date, January 1, 2010, whichever is later.

Foreign operations:

The assets and liabilities of foreign operations having a functional currency different from
the presentation currency of the Fund are translated into U.S. dollars at the rate of
exchange in effect at the balance sheet date; revenue and expenses, as well as cash flow
items of such consolidated entities, are translated at weighted average exchange rates for
the year.

11
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. doliars, except units and per unit information)

Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(ii)

Any resulting exchange gain or loss is charged or credited to the foreign currency
translation adjustment account included as a separate component of accumulated other
comprehensive income.

When a foreign operation is disposed of, the relevant amount in a foreign currency
translation adjustment account is transferred to earnings or loss as part of the gain or loss
on disposal. On the partial disposal of a subsidiary that includes a foreign operation, the
relevant proportion of such cumulative amount is reattributed to non-controlling interest. in
any other partial disposal of foreign operation, the relevant proportion is reclassified to
earnings or loss.

When the settlement of a monetary item receivable from or payable to a foreign operation is
neither planned nor likely in the foreseeable future, foreign exchange gains and losses
arising from such a monetary item are considered to form part of a net investment in a
foreign operation, and are recognized in other comprehensive income, and are presented
within equity in the foreign currency translation adjustment account.

Hedge of net investment in foreign operation:

The Fund applies hedge accounting to foreign currency differences arising between the
functional currency of the foreign operation and the parent entity's functional currency
(Canadian dollar), regardless of whether the net investment is held directly or through an
intermediate parent.

Foreign currency differences arising on the translation of a financial liability designated as a
hedge of a net investment in a foreign operation are recognized in other comprehensive
income to the extent that the hedge is effective, and are presented within equity in the
foreign currency translation adjustment account. To the extent that the hedge is ineffective,
such differences are recognized in earnings or loss. When the hedged part of a net

_investment is disposed of, the relevant amount in the foreign currency translation

adjustment account is transferred to earnings or loss as part of the earnings or loss on
disposal.

(b) Revenue recognition:

Revenue comprises product sales and service revenue earned from fulfillment and logistics
services and is measured at the fair value of the consideration received or receivable, net of
returns, trade discounts and volume rebates, including customer contract advances
amortization.

Revenue from product sales is recognized when the significant risks and rewards of ownership
have been transferred to the customer, recovery of the consideration is probable, the associated
costs and possible return of goods can be estimated reliably and the amount of revenue can be
measured reliably.

12




CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(d)

Transfers of risks and rewards occur upon shipment since title to the product is transferred to
the customers. The Fund's customers cannot retumn any previously purchased inventory, with
the exception of defective product, which occurs very rarely, nor do customers have a right of
refusal on purchases made.

Volume rebates and early payment discounts are recorded as a reduction of revenue at the time
of shipment to the extent they are expected to be incurred. Contractual payments to acquire
sales contracts are amortized against revenue over the term of the contract.

Service revenue is recognized in earnings or loss as services are performed.

The Fund offers certain products and services as part of multiple deliverable arrangements.
The Fund divides multiple deliverable arrangements into separate units of accounting.
Components of multiple deliverable arrangements are separately accounted for provided the
delivered elements have stand-alone value to the customer and the fair value of the undelivered
elements can be objectively and reliably determined. Consideration for these units is then
measured and allocated amongst the separate units based upon their relative fair values, and
then the Fund's relevant revenue recognition policies are applied to them.

Inventories:

invenlories are measured at the lower of cost and net realizable value, with cost determined
based on a first-in, first-out basis. Inventories include the cost of materials purchased, the cost
of conversion, as well as other costs required to bring the inventories to their present location
and condition. Inventory costs, including the allocation of fixed production overhead, are based
on normal production capacity of the manufacturing facilities.

Net realizable value is the estimated selling price in the ordinary course of business less the
estimated costs of completion and the estimated costs necessary to make the sale.

Work in process and finished goods inventory produced without customer orders are written
down to net realizable value.

Accounts payable and other liabilities:

Trade payables and other non-derivative financial liabilities are generally measured at amortized
cost using the effective interest method.

Derivatives with negative fair values that are not part of an effective hedging relationship as set
out in International Accounting Standard ("IAS") 39, Financial Instruments - Recognition and
Measurement ("IAS 39"), are classified as held-for-trading financial liabilities and reported at fair
value through earnings or loss.

13
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3. Significant accounting policies (continued):
(e) Property, plant and equipment:

Property, plant and equipment are recorded at cost less any amortization or impairment and are
amortized over their estimated usetul fives.

Cost represents acquisition or construction costs, which are directly attributable to the
acquisition of the assets, including preparation, installation and testing charges incurred with
respect to property, plant and equipment, bringing the assets to a working condition for their
intended use, the costs of dismantling and removing the items and restoring the site on which
they are located, and capitalized borrowing costs.

When parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment,

Each material component of a composite asset with different useful lives or different patterns of
amortization is accounted for separately for the purpose of amortization and for accounting of
subsequent expenditures. Gains or losses arising from the disposition of property, plant and
equipment are reflected in earnings or loss for the year.

() Reclassification to investment property:

When the use of a property changes from owner-occupied to investment property, the
property is reclassified at its carrying value and no gains or losses are recorded.

(i) Subsequent costs:
The cost of replacing a part of an item of property, plant and equipment is recognized in the
carrying amount of the item if it is probable that the future economic benefits embodied
within the part will flow to the Fund and its cost can be measured reliably. The carrying
amount of the replaced part is derecognized. Major renewals and improvements are
capitalized, while maintenance and repairs are charged to operations as incurred.

(i} Amortization:

Amortization is calculated over the depreciable amount, which is the cost of an asset less its
estimated residual value.

14




CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(f)

Property, plant and equipment are amortized on a straight-line basis over the expected
useful life of each respective asset, commencing when the asset is available for use. The
expected lives, amortization methods and residual values of each asset are evaluated at
each financial year end, or more frequently if required, and are adjusted if appropriate.
Amortization expense for property, plant and equipment is recorded in cost of goods sold.
Land is not depreciated. Estimated useful lives for the principal asset categories are as

follows:

Buildings 5 - 35 years
Machinery and equipment 4 -7 years
Computer equipment 3-5years
Furniture § years
Leasehold improvements Over shorter of estimated

useful life and lease term

Leased assets:

Leases are classified as finance leases when the lease arrangement transfers substantially all
risks and rewards of ownership of the leased asset to the lessee. All other leases are classified
as operating leases.

A finance lease is treated as an acquisition of an asset, and the corresponding financial liability
is accounted for by the Fund. Upon initial recognition, the leased asset is recognized on the
balance sheet at the lower of its fair value or the present value of the minimum lease payments
calculated at the interest rate implicit in the lease plus deposits. Subsequent to initial
recognition, the asset is accounted for in accordance with the accounting policy applicable to
that asset. The assets held under finance leases are amortized on a straight-line basis over the
shorter of the lease term or the useful life of the asset, except in instances where there is
reasonable certainty that the Fund will obtain ownership of the asset at the end of the lease
term, in which case, the asset is amortized over the useful life of the asset. The expected life,
amortization method and residual value of each asset are evaluated at each financial year end,
or more frequently, if required. Amortization expense for leased assets is recorded in cost of
goods sold. The corresponding financial liability is reported at amortized cost and the finance
charge is allocated at a constant periodic rate of interest on the remaining balance of the
liability.

Operating leases are not recognized on the Fund's consolidated statements of financial position.

The payments related to operating leases are recorded as expenses on a straight-line basis
over the lease term.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3 Significant accounting policies (continued):

(g) Goodwill and intangible assets:

(i)

(i

Goodwili:

Goodwill is the residual amount that results when the purchase price of an acquired
business exceeds the sum of the amounts allocated to the tangible and intangible assets
acquired, less liabilities assumed, based on their fair values. When the Fund enters into a
business combination, the acquisition method of accounting is used. Goodwill is assigned
as of the date of the business combination to cash-generating units {("CGUs") that are
expected to benefit from the business combination. Goodwill is measured at cost less
accumulated impairment losses. Goodwill is tested for impairment, as described in
note 3(h).

Intangible assets:

Intangible assets acquired in a business combination are initially recorded at their fair
values and are tested for impairment, as described in note 3(h). Intangible assets are
measured at cost less accumulated amortization and accumulated impairment losses.
Subsequent expenditure is capitalized only when it increases the future economic benefits
embodied in the specific asset to which it relates. All other expenditures, inciuding
expenditures relating to internally generated goodwill and intangible assets, are recognized
in earnings or loss as incurred.

Amortization is calculated on the cost of the asset less its estimated residual value and is
provided on a straight-line basis over the estimated useful lives of the assets as follows:

Customer supply agreements 3-6years
Other intangible assets 2-5years

Amortization expense is recorded in cost of goods sold. The amortization method, useful
lives and residual values are reviewed at each financial year end, or more frequently if
required, and are adjusted as appropriate.

{(h) Impairment:

(i

Non-financial assets:

The carrying amounts of the Fund's non-financial assets, consisting of property, plant and
equipment and intangible assets, are reviewed at each reporting date to determine whether
there is an indication of impairment. If any such indication exists, then the asset's
recoverable amount is estimated. Absent any triggering factors during the year, the Fund
conducts its impairment assessment in the fourth quarter to correspond with its planning
cycle.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(ii)

For goodwill, the recoverable amount is estimated annually in the fourth quarter of the year.

Assets that cannot be tested individually are grouped together into the smallest group of
assets that generates cash inflows from continuing use that are largely independent of the
cash inflows of other assets or groups of assets. For the purposes of goodwill impairment
testing, goodwill acquired in a business combination is allocated to the CGU or group of
CGUs that is expected to benefit from the synergies of the combination.

The impairment test consists of comparing the carrying amount of the asset or the CGU to
its recoverable amount, which is the greater of its fair value less costs to sell and value in
use.

The Fund's corporate assets do not generate separate cash inflows. If there is an indication
that a corporate asset may be impaired, then the recoverable amount is determined for the
CGU to which the corporate asset is allocated.

If the recoverable amount is less than the carrying amount of the asset or the CGU, an
impairment loss is recognized for the difference. This is recognized in impairment of non-
financial assets. Impairment losses recognized in respect of CGUs are allocated first to
reduce the goodwill related to the CGU and then to all other assets in the CGU on a pro rata
basis. However, assets are not written down below the lower of nil and the recoverable
amount of the asset.

If there has been a change in the estimates used to determine the recoverable amount, to
the extent that the recoverable amount is greater than the carrying amount, previously
recognized impairment charges are reversed. Previous impairment charges cannot be
reversed above the lower of the recoverable amount or the carrying amount that would have
been determined, net of amortization, at the time of the reversal had the previous
impairment never been recorded. An impairment loss in respect of goodwill is not reversed.

Financial assets (including receivables):

A financial asset not carried at fair value through earnings or loss is assessed at each
reporting date to determine whether there is objective evidence that it is impaired. A
financial -asset is impaired if objective evidence indicates that a loss event has occurred
after the initial recognition of the assets, and that the loss event had a negative effect on the
estimated future cash flows of that asset that can be estimated reliably.

An impairment loss in respect of a financial asset measured at amortized cost is calculated
as the difference between its carrying amount and the present value of the estimated future
cash flows discounted at the asset's original effective interest rate.

Losses are recognized in earnings or loss and reflected in the allowance for doubtful
accounts against receivables. When a subsequent event causes the amount of impairment

loss to decrease, the decrease in impairment loss is reversed through earnings or loss.

17

123



124

CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3. Significant accounting policies (continued):

(i) Employee benefits:

(i)

(if)

Defined contribution plans:

A defined contribution plan is a post-employment benefit plan under which an entity pays
fixed contributions and has no legal or constructive obligation to pay further amounts.
Obligations for contributions to defined contribution pension plans are recognized as an
employee benefit expense in earnings or loss in the periods during which services are
rendered by employees and when they are due. Contributions to a defined contribution
plan that are due more than 12 months after the end of the period in which the employees
render the service are discounted to their present value.

Defined benefit plans:

A defined benefit plan is a post-employment benefit plan other than a defined contribution
plan. The Fund accrues its obligations under employee defined benefit plans and the
related costs, net of plan assets, separately for each plan by estimating the amount of future
benefit that employees have earned in return for their service in the current and prior
periods.  Plan obligations are discounted to determine their present value. Any
unrecognized past service costs and the fair value of any plan assets are deducted. The
discount rate is based on a high quality corporate bond rate or a government bond rate that
matches the currency and maturity of the defined benefit obligation. The cost of pensions
earned by employees is determined annually by independent qualified actuaries using the
projected unit credit method prorated on service based on management's best estimates of
expected plan investment performance, salary escalation, compensation levels at time of
retirement, and retirement ages of employees. Changes in these assumptions could impact
future pension expense. For the purpose of calculating the expected return on plan assets,
assets are valued at fair value. Actuarial gains or losses are immediately recognized in the
provision for post-employment obligations with a corresponding debit or credit to equity in
the consolidated statements of comprehensive income. Pension assets are recorded as
other assets while pension liabilities are recorded as accrued pension benefits within
employee benefits.

When the benefits of a plan are improved, the portion of the increased benefit relating to
past service by employees is recognized in earnings or loss on a straight-line basis over the
average period until the benefits become vested. To the extent that the benefits vest
immediately, the expense is recognized immediately in earnings or loss.

Expenses related to interest cost and expected return on plan assets are recognized as
personnel costs in cost of goods sold and selling, general and administrative expenses
along with the related payroll costs for the respective employees.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
{In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3. Significant accounting policies (continued):

)

(iii)

{v)

Other long-term employee benefits:

The obligations related to other long-term benefits other than pension plans is the amount of
future benefit that employees have earned in return for their service in the current and prior
periods, and also are based on actuarial valuations. Actuarial gains and losses related to
these obligations are immediately recognized in earnings or loss, in the period they arise.

Termination benefits:

Termination benefits are recognized as an expense when the Fund is committed
demonstrably without realistic possibility of withdrawal, to a formal detailed plan to either
terminate employment before the normal retirement date, or to provide termination benefits
as a result of an offer made to encourage redundancy. Termination benefits for voluntary
redundancies are recognized as an expense and if the Fund has made an offer of voluntary
redundancy, it is probable that the offer will be accepted and the number of acceptances
can be estimated reliably.

Short-term benefits:

Short-term employee benefit obligations are measured on an undiscounted basis and are
expensed as the related service is provided.

A liability is recognized for the amount expected to be paid under short-term cash bonus or
other incentive plans if the Fund has a present legal or constructive obligation to pay this
amount as a result of past service provided by the employee and the obligation can be
reliably estimated.

Share-based payment transactions:

The Fund recognizes unit-based compensation in accordance with IFRS 2, Share-based
Payment ("IFRS 2"). The Fund has classified its unit-based payments to be cash-settled as
defined by IFRS 2. Under IFRS, when issuing new unit-based payments, the Fund is required
to recognize a charge to earnings and loss along with a corresponding liability at fair value as at
the grant date. Until the liability is settled, the Fund is required to remeasure the fair value of the
liability at the end of each reporting period and at the date of settlement, with changes in fair
value recognized in earnings or loss for the period. The Fund records changes in fair value,
subsequent to the grant date of the unit-based payments, to net finance costs. The Fund
utilizes the Black-Scholes model to determine the fair value of its unit-based compensation both
atinception, and on an ongoing basis until settlement.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(k) Investment property:

Investment property is property held either to earn rental income or for capital appreciation or for
both, but not for sale in the ordinary course of business, use in the production or supply of
goods or services or for administrative purposes. Investment property is measured at cost less
any amortization or impairment loss and is amortized over their estimated useful lives. Cost
represents acquisition or construction costs. The amount to be amortized is the cost less the
expected residual value. Major renewals and improvements are capitalized, while maintenance
and repairs are charged to operations as incurred. Gains or losses arising from the disposition
of investment property are reflected in earnings or loss. Each material component of a
composite asset with different useful lives or different patterns of amortization is accounted for
separately for the purpose of amortization and for accounting of subsequent expenditures.

When the use of the property changes such that it is reclassified as property, plant and
equipment, its carrying value at the date of reclassification becomes its cost for subsequent
accounting.

Provisions:

Provisions are recorded at the reporting date when a present legal or constructive obligation
results from past events; when it is probable that an outflow of economic benefits will be
required to settle the obligation; and when a reliable estimate of the amount of the obligation can
be made.

The amount recognized as a provision is the best estimate of the expenditure required to settle
the obligation at the reporting date. If a reliable estimate cannot be made of the amount of the
obligation, no provision is recorded but details of the obligation are disclosed.

Where the effect of the time value of money is material, the amount of a provision is the present
value of the expenditures expected to be required to settle the obligation. Discounting uses pre-
tax rates that reflect current market assessments of the time value of money and the risks
specific to the liability in the local currency. Accretion of discounts is recognized in net finance
costs in the consolidated statements of income (loss).

(i) Restructuring:

A provision for restructuring is recognized when the Fund has a constructive obligation at
the reporting date, which results from a detailed and formal restructuring plan approved by
the Fund, and the restructuring either has commenced or has been announced to those
affected by it. Restructuring costs include only the direct expenditures arising from the
restructuring, which are those that are both necessarily entailed by the restructuring, and
not associated with the ongoing activities of the Fund.
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Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(i) Restoration or decommissioning:

A provision for restoration or decommissioning costs is recognized when there is a legal or
constructive obligation associated with the retirement of tangible long-lived assets that
result from their acquisition, lease, construction, development or normal operation. The
Fund records the present value of the estimated fair value of a liability for a restoration or
decommissioning obligation in the year in which it is incurred and when a reasonable
estimate of fair value can be made. The fair value of the obligation is the amount at which
that liability could be settled in a current transaction between willing parties; that is, other
than in a forced liquidation transaction. The fair value is estimated using a discount rate
that takes into account market conditions and the risks specific to the liability. The Fund
records these restoration and decommissioning costs as property, plant and equipment,
and subsequently allocates the restoration and decommissioning costs to expense using a
systematic and rational method over the asset's useful life. The Fund records the accretion
of the liability as a charge to net finance costs. Periodic adjustments to the amount of the
obligation are added to or deducted from the related asset.

The adjustment to leasehold improvements in respect of restoration and decommissioning
obligations is amortized into income on a straight-line basis over the remaining life of the
leases.

(m) Income taxes:

The total income tax expense for the period is the sum of current tax and deferred tax. Tax
expense is recognized in the consolidated statements of income (loss), except to the extent that
it relates to items recognized in other comprehensive income or directly in equity.

Current tax is determined based on the amount of income taxes payable (recoverable) in
respect of the taxable income (loss) for the year, measured using tax rates that have been
enacted or substantively enacted by the end of the reporting period in countries where the
Fund's subsidiaries operate.

Deferred tax is determined using the liability method, which account for differences between the
tax base of an asset or liabilty and its carrying amount in the consolidated statements of
financial position. Deferred tax assets and liabilities are measured at the tax rates that have
been enacted or substantively enacted at the end of the reporting year and are expected to
apply when the related deferred income tax asset is realized or the liability is settied. A deferred
tax asset is recognized only to the extent that it is probable that the future taxable earnings will
be available against which the asset can be utilized. Deferred tax assets are reviewed at each
reporting date and are reduced to the extent that it is no longer probable that the related tax
benefit will be realized.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(n)

(0)

Earnings (loss) per unit:

Basic earnings *(loss) per unit is calculated by dividing net earnings (loss) attributable to
unitholders by the weighted average number of units outstanding during the year.

Diluted earnings (loss) per unit is calculated by adjusting the weighted average number of units
outstanding for the effects of all dilutive potential units, including deferred units, which are
convertible for units of the Fund, and units purchased under share purchase loans. To the
extent that the Fund incurs losses, all potential units are considered to be anti-dilutive and no
adjustment is made.

Cash and cash equivalents:

Cash and cash equivalents include cash on hand and short-term, highly liquid investments with
original maturities of three months or less.

Financial and derivative instruments:
(i) Recognition:

The Fund initially recognizes its financial assets and financial liabilities on the trade date at
which the Fund becomes a party to the contractual provision of the instrument at fair value.

(ii) Classification and measurement:
{a) Non-derivative financial instruments:

All financial instruments have been classified into one of the following categories:
financial assets at fair value through earnings or loss, loans and receivables or other
financial liabilities. The classification depends on the purpose and is determined at
initial recognition. The Fund has classified its cash and cash equivalents as financial
assets at fair value through earnings or loss, accounts receivable as loans and
receivables and all of its financial liabilities as other financial liabilities.

All financial instruments are recorded on the consolidated statements of financial
position and are measured at fair value at the end of each year, with the exception of
loans and receivables and other financial liabilities which are both measured at
amortized cost.

The Fund records all transaction costs and loan fees for financial assets and liabilities,
other than held-for-trading, as a component of the related asset or liability and
amortizes the costs using the effective interest method to interest expense over the life
of the related asset or liability.
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Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

(b) Derivative financial instruments:

Derivative financial instruments are utilized to reduce interest rate risk on the Fund's
debt. The Fund does not enter into financial instruments for trading or speculative
purposes.

All derivatives, including embedded derivatives that must be separately accounted for,
are measured at fair value with changes in fair value recorded in the consolidated
statements of income (loss) unless they are effective cash flow hedging instruments.
The Fund assesses whether an embedded derivative is required to be separated from
the host contract and accounted for as a derivative when the Fund first becomes a
party to the contract. When hedge accounting is applied, on initial designation of the
hedge, the Fund formally documents the relationship between derivative instruments
and the hedged items, as well as its risk management objective and strategy for
undertaking various hedge transactions, together with the methods that will be used to
assess the effectiveness of the hedging relationship. At the instrument's inception, the
Fund also formally assesses whether the derivatives are highly effective at reducing or
modifying interest rate or foreign exchange risk related to the future anticipated interest
and other cash outflows associated with the hedged item. Effectiveness requires a high
correlation of changes in fair values or cash flows between the hedged item and the
hedging item. On a quarterly basis, the Fund confirms that the derivative instruments
continue to be highly effective at reducing or modifying interest rate or foreign exchange
risk associated with the hedged items.

Derivatives are recognized initially at fair value; attributable transaction costs are
recognized in earnings or loss as incurred. Subsequent to initial recognition,
derivatives are measured at fair value, and changes therein are accounted for as
described below:

{i) Cash flow hedges:

When a derivative is designated as the hedging instrument in a hedge of the
variability in cash flows attributable to a particular risk associated with a recognized
asset or liability or a highly probable forecasted transaction that could affect
earnings or loss, the effective portion of changes in the fair value of the derivative is
recognized in other comprehensive income. The amount recognized in other
comprehensive income is removed and included in earnings or loss in the same
period as the hedged cash flows affect earnings or loss under the same line item in
the consolidated statements of comprehensive income as the hedged item. Any
ineffective portion of changes in the fair value of the derivative is recognized
immediately in earnings or loss.

For those instruments that do not meet the above criteria, changes in their fair
values are recorded in the consolidated statements of income (loss).

23

129




130

CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(in thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

3.

Significant accounting policies (continued):

)

The Fund's policy is to formally designate each derivative financial instrument as a
hedge of a specifically identified debt instrument.

Interest rate swaps:

The Fund initially entered into an interest rate swap to hedge interest rate risk. The
fair value of the Fund's interest rate swaps are determined using an estimated
credit-adjusted mark-to-market valuation which takes into consideration the Fund
and the counterparty credit risk. The changes in fair value of cash flow hedging
derivatives are recorded in other comprehensive income, to the extent effective,
until the hedged asset or liability is recognized in the consolidated statements of
income (loss). Any hedge ineffectiveness is recoghized in earnings or loss
immediately.

The Fund also assesses the interest rate swaps accounted for as hedges for
ineffectiveness on a quarterly basis. The measurement of ineffectiveness is
recorded directly in earnings or loss.

The interest rate swap agreement was used as part of the Fund's program to
manage the fixed and floating interest rate mix of the Fund's total debt portfolio and
related overall cost of borrowing. The interest rate swap agreement involves the
periodic exchange of payments without the exchange of the notional principal
amount upon which the payments are based, and is recorded as an adjustment of
interest expense. The related amount payable to or receivable from the
counterparties is included as an adjustment to accrued interest.

In the event of early extinguishment of the debt obligation, any realized or
unrealized gain or loss from the swap would be recognized in the consolidated
statements of income (loss) at the time of extinguishment. For those instruments
that did not meet the effectiveness criteria, variations in their fair values were
marked to market on a current basis, with the resulting gains or losses recorded in
or charged against earnings or loss. As of January 1, 2010, the hedge associated
with the interest rate swap was no longer effective and, accordingly, any changes
in the fair value of the underlying derivative instruments are recognized in earnings
and loss.
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3. Significant accounting policies (continued):
(i) Netinvestment hedges:

The Fund has also designated its U.S. dollar-denominated long-term debt in
Canada as a hedge of the foreign currency risk related to the principal amount of its
net investment in U.S. subsidiaries. Gains or losses on translating the investment
in the U.S. subsidiaries are recorded to other comprehensive income and, as a
result, gains or losses on translating the third party debt in Canada from U.S. to
Canadian dollars are recorded in the consolidated statements of other
comprehensive income to the extent the debt is considered an effective hedge.
Since January 1, 2010, with the exception of the fourth quarter of 2011, the hedge
was effective and both the U.S. debt and the investment in the U.S. subsidiaries
are remeasured at spot rates at each period end through other comprehensive
income.

{c) Determination of fair values:

A number of the Fund's accounting policies and disclosures require the determination of
fair value, for both financial and non-financial assets and liabilities. Fair values have
been determined for measurement and/or disclosure purposes in accordance with
IAS 39. When applicable, further information about the assumptions made in
determining fair values is disclosed in the notes specific to that asset or liability.

(@) New standards and interpretations not yet adopted:
IFRS 7, Financial Instrument: Disclosures:

In October 2010, the IASB amended IFRS 7, Financial Instruments: Disclosures. This
amendment enhances disclosure requirements to aid financial statement users in evaluating the
nature of, and risks associated with an entity's continuing involvement in derecognized financial
assets. The amendment is effective for the Fund's interim and annual consolidated financial
statements commencing January 1, 2012. The Fund is assessing the impact of this amended
standard on its consolidated financial statements.

IFRS 9, Financial Instruments:

In October 2010, the IASB issued IFRS 9, Financial Instruments ("IFRS 9". IFRS 9, which
replaces IAS 39, establishes principles for the financial reporting of financial assets and financial
liabilities that will present relevant and usefu! information to users of financial statements for
their assessment of the amounts, timing and uncertainty of an entity's future cash flows. This
new standard is effective for the Fund's interim and annual consolidated financial statements
commencing January 1, 2015. The Fund is assessing the impact of this new standard on its
consolidated financial statements.
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3.

Significant accounting policies (continued):

IFRS 12, Disclosure of Interests in Other Entities:

In May 2011, the IASB issued IFRS 12, Disclosure of Interests in Other Entities ("IFRS 12").
IFRS 12 establishes new and comprehensive disclosure requirements for all forms of interests
in other entities, including subsidiaries, joint arrangements, associates and unconsolidated
structured entities.  This new standard is effective for the Fund's interim and annual
consolidated financial statements commencing January 1, 2013. The Fund is assessing the
impact of this new standard on its consolidated financial statements.

IFRS 13, Fair Value Measurement:

In May 2011, the IASB issued IFRS 13, Fair Value Measurement ("IFRS 13"). IFRS 13 replaces
the fair value guidance contained in individual IFRS with a single source of fair value |
measurement guidance. The standard also requires disclosures which enable users to assess
the methods and inputs used to develop fair value measurements. This new standard is
effective for the Fund's interim and annual consolidated financial statements commencing
January 1, 2013. The Fund is assessing the impact of this new standard on its consolidated
financial statements.

IAS 1, Presentation of Financial Statements:

In June 2011, the |IASB amended IAS 1, Presentation of Financial Statements. This
amendment requires an entity to separately present the items of other comprehensive income
as items that may or may not be reclassified to profit and loss. This amended standard is
effective for the Fund's interim and annual consolidated financial statements commencing
January 1, 2013. The Fund is assessing the impact of this amended standard on its
consolidated financial statements.

IAS 12, Deferred Tax: Recovery of Underlying Assets:

In December 2010, the IASB amended IAS 12, Deferred Tax: Recovery of Underlying Assets
("MAS 12"). 1AS 12 will now include a rebuttal presumption which determines that the deferred
tax on the depreciable component of an investment property measured using the fair value
model from 1AS 40 should be based on its carrying amount being recovered through a sale.
The standard has also been amended to include the requirement that deferred tax on non-
depreciable assets measured using the revaluation model in 1AS 16 should be measured on the
sale basis. This amendment is effective for the Fund's interim and annual consolidated financial
statements commencing January 1, 2012. The Fund is assessing the impact of this amended
standard on its consolidated financial statements.
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3.

Significant accounting policies (continued):
1AS 19, Employee Benefits:

In June 2011, the IASB amended IAS 19, Employee Benefits. This amendment eliminated the
use of the "corridor” approach and mandates all remeasurement impacts be recognized in other
comprehensive income. It also enhances the disclosure requirements, providing better
information about the characteristics of defined benefit plans and the risk that entities are
exposed to through participation in those plans. This amendment clarifies when the Fund
should recognize a liability and an expense for termination benefits. This amended standard is
effective for the Fund's interim and annual consolidated financial statements commencing
January 1, 2013. The Fund is assessing the impact of this amended standard on its
consolidated financial statements.

Critical accounting estimates and judgments:

The preparation of these consolidated financial statements in accordance with IFRS requires
management to make estimates and assumptions that affect the application of accounting policies
and the reported amounts of assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenue and expenses during the year. Actual results may
differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimates are revised and in any future periods
affected.

Information about critical judgments in applying accounting policies that have the most significant
effect on the amounts recognized in the consolidated financial statements is included in the following
notes:

« Provisions, including restructuring costs and royalty accruals (note 11);
« Contingent liabilities and guarantees;

¢ Revenue recognition, including the identification of separate units of accounting under multiple
deliverable arrangements and provisions for volume rebates;

s Leases, including classification of lease of assets; and

« Income taxes, including the recognition of deferred tax assets.

Information about assumptions and estimation uncertainties that have a significant risk of resulting in
a material adjustment within the next financial year are included in the following notes:

« Income taxes, including utilization of tax losses;

« Trade and other receivables, including the allowance for doubtful accounts;

¢ Inventories, including inventory valuation;

« Employee benefits, including assets and obligations related to pension plans (note 12);

o Long-term debt, including estimation of credit spreads for determination of the fair value of
derivative instruments (note 14);
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4, Critical accounting estimates and judgments (continued):

e Property, plant and equipment and investment property, including the useful lives of all
depreciable assets and their recoverability (notes 8 and 9); and

» Goodwill and intangible assets, including future cash flows and discount rates with respect to
the valuation of goodwill estimates (note 10).

For business combinations, the key area of estimation and judgment is the allocation of the
purchase price.

5. Explanation of transition to IFRS:

As stated in note 2(b), these are the Fund's first consolidated financial statements prepared in
accordance with IFRS. The accounting policies set out in note 3 have been applied in preparing the
consolidated financial statements for the year ended December 31, 2011, the comparative
information presented in these consolidated financial statements for the year ended December 31,
2010, and in preparation of an opening IFRS consolidated statement of financial position at
January 1, 2010.

{a) Elected exemptions from full retrospective application:

In preparing these consolidated financial statements in accordance with IFRS 1, the Fund has
applied certain of the optional exemptions from full retrospective application of IFRS. The
optional exemptions applied are described below:

(i

(i)

(i)

Business combinations:

The Fund has applied the business combinations exemption in IFRS 1 to not apply IFRS 3,
Business Combinations, retrospectively to past business combinations. Accordingly, the
Fund has not restated business combinations that took place prior to the transition date. As
a condition under IFRS 1 of applying this exemption, goodwill related to business
combinations that occurred prior to January 1, 2010 was tested for impairment on transition
even though no impairment indicators were identified.

Fair value or revaluation as deemed cost:

The Fund has elected to measure certain items of property, plant and equipment at fair
value as at January 1, 2010 and use those amounts as deemed cost as at January 1, 2010.

Employee benefits:

The Fund has elected to recognize all cumulative actuarial gains and losses as at
January 1, 2010 in opening deficit for the Fund's employee benefit plans. In addition, the
Fund has elected to prospectively adhere to the disclosure requirements of 1AS 19, which
addresses material information associated with its defined benefit plans, from January 1,
2010.
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5.

Explanation of transition to IFRS (continued):

{iv) Cumulative translation differences:

v)

The Fund has elected to set the previously accumulated cumulative translation account,
which was included in accumulated other comprehensive income, to zero at January 1,
2010 and absorbed into deficit. This exemption has been applied to all subsidiaries.

Decommissioning liabilities included in the cost of property, plant and equipment:

The Fund has elected to apply the IFRS interpretations Committee {"IFRIC") 1, Changes in
Existing Decommissioning, Restoration and Similar Liabilities exemption in IFRS 1. IFRIC 1
requires specified changes in a decommissioning, restoration or similar liability to be added
to or deducted from the cost of the asset to which it relates, and then the adjusted
depreciable amount of the asset is then depreciated prospectively over its remaining useful
life. This exemption allows for non-compliance with IFRS 1, but the Fund is required to:

{(a) measure the liability as at January 1, 2010 in accordance with IAS 37, Provisions;

(b) to the extent that the liability is within the scope of IFRIC 1, estimate the amount that
would have been included in the cost of the related asset when the liability first arose,
by discounting the liability to that date using its best estimate of the historical risk-
adjusted discount rate(s) that would have applied for that liability over the intervening
period; and

(c) calculate the accumulated amortization on that amount, as at the date of transition to
IFRS, on the basis of the current estimate of the useful life of the asset, using the
amortization policy adopted by the entity in accordance with IFRS.

(vi) Borrowing costs:

The Fund has elected to capitalize interest, where applicable, after January 1, 2010.

(vii) Leases:

The Fund has elected to be exempted from the requirements of IFRIC 4, Determining
Whether an Arrangement Contains a Lease, and will account for such reguirements from
the transition date of January 1, 2010.

(b) Mandatory exemptions to retrospective application:

In preparing these consolidated financial statements in accordance with IFRS 1, the Fund has
applied certain mandatory exceptions from full retrospective application of IFRS. The
mandatory exceptions applied from full retrospective application of IFRS are described below:
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5.

Explanation of transition to IFRS (continued):

(c)

(i

(ii)

Hedge accounting:

Only hedging relationships that satisfied the hedge accounting criteria as of the transition
date are reflected as hedges in the Fund's results under IFRS. Any derivatives not meeting
IAS 39 criteria for hedge accounting were recorded as non-hedging derivative financial
instruments.

Estimates:
Hindsight was not used to create or revise estimates and, accordingly, the estimates

previously made by the Fund under Canadian GAAP are consistent with their application
under IFRS.

Reconciliations:

In preparing its opening IFRS consolidated financial statements of financial position, the
Fund has adjusted amounts reported previously in consolidated financial statements
prepared in accordance with previous Canadian GAAP. An explanation of how the
transition from previous Canadian GAAP to IFRS has affected the Fund's financial position,
financial performance and cash flows is set out in the following tables and the notes that
accompany the tables.

The following is a reconciliation of the Fund's financial position and unitholders' equity
(deficiency) at December 31, 2010:

Canadian
GAAP, IFRS,
December 31, IFRS December 31,
2010 References adjustments 2010
Assets

Current assets:
Cash and cash equivalents $ 164,399 $ - $ 164,399
Trade and other receivables 178,066 (ix) (306) 177,760
Inventories 24,109 - 24,109
Current income tax assets 706 - 706
Prepaid and other assets 11,841 (] (931) 10,910
Total current assets 379,121 (1,237) 377,884
Property, plant and equipment 181,849 (i) (iv) (x) (16,174) 165,675
Investment properties - (ii) (iv) 8,446 8,446
Goodwill 40,634 - 40,634
Intangible assets 11,511 (x) (162) 11,349
Other non-current assets 25,701 - 25,701
Total non-current assets 259,695 (7,890) 251,805
Total assets $ 638,816 $ (9,127) $ 629,689
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Explanation of transition to IFRS (continued):

Canadian
GAAP, IFRS,
December 31, IFRS December 31,
2010 References  adjustments 2010
Liabilities and Unitholders' Equity (Deficiency)
Current liabilities:
Trade and other payables $ 60,585 (xi) $ 88,974 $ 149,559
Accrued liabilities 150,952 {viii) (xii) (150,952) -
Provisions - (xii) (xiii) 17,468 17,468
Employee benefits - {v) (xii) 39,498 39,498
Current tax liability 13,749 - 13,749
Current portion of long-term debt 131,525 (xiv) 234,402 365,927
Derivative financial instruments 11,087 - 11,087
Current portion ot obligations
under financing leases 1,141 — 1,141
Total current liabilities 369,039 229,390 598,429
Long-term debt 234,402 (xiv) (234,402) -
Obligations under financing leases 1,086 - 1,086
Other non-current liabilities 36,921 {vii) (viii) (xii) (29,667) 7,254
Provisions - non-current - (xii) 5,787 5,787
Employee benefits - (v) (vi) (xii) 20,864 20,864
Deferred tax liabilities 1,229 - 1,229
Total liabilities 642,677 (8,028) 634,649
Unitholders' deficiency:
Fund units 176,042 {vii) (2,315) 173,727
Exchangeable limited
partnership units 88 {vii) (88) -
Employee unit purchase loans (2,452) (vii) 2,452 -
Contributed surplus 1,130 {vii) (1,130) -
Deficit (281,347) 116,597 (164,750)
Accumulated other
comprehensive (iii) (iv) (v) (vii)
income (loss) 102,678 {viii) (ix) {x) (116,615) (13,837
Total unitholders' deficiency (3.861) (1,099) (4,960)
Total liabilities and
unitholders' deficiency $ 638,816 $ (9,127) $ 629,689
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Years ended December 31, 2011 and 2010

5. Explanation of transition to IFRS {continued):

The following is a reconciliation of comprehensive income for the year ended December 31,

2010:
Canadian IFRS

December 31, 2010 GAAP References adjustments IFRS
Revenue $ 1,108,790 (ix) 3 148 $ 1,108,938
Cost of goods sold 892,393 (i) (ii) (iv) (v} (vi) (viii) (x) (4,246) 888,147
Gross profit 216,397 4,394 220,791
Selling, general and administrative

expenses (income) 137,728 (v) (vii) (54) 137,674
Amortization of intangible assets 15,146 (i) (x) (15,146) -
Impairment of non-financial assets - (x) 22,931 22,931
Other charges (income) 17,544 (xiii) (2,515) 15,029
Earnings (loss) before the undernoted 45,979 (822) 45157
Interest on long-term debt 32,618 () (32,618) -
Net finance costs (income) (306) (i) iy (vii) 33,223 32,917
Foreign exchange loss (gain) (956) (i) 956 -
Investment income (317) 0] 317 -
Earnings (loss) from continuing

operations before income taxes 14,940 (2,700) 12,240
Income taxes (3,500} - (3,500)
Earnings from continuing operations 18,440 (2,700) 15,740
Earnings (loss) from discontinued

operations {5.134) 5,563 429
Net earnings $ 13,308 $ 2863 § 16,169
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5. Explanation of transition to IFRS (continued):

Canadian IFRS
December 31, 2010 GAAP References  adjustments IFRS
Net earnings $ 13,306 $ 2,863 $ 16,169
Other comprehensive income,
net of income taxes of nil:
Defined benefit plan actuarial losses - v) (345) (345)
Unrealized gain (loss) on translating
financial statements of self-sustaining
foreign operations (17,369) (i) 2,891 (14,478)
Unrealized gain on hedges of
net investment in self-sustaining
operations 5,897 - 5,897
Partial release of cumulative translation
adjustment 3,759 {iii (3,759) -
Release of other comprehensive income
due to de-designation of hedge 14,636 - 14,636
Other comprehensive income (loss) 6,923 (1,213) 5,710
Total comprehensive income,
net of income taxes $ 20,229 $ 1,650 $ 21,879

The following is a reconciliation of the Fund's

(deficiency) at the Transition Date:

financial position and unitholders' equity

Canadian
GAAP, IFRS,
December 31, IFRS January 1,
2009 References  adjustments 2010
Assets

Current assets:
Cash and cash equivalents $ 122,072 $ - § 122072
Trade and other receivables 273,243 {ix) (459) 272,784
Inventories 31,985 - 31,985
Current tax assets 5,005 - 5,005
Prepaid assets 15,915 (v) (830) 15,085
Assets held for sale 6,047 - 6,047
Future income taxes 6,007 {xi) (6,007) -
Total current assets 460,274 (7,296) 452,978
Property, plant and equipment 234,684 (i) (iv) (x) (4,334) 230,350
Investment propenties - (i) 7,205 7,205
Goodwill 40,634 - 40,634
Intangible assets 27,537 (x} (11,056) 16,481
Other assets 21,571 - 21,571
Deferred tax assets - {xi) 5,097 5,097
Total non-current assets 324,426 (3,088) 321,338
Total assets $ 784,700 $ (10,384) $ 774,316
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5. Explanation of transition to IFRS (continued):

Canadian
GAAP, IFRS,
December 31, IFRS January 1,
2009 References adjustments 2010
Liabilities and Unitholders’ Deficiency
Current liabilities:
Trade and other payables, including
derivatives $ 90,282 (xii) $ 163,742 $ 254,024
Accrued liabilities 226,856 {wiii) (xii) (226,856) -
Provisions - (xii) 6,278 6,278
Employee benefits - (v) (xii) 54,553 54,553
Income taxes payable 20,277 - 20,277
Current portion of long-term debt 28,624 - 28,624
Current portion of obligations under
financing lease 1,728 - 1,728
Total current liabilities 367,767 (2,283) 365,484
Long-term debt 363,396 - 363,396
Obligations under financing leases 2,337 - 2,337
Other non-current liabilities 43,637 (vii) (viii) (xii) (32,417) 11,220
Provisions - non-current - (xii) 4,716 4,716
Derivative financial instruments 25,225 - 25,225
Employee benefits - (v) (i) (xii) 23,089 23,089
Deferred tax liabilities 6,638 (xi) (910) 5,728
Total liabilities 809,000 (7,805) 801,195
Unitholders' deficiency:
Fund units 176,002 (vii) (2,314) 173,688
Exchangeable limited partnership units 88 (vii) (88) -
Employee unit purchase loans (2,315) (vii) 2,315 -
Contributed surplus 823 (vii) (823) -
Retained earnings (deficit) (294,653) 113,734 (180,919)
Accumulated other comprehensive
income 95,755 (iii) (115,403) (19,648)
(24,300) (2,579) (26,879)
Total liabilities and unitholders' deficiency $ 784,700 $ (10,384) $ 774,316
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Years ended December 31, 2011 and 2010

5.

Explanation of transition to IFRS (continued):

Reconciling items:

(i

(ii)

(iii)

Consistent with the Fund's policy to classify its consolidated statement of income by
function, the Fund has reclassified certain items to or from cost of goods sold for the year
ended December 31, 2010, that were separately classified under Canadian GAAP,
including amortization of intangible assets of $5,132, which has been reclassified to cost of
goods sold, and an expense of $277, for accretion charges relating to decommissioning
liabilities which have been reclassified to net financing costs from cost of goods sold.

Similarly, the Fund has reclassified certain items to net finance costs for the year December
31, 2010, that were separately classified under Canadian GAAP, including interest on ong-
term debt of $32,618, certain foreign exchange gains of $956, certain investment income of
$317, and gains in relation to certain discontinued operations of $1,256.

Under Canadian GAAP, investment property was included in property, plant and equipment
and measured on a cost basis (December 31, 2010 - $7,305; January 1, 2010 - $6,234).
Under IFRS, investment property is presented separately. Consistent with the Fund's
accounting election under IFRS 1, investment properties are measured on a cost basis.

IFRS requires that amortization be recorded on the individual components of each
investment property. This resulted in an increase to investment property of $971 at January
1,2010. For the year ended December 31, 2010, the expense recorded to cost of goods
sold for amortization of investment properties was decreased by $69, with the offsetting
change to the net book value of investment properties.

In accordance with IFRS 1, the Fund has elected to deem all foreign currency translation
differences recorded to the cumulative translation agjustment account that arose prior to the
Transition Date to IFRS in respect of all foreign entities to be zero at the date of transition.
The cumulative translation adjustment and accumulated other comprehensive income
decreased by $115,403 as at January 1, 2010.

Translation adjustments that predate the IFRS transition will, therefore, not be included
when calculating gains or losses arising from the future disposal of consolidated
subsidiaries or equity affiliates existing as of the IFRS transition date.

In the year ended December 31, 2010, under Canadian GAAP, the Fund recorded $17,369
in unrealized losses on translating financial statements of self-sustaining foreign operations
in accumulated other comprehensive income (loss). This amount was increased reflecting
an incremental gain of $2,891 for the year ended December 31, 2010 under IFRS. This
increase was due primarily to changes in balances on the consolidated statements of
financial position under IFRS relative to Canadian GAAP due to IFRS adjustments, resulting
in different translation amounts.
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S.

Explanation of transition to IFRS (continued):

(iv)

v)

During the year ended December 31, 2010, under Canadian GAAP, the Fund recorded
$3,759, in accumulated other comprehensive loss for partial releases (charges) of
cumulative translation adjustment as a result of partial reductions in the net investment in
foreign self-sustaining operations. Under Canadian GAAP, partial reductions in the net
investment in self-sustaining operations result in the release of. a proportionate amount of
the cumulative translation adjustment balance. Under IFRS, these amounts were reversed,
as the disposal of only an entire investment in a self-sustaining operation results in
releasing cumulative translation adjustment balances.

For the disposal of the net investment in certain foreign self-sustaining operations,
cumulative translation adjustment releases were recorded, which resulted in an increase in
net finance costs and accumulated other comprehensive income in the amount of $1,187
for the year ended December 31, 2010, under IFRS. The Fund also recorded a decrease to
cumulative translation adjustments, reflected in accumulated other comprehensive income,
of $4,307, offset by reversing a loss from the disposition of certain discontinued operations
in the same amount. These effects arose due to the Fund resetting its cumulative
translation adjustment to nil as of January 1, 2010 under IFRS, which also decreased
accumulated other comprehensive income.

In accordance with IFRS 1, the Fund elected to initially measure certain of its land and
buildings included in property, plant and equipment at fair value as deemed cost, which
resulted in an increase in value of $40,470 at January 1, 2010. Amortization expense was
recorded on this increase in value under IFRS. In addition, IFRS requires that amortization
be recorded on the individual components of each asset. The net result for the year ended
December 31, 2010 was an increase to amortization of $23, with the offsetting change to
property, plant and equipment, investment property and accumulated other comprehensive
income. Also, the cumulative translation effect to property, plant and equipment as a result
of the election, for the year ended December 31, 2010, was a decrease of $961, offset by a
corresponding reduction to accumulated other comprehensive income (loss). The Fund
also recorded a decrease of $115 to property, plant and equipment and an increase to
investment property of $101 and a decrease to accumulated other comprehensive income
of $12 in 2010 transactions as a result of the election.

Under IFRS 1, the Fund has elected to recognize all of its unamortized actuarial losses on
defined benefit pension plans to deficit.

The impact on the consolidated statement of financial position at December 31, 2010 is to
reduce prepaid assets by $931, increase current employee benefits by $446, and increase
non-current employee benefits by $289. Also, the cumulative translation effect to non-
current employee benefits, for the year ended December 31, 2010, was a decrease of $21,
offset by a corresponding increase to accumulated other comprehensive income (loss).
The Fund also recorded a decrease in cost of goods sold for $345 for the year ended
December 31, 2010 offset by a corresponding decrease to both other comprehensive
income and accumulated other comprehensive income (loss), respectively. The Fund also
recorded a decrease in selling, general and administrative expenses of $64 for the year
ended December 31, 2010.
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5.

Explanation of transition to IFRS (continued):

(vi

=

The impact on the consolidated statement of financial position at January 1, 2010 is to
reduce prepaid assets by $830, increase current employee benefits by $612, and increase
non-current employee benefits by $289.

Under IFRS, the actuarial valuation of early retirement plans are classified as termination
benefits rather than long-term benefits. This resulted in an increase to non-current
employee benefits of $1,728 at January 1, 2010, offset by an increase in deficit. Also, the
cumulative translation effect to non-current employee benefits, for the year ended
December 31, 2010, was a decrease of $124, offset by a corresponding increase to
accumulated other comprehensive income (loss). The Fund also recorded a decrease of
pension expense in cost of goods sotd for $611 for the year ended December 31, 2010,
offset by a corresponding decrease in non-current employee benefits.

(vii) Under IFRS, certain share-based payments in connection with the deferred unit plan that

were classified as unitholders' equity under Canadian GAAP must be reclassified as a
liability. The reclassification has resulted in an increase in other non-current liabilities of
$900 as at December 31, 2010 (January 1, 2010 - $1,019).

At January 1, 2010, the exchangeable limited partnership units were reclassified to other
non-current liabilities in the amount of $76. Under IFRS, the exchangeable limited
partnership units were marked-to-market, and resulted in a net increase to other long-term
liabilities of $39 as at December 31, 2010.

The Fund's Employee Unit Purchase Loans are accounted for similar to the grant of a unit-
purchase option under IFRS. Therefore, the Fund does not recognize the Units held by the
respective employees, nor are the loans recognized as outstanding. The Units purchased
by the employees using the proceeds of these loans are recognized as Treasury shares,
which are deducted from equity. This results in a reduction of fund units and an increase to
Employee Unit Purchase Loans of $2,315. The interest earned on the loans is also
reversed, resulting in a reduction of contributed surplus and an additional increase to
Employee Unit Purchase Loans of $24 at December 31, 2010.

The fair value of the option element of the Employee Unit Purchase Loans is recorded using
an option pricing model and recorded as other non-current liabilities. For the year ended
December 31, 2010, there was an increase to liabilities of $300 at December 31, 2010
(January 1, 2010 - $261).

Under IFRS, the fair value of the share appreciation rights and notional units, calculated
using an option pricing model, are recorded on the consolidated statements of financial
position. These balances are marked to market each period and other non-current liabilities
have been increased by $357 at December 31, 2010 (January 1, 2010 - $696).
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5. Explanation of transition to IFRS (continued):

The net increases to other non-current liabilities as a result of the above were $1,596 as at
December 31, 2010 (January 1, 2010 - $2,052). These increases were offset by the
following at December 31, 2010 and January 1,2010, respectively:

*  contributed surplus decreased $1,106 and $823 in relation to the transition under IFRS
for the deferred unit plan;

» net finance costs decreased ($842) and nil with majority of this decrease attributable to

the transition under IFRS for the deferred unit plan;
* opening deficit increases of $1,141 and $1,141;; a
»  fund units decreased $88 and $88: S
» unitholders' equity increased ($112) and nili'.' ‘
* accumulated other comprehensive incométdebreased$205 and nil; and

+ selling, general and administrative expenses increased $10 and nil.

(viii) Under IFRS, the gain on sale-leaseback transactions entered into by the Fund is
recognized at the time of the initial transactions:” Under Canadian GAAP, a portion of the
gain was deferred and was being amortized over the term of the lease. The effect of this is
to reduce other long-term liabilities by $8,681, reduce accrued liabilities by $2,895 and
reduce deficit by $11,576 at January 1, 2010. For the year ended December 31, 2010,
cost of goods sold was increased by $2,909, representing the amortization recorded under
Canadian GAAP. The offsetting increase was recorded to other non-current liabilities in
the amount of $2,943, offset by a reduction of $34 for foreign exchange related effects
reflected as a decrease in accumulated other comprehensive income.

Also, the cumulative translation effect of the IFRS adjustments to the other long-term
liability amount of $8,681 discussed above, which was fully reduced upon transition to
IFRS on January 1, 2010, was an increase to accumulated other comprehensive income in
the amount of $184. : '

(ix) IFRS requires that discounts owing to customers for paying trade balances early are to be
accrued at the time of sale if they are expected to be utilized. Under Canadian GAAP,
these trade discounts were only recorded once the customer earned them by paying early.
This resulted in a decrease to trade and other receivables of $459 at January 1, 2010. The
effect of this change is to increase revenue and trade and other receivables for the year
ended December 31, 2010 by $153, with a cumulative transiation increase of $8 to
accumulated other comprehensive income (loss) with an offsetting reduction to revenue for
the year ended December 30, 2010.
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5.

Explanation of transition to IFRS (continued):

(x)

(xi)

IFRS requires that an impairment test be performed at the time of transition to IFRS. An
additional impairment charge was calculated as a result of using a different methodology
required under IFRS, which resulted in a reduction in the carrying values of property, plant
and equipment and intangible assets at the transition date. These reductions in carrying
value resulted in a decrease to property, plant and equipment of $38,570 and a decrease to
intangible assets of $11,056 at January 1, 2010 (note 18(a)). As at December 31, 2010,
cumulative foreign exchange adjustments resulted in an increase to property, plant and
equipment of $2,253 and to intangible assets of $783, respectively. These amounts
corresponded with increases to accumulated other comprehensive income due to foreign
exchange translation differences. The decrease in carrying values resulted in a reversal of
accumulated amortization of property, plant and equipment and intangible assets of
$10,985 and $10,111, respectively, as at December 31, 2010. These adjustments caused
accumulated other comprehensive income to increase by $97 and decrease by $4, in
relation to the foreign exchange translation differences due to the adjustments to property,
plant and equipment and intangible assets, respectively.

During the year ended December 31, 2010, the impact on amortization expense was to
reduce cost of goods sold by $11,008, and to reduce amortization on intangible assets by
$10,014.

As at December 31, 2010, the Fund conducted its annual impairment testing under IFRS.
Additional impairment charges of $15,715, to its European CGU (note 18), and $7,216, to
its North American CGU (note 18), totalling $22,931 were recorded. These impairment
charges were calculated as a result of using a different methodology required under IFRS,
which resulted in a reduction of property, plant and equipment of $22,931 as at
December 31, 2010.

As deferred tax assets are not being recognized for unused tax losses and temporary
deductible differences in most jurisdictions, there is no net tax effect to opening deficit under
IFRS of applying each of the various changes. As at January 1, 2010, the effect was a
decrease to current deferred tax assets of $6,007, an increase to non-current deferred tax
assets of $5,097, and a decrease to non-current deferred tax liabilities of $910. There was
no impact at December 31, 2010.

{xii) Under Canadian GAAP, accrued liabilities were presented separately on the balance

sheet, and under IFRS are included with trade and other payables. As a result, at
December 31, 2010, $88,975 and at January 1, 2010, $163,742 has been reclassified from
accrued liabilities to trade and other payables. Under IFRS, accounts payable have been
renamed trade and other payables.

39

145




146

CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

5.

Explanation of transition to IFRS (continued):

IFRS requires that provisions be separately presented on the consolidated statements of
financial position. As a result, at December 31, 2010, accrued liabilities were reduced and
current provisions were increased by $19,983, and other non-current liabiliies were
reduced and non-current provisions were increased by $5,787. At January 1, 2010,
accrued liabilities were reduced and current provisions were increased by $6,278, and
other non-current liabilities were reduced and non-current provisions were increased by
$4,716.

IFRS requires that employee benefits be separately presented on the consolidated
statements of financial position. As a result, at December 31, 2010, accrued liabilities
were reduced and current employee benefits were increased by $39,052, and other non-
current liabilities were reduced and non-current employee benefits were increased by
$19,602. At January 1, 2010, accrued liabilities were reduced and current employee
benefits were increased by $53,941, and other non-current liabilities were reduced and
non-current employee benefits were increased by $21,072.

{xiii) Under IFRS, restructuring costs are only recorded when a plan is communicated to those
affected. Under Canadian GAAP, restructuring costs are recorded when a plan is
established and not necessarily communicated to those affected. The Fund recorded a
decrease of $2,515 in both current provisions and other charges for the year ended
December 31, 2010 as a result of a reversal of certain 2010 restructuring accruals recorded
under Canadian GAAP. The amount was recorded in 2011 under IFRS once
communicated to those affected.

(xiv) As at December 31, 2010, under Canadian GAAP, $234,402 of the Fund's long-term debt
was classified as non-current, whereas under IFRS, all of the Fund's ‘long-term debt is
classified as current. Under Canadian GAAP, the reclassification of $234,402 of the long-
term debt to non-current was based upon the Fund obtaining unanimous lender consent on
a refinancing and recapitalization transaction subsequent to year end. The refinancing and
recapitalization transaction includes repayment terms which resulted in $234,402 of debt
being due one year beyond December 31, 2010 (note 14). However, under IFRS, an entity
classifies its financial liabilities as current when they are due to be settled within 12 months
of the reporting period, even if an agreement to refinance payments on a long-term basis is
completed after the reporting period.

Operating segments:

The Chief Executive Officer ("CEQ"), the chief operating decision maker, manages the operations of
the Fund by business segments. The Fund's reportable business segments are Pre-Recorded
Muitimedia Products, Video Games and Other.
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6. Operating segments {continued):

The Fund's presentation of reportable segments is based on how management has organized the
business in making operating and capital allocation decisions and assessing performance. For each
of these reportable business segments, the Fund's CEO reviews internal management financial
information on at least a monthly basis. The following summary describes the operations in each of
the Fund's reportable segments:

The Pre-Recorded Multimedia Products segment manufactures and distributes DVDs, Blu-ray

discs and CDs;

The Video Games segment includes results from the packaging, distribution and logistic

services provided to games publishers and associated retailers; and

The Other segment includes the wireless division and vendor-managed inventory services
provided by Cinram Retail Services, formerly known as Vision Information Services, and 1K

(note 23).

The accounting policies of the segments are the same as those described in the significant

accounting policies.

The Fund evaluates segment performance based on earnings (loss) from

continuing operations before other charges (income), net finance -costs (income}, income taxes,
amortization, and impairment charges ("EBITA").

(a) Industry segments:

Pre-Recorded

Multimedia Video
December 31, 2011 Products Games Other Total
Revenue from external customers $ 693,409 $ 44,874 $ 62,562 $ 800,845
EBITA 9,798 1,681 16,146 27,625
Amortization of property, plant
and equipment 20,300 937 3,040 24,277
Amortization of intangible assets - 2,549 601 3,150
Capital expenditures 9,184 - 533 9,717
Pre-Recorded
Multimedia Video
December 31, 2010 Products Games Other Total
Revenue from external customers $ 1,002,223 $ 59,049 $ 47,666 $ 1,108,938
EBITA 113,439 8,992 9,496 131,927
Amonrtization of property, plant
and equipment 38,222 2,481 2,975 43,678
Amortization of intangible assets - 4,369 763 5,132
Capital expenditures 12,832 100 1,769 14,701

41

147




148

CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

6.

Operating segments (continued):

(b)

Pre-Recorded

Multimedia Video
December 31, 2011 Products Games Other Total
Goodwill $ - 3 - 3 - 3 -
Total assets 394,769 16,070 41,881 452,720
Pre-Recorded
Multimedia Video
December 31, 2010 Products Games Other Total
Goodwill $ - $ 40634 $ - $ 40,634
Total assets 509,968 68,537 51,184 629,689
Reconciliation of EBITA to earnings (loss) from continuing operations:
2011 2010

EBITA $ 27,625 $ 131,927
Other charges, net (note 19) 9,696 15,029
Deduct (add):

Impairment of non-financial assets (note 18) 67,305 22,931

Amortization of property, plant and equipment 24,277 43,678

Amortization of intangible assets 3,150 5,132

Net finance costs (note 20) 11,191 32,917

Income tax recovery (405) (3,500)
Earnings (loss) from continuing operations $  (87,589) $ 15,740

Geographic segments:

The Pre-Recorded Multimedia Products, Video Games and Other segments are managed on a
worldwide basis, but operate in North America and Europe.

In presenting information on the basis of geographical segments, segment revenue is based on
the geographical location of customers. Segment assets are based on the geographical location
of the assets.

North
December 31, 2011 America Europe Total
Revenue from external customers $ 447631 $ 353,214 $ 800,845
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6. Operating segments (continued):

North
December 31, 2010 America Europe Total
Revenue from external customers $ 645,755 $ 463,183 $1,108,938
North
December 31, 2011 America Europe Total
Property, plant and equipment,
investment property, assets held for
sale and intangible assets $ 99,903 $ 64,790 $ 164,693
Other non-current assets 7,050 9,165 16,215
North
December 31, 2010 America Europe Total
Property, plant and equipment,
investment property, goodwill and
intangible assets $ 170,619 $ 55485 $ 226,104
Other non-current assets 10,478 15,223 25,701

(¢) Major customers:

For the year ended December 31, 2011, the Fund had three customers in the Pre-Recorded
Multimedia Products segment that accounted for approximately 38%, 23% and 12%,
respectively, of consolidated revenue. For the year ended December 31, 2010, the Fund had
three customers in the Pre-Recorded Multimedia Products segment that accounted for
approximately 31%, 24% and 16%, respectively, of consolidated revenue.

7. Inventories: !
December 31, December 31, January 1,
2011 2010 2010
Raw materials $ 17,331 $ 17,008 $ 17,714
Work in process 5,999 6,399 14,154
Finished goods 826 702 117
$ 24,156 $ 24,109 $ 31,985
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7. Inventories (continued):

Inventory costs included in cost of goods sold for the year ended December 31, 2011 were $451,566
(2010 - $560,778).

During the year ended December 31, 2011, the Fund recorded inventory write-downs in cost of
goods sold of $6,279 (2010 - $6,732), and reversals of previously written-down amounts of $1,566
{2010 - $4,407). Work in process and finished goods produced without customer orders are written
down to a net realizable value of nil and subsequently written up when a valid customer order is
received.

8. Property, plant and equipment:

Machinery Other
and tangible
Land Buildings equipment assets Total
Year ended December 31, 2011:
Opening net amount $ 20,051 $ 94,176 $ 45354 ¢ 6,094 $ 165,675
Exchange difference (254) (987) (490) (24) (1,755)
Additions - 1,711 31,015 1,487 34,213
Disposals - - (416) (59) (475)
Amortization charge - (6,646) (14,813) (2,528) (23,987)
Impairment loss ~ (1,015) (15,264) (2,747) (19,026)
Other - - 442 (442) -
Closing amount at
December 31, 2011 $ 19797 § 87,239 $ 45,828 $ 1,781 $ 154,645

As at December 31 2011:

Cost $ 19,797 $ 100,392 $ 790,619 $ 104,571 $ 1,015,379
Accumulated amortization
and impairment

(13,153) (744,791) (102,790) (860,734)
Net amount $ 19797 & 87,239 $ 45828 $ 1,781 $ 154,645
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8. Property, plant and equipment (continued): '

Machinery Other Assets
and tangible held
Land  Buildings  equipment assets for sale Total
As at January 1, 2010:
Cost $ 24750 $ 104,800 $1,006,737 § 129,303 § (11,825) $ 1,253,765
Accumulated amortization
and impairment - - (908,770) (120,423) 5,778 (1,023,415}
Net amount $§ 24750 §$ 104,800 $ 97,967 $ 88380 $ (6047) $ 230,350
Year ended

December 31, 2010:
Opening net amount $ 24750 $ 104,800 $ 97,967 $ 8880 $ (6,047) $ 230,350
24 -

Exchange difference (352) (3,558) (1,625) (5,511)
Additions - 257 5,928 1,343 - 7,528
Disposals (4,347) (1,666) (181) (116) 6,047 (263)
Amortization charge - (5,657) (34,155) (3,686) - (43,498)
Impairment loss - - {22,580) (351) - (22,931)
Closing amount at

December 31, 2010 $ 20,051 § 94,176 $ 45354 $ 6,094 § -  $ 165,675
As at December 31 2010:
Cost $ 20,051 $ 99954 $ 788,125 $ 107,668 $ - $ 1,015,798
Accumulated amortization

and impairment - (5,778) (742,771) (101,574) - (850,123)
Net amount $ 20,051 § 94,176 $§ 45354 § 6094 § - 3 165,675

An impairment loss of $18,065 (2010 - $22,931) relating to property, plant and equipment in the Pre-
Recorded Multimedia Products segment was recorded in 2011 and an impairment loss of $961
{2010 - $0) relating to property, plant and equipment in the Video Games segment was recorded in
2011.

Amortization of property, plant and equipment for the year ended December 31, 2011 amounted to
$23,987 (2010 - $43,498) and is recognized in cost of sales in the consolidated statements of
income (loss).

Leased assets:

As at December 31, 2011, included in the above are assets under finance lease with a cost of

$9,524 (December 31, 2010 - $15,439; January 1, 2010 - $16,558) and a net book value of $5,209
{December 31, 2010 - $6,598; January 1, 2010 - $8,292).
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8. Property, plant and equipment (continued):

The net carrying amount for assets under finance leases are as follows:

December 31, December 31, January 1,
2011 2010 2010
Land $ 161 $ 166 $ 178
Building 4,926 5,686 6,286
Machinery and equipment 122 459 1,161
Other tangible assets - 287 667
Total $ 5,209 $ 6,598 $ 8,292
9. Investment properties:

Land Buildings Total

Year ended December 31, 2011:
Opening net amount at January 1, 2011 $ 4,201 $ 4,245 $ 8,446
Exchange differences (73) (6) (79)
Reclass to assets held for sale (2,956) - (2,956)
Amortization charge - (290} (290)
Closing net amount at December 31, 2011 $ 1,172 $ 3,949 $ 5,121

As at December 31, 2011:

Cost $ 1,172 $ 5,641 $ 6,813
Accumulated amortization and impairment - (1,692) (1,692)

Net amount $ 1,172 $ 3,049 $ 5,121
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9.

Investment properties (continued):

Land Buildings Total
Year ended December 31, 2010:
Opening net amount at January 1, 2010 $ 3,597 $ 3,608 $ 7,205
Exchange differences 104 (59) 45
Additions 500 876 1,376
Amortization charge - (180) (180)
Closing net amount at December 31, 2010 $ 4,201 $ 4,245 $ 8,446
As at December 31, 2010:
Cost $ 4,201 $ 5,647 $ 9,848
Accumulated amortization and impairment - (1,402) (1,402)
Net amount $ 4,201 $ 4245 $ 8,446

As at January 1, 2010:

Cost $ 3,597 $ 4844 $ 8,441
Accumulated amortization and impairment - (1,236) (1,236)

Net amount $ 3,597 $ 3,608 $ 7,205

Rental income earned from investment property for the year ended December 31, 2011 was $878
(2010 - $996), while direct operating expenses were nominal. There were no capital commitments
for future capital expenditure on investment properties as at December 31, 2011.

The estimated fair value of the Fund's investment property at December 31, 2011 is $12,531
(December 31, 2010 - $14,869; January 1, 2010 - $16,378). The Fund's investment property
consists of vacant land, facilities which it leases and a residential dwelling. The valuation method
used for land is to utilize an estimated market rate per acre, for operating facilities to utilize recent
appraisals, and to utilize an estimation of residential values for the residential dwelling based on
comparable transactions. Fair values have not been determined by independent valuators and are
supported by market evidence as assessed by the Fund.

Included in the estimated value of the Fund's investment property is a facility which is subject to an
operating lease, to which the Fund is the lessor, and the lessee has the option to purchase the
property for $5,000 up to May 31, 2013. The Fund has assessed the fair value of this property to be
$5,392 as at December 31, 2011 (December 31, 2010 - $5,392).

Amortization of investment properties for the year ended December 31, 2011 amounted to $290
(2010 - $180) and is recognized in cost of sales in the consolidated statements of income (loss).
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10. Goodwill and intangible assets:

Customer Other Total
supply intangible intangible
agreements assets assets (a) Goodwill (b)
Year ended December 31, 2011
Opening, January 1, 2011 $ 11,349 $ - $ 11,349 $ 40,634
Additions 1,417 - 1,417 -
Amortization charge (3,150) - (3,150) -
Impairment (7,645) - (7,645) (40,634)
Closing, December 31, 2011 $ 1,971 $ - $ 1,971 $ -
As at December 31, 2011:
Cost $ 47517 $ 400 $ 417917 $ 40,634
Accumulated amortization
and impairment (415,546) {400) (415,946) (40,634)
Net amount $ 1,971 $ - $ 1,971 $ -
As at January 1, 2010:
Cost $ 416,100 $ 400 $ 416,500 $ 40,634
Accumulated amortization
and impairment (399,722) (297) (400,019) -
Net amount $ 16,378 $ 103 $ 16,481 $ 40,634
Customer Other Total
supply intangible intangible
agreements assets assets (a) Goodwill (b)
Year ended December 31, 2010:
Opening, January 1, 2010 $ 16,378 $ 103 $ 16,481 $ 40,634
Amortization charge (5,029) (103) (56,132) -
Closing, December 31, 2010 $ 11,349 $ - $ 11,349 $ 40,634
As at December 31, 2010:
Cost $ 416,100 $ 400 $ 416,500 $ 40,634
Accumulated amortization
and impairment (404,751) (400) (405,151) -
Net amount $ 11,349 $ - $ 11,349 $ 40,634
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10.

11.

Goodwill and intangible assets (continued):

(@)

(b)

Intangible assets:

Customer supply agreements were also acquired as part of the acquisition of Ditan Corporation
("Ditan"), Vision and 1K. Customer supply agreements are being amortized on a straight-line
basis over a period of five to six years. The intangible assets relating to Ditan customer supply
agreements were fully impaired as of December 31, 2011. The aggregate net book value of
intangible assets relating to Vision and 1K customer supply agreements was $1,971 as at
December 31, 2011 (December 31, 2010 - $11,349, January 1, 2010 - $16,481).

As part of the acquisition of Vision, the Fund acquired the rights to the internally developed
technology/software owned by Vision which was classified as intangible assets. This asset was
being amortized on a straight-line basis over three years.

For the year ended December 31, 2011, an impairment loss of $7,645 (2010 - nil) relating to
customer supply agreements in the Pre-Recorded Multimedia Products segment was recorded
(note 18).

For the year ended December 31, 2011, amortization of intangible assets amounted to $3,150
(2010 - $5,132) and is recognized in cost of sales in the consolidated statements of income
(loss).

Goodwill:

Goodwill of $40,634 relates to the 2007 acquisition of the assets of Ditan in the U.S. and was
fully impaired in 2011 (note 18).

Provisions:

Details of provisions are as follows:

Restoration and
decommissioning Restructuring

costs (note 19(a)) Other Total
As at January 1, 2011 $ 5,071 $ 13,578 $ 4,606 $ 23,255
Provisions made 5 9,696 6,283 15,984
Provisions used (255) (19,885) (730) (20,870)
Accretion recovery (287) - - (287)
Foreign exchange (45) - - (45)
Provisions adjusted (c) - - 9 9
As at December 31, 2011 $ 4,489 $ 3,389 $ 10,168 $ 18,046
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1.

Provisions (continued):

Restoration and
decommissioning Restructuring

costs (note 19(a)) Other Total
As at January 1, 2010 $ 4716 $ 3,247 $ 3,031 $ 10,994
Provisions made 247 22,489 2,682 25,418
Provisions used (60) (12,158) - (12,218)
Accretion charges
during 2010 278 - - 278
Foreign exchange (110) - - (110)
Provisions adjusted (c) - - (1,107) (1,107)
As at December 31, 2010 $ 5,07 $ 13,578 $ 4,606 $ 23,255

(a)

()

Restoration and decommissioning costs:

Upon the Fund determining that a new arrangement involves a restoration and
decommissioning cost, at inception, the Fund records a deferred asset along with an offsetting
provision for the estimated present value of the costs of retiring leasehold improvements at the
maturity of the facility leases. The deferred asset is recorded in property, plant and equipment.

For the year ended December 31, 2011, the Fund recorded an accretion recovery of $287
(2010 - charge of $278).

Restoration and decommissioning costs refer to the present value of the anticipated cost to
restore a leased property to its original state prior to vacating the premises, as required under a
lease agreement. The accretion is charged to net finance costs {note 20).

The undiscounted amount of the provision at December 31, 2011 is $4,600 (December 31,
2010 - $5,247, January 1, 2010 - $4,716), and is expected to be paid out in one to seven years.

Facility restructuring charges:

At December 31, 2011, the Fund had $2,826 recorded in current provision balances
(December 31, 2010 - $12,862), and $563 (December 31, 2010 - $716) in non-current provision
balances, respectively, associated with facility restructuring charges. It is anticipated that
substantially all of the accrued facility restructuring liabilities will be paid in 2012.

Other provisions:

Other provisions include provisions for litigation matters, royalties, contractual obligations and
withdrawal liabilities. The adjustment to a provision for $349 (2010 - $884) pertains to a pension
withdrawal liability associated with a discontinued operation, offset by a reversal of $940 for a
payable wherein the outflow resources is no longer probable. For the year ended December 31,
2010, the adjustment to a provision for $1,107 relates substantially to a pension withdrawal
liability associated with a discontinued operation (note 24(b})).
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12. Personnel expenses and employee benefits:

(a) Personnel expenses:

2011 2010

Wages and salaries $ 351,749 $ 420,484
Contributions to defined contribution plans 1,331 1,076
Termination benefits 6,807 14,760
Expenses related to defined benefit plans 1,180 1,250
Cash-settled share-based payment transactions 170 337
$ 361,237 $ 437,907

(b) Defined benefit pension plans:

A reconciliation of the funded status of the defined benefit plans to the amounts recorded in the

consolidated statements of financial position is as follows:

u.s. Germany Total

2011 2010 2011 2011 2010
Fair value of
plan assets $ 3619 $ 3550 $ -8 $ 3619 § 3550
Present value
of obligations (5,541) (4,229) (18,381) (17,890) (23,922) (22,119)
Total employee
benefit
liability $ (1,922) §$ (679) $ (18,381) $ (17,890) $ (20,303) $ (18,569)

us. Germany Total
2011 2010 2011 2010 2011 2010
Current employee
benefits $ (1922) % (679) $ (1,081) $ (1,150) $ (3003) $ (1,829
Non-current
employee benefits - - (17,300) (16,740) (17,300) (16,740)

(¢} Description of the defined benefit plans:

us.:

Certain union employees of the Fund participate in the Cinram Music Union Pension Plan
{("Music Union Plan"). Pension benefits under the Music Union Plan are based on formulas that
reflect the employee's years of service multiplied by a specified dollar amount negotiated in

collective bargaining.
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12. Personnel expenses and employee benefits (continued):

Germany:

The Fund's defined benefit pension plan covers certain existing and former employees who
have signed specific agreements related to pension benefits, including members of senior and
middle management. The pension contributions are based on German tax law requirements
and, therefore, the plan remains unfunded.

{d) Plan assets funding the defined benefit plans:

Plan assets pertain solely to the U.S. plan, as the German plan remains unfunded.

Plan assets comprise:

Asset category 2011 2010
Cash and cash equivalents $ 120 $ 180
Debt securities 1,564 1,277
Equity securities 1,935 2,093

$ 3,619 $ 3,550

(e) Movement in the present value of the defined benefit obligations for the defined benefit plans:

u.Ss. Germany Total
2011 2010 2011 2010 2011 2010

Benefit obligations,

beginning

of year $ 4,229 $ 3774 $ 17,890 $ 18,782 $ 22,119 $ 22,556
Current service cost - - 232 261 232 261
Interest cost 234 226 900 868 1,134 1,094
Actual benefits paid (51) (51) (1,164) (1,125) (1,215) (1,176)
Actuarial loss 1,129 280 1,013 66 2,142 346
Amendments - - 50 138 50 138
Unrecognized past

service costs - - (140) - (140) -
Impact of foreign

exchange - - (400) (1.100) (400) (1,100)
Benefit obligations,

end of year $ 5541 $ 4,229 $ 18,381 $ 17,890 $ 23,922 $ 22,119
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12,

Personnel expenses and employee benefits (continued):

(f)

(9)

Movement in the value of plan assets for the defined benefit plans:

u.S. Germany Total
2011 2010 2011 2010 2011 2010

Fair value of plan

assets, beginning

of year $ 3,550 $ 3,143 $ - $ - § 3,550 $ 3,143
Actual return on

plan assets (2) 302 .- - (2) 302
Employer

contributions 121 156 - - 121 156
Actual benefits paid (50) (51) - - (50) (51)
Fair value of plan

assets, end

of year $ 3,619 $ 3,550 $ - 3 — $ 3619 $ 3,550
Expense recognized in profit or loss for the defined benefit plans is as follows:
Elements of defined benefit costs recognized in the year:

U.s. Germany Total
2011 2010 2011 2010 2011 2010

Components

of net periodic

benefit cost:

Current
servicecost  § - $ - $ 232 $ 261 $ 232 $ 261

Interest cost 234 226 900 868 1,134 1,094
Expected return

on plan assets (286) (255) - - (286) (255)
Amortization of

past service costs - - 47 205 47 205
Defined benefit

costs recognized

in earnings $ (52) $ (29) $ 1,179 $ 1,334 $ 1127 § 1,305
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Personnel expenses and employee benefits (continued):

(i)

The expense is recognised in the following line items in the consolidated statements of

comprehensive income:

UsS. Germany Total
2011 2010 2011 2010 2011 2010
Cost of goods
sold $ - $ - $ 213 $ 295 $ 213 $ 295
Selling, general
and
administrative
expenses (52) (29) 966 1,039 914 1,010
$ (52) 3 (29) $ 1,179 3 1,334 3 1,127 $ 1,305

Actuarial gains and (losses) recognized in other comprehensive income for the defined benefit

plans:
u.s. Germany Total
2011 2010 2011 2010 2011 2010
Amount accumulated
in retained earnings
(deficit) at
January 1 $ 279) § - $ (66) $ - $ (345) $ -
Recognised during
the year (1,679) (279) (937) (66) (2,616) (345)
Amount accumulated
in retained earnings
(deficit) at
December 31 $ (1,958) $ (279) $§  (1,003) 3 {66) $  (2,961) $ (345)
Actuarial assumptions used for the defined benefit plans:
The following are the principal actuarial assumptions at the reporting date:
u.s. Germany
2011 2010 2011 2010
Discount rate at December 31
Expected return on plan assets at January 1 8.00% 8.00% - -
Future salary increases - - 3.00% 3.00%
Discount rate {(income statement expense) 557% 6.04% 4.90% 5.00%
Discount rate (benefit obligation) 4.37% 5.57% 4.40% 4.90%
Future pension increases - - 2.00% 2.00%

For the assets of the Music Union Plan, the weighted average historical return on equity and
debt securities is 8%. The Fund has adopted a balanced growth objective, which balances risk
and return. Under this investment strategy, the Fund's long-term allocation for equity and debt

securities is 65% and 35%, respectively.
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12. Personnel expenses and employee benefits (continued):

Pension fund assets consist of fixed income and equity mutual funds, valued at market value.
Long-term historical returns for indexed equity and debt securities are used as the basis to
determine the overall expected long-term rate of return on assets assumption for the mutual
fund investments held in the Music Union Plan.

(i) Historical information on the defined benefit plans:

2011 2010

Present value of the defined

benefit obligation $ (23,922) $  (22,119)
Fair value of plan assets 3,619 3,550
Deficit in the plans $  (20,303) $ (18,569)
Experience adjustments:

(Gain)/loss arising on plan liabilities $ 931 $ 123

(Gain)/loss arising on plan assets 288 (46)

The Fund expects $1,117 in contributions to be paid to its defined benefit plans in 2012.
{k) Defined contribution plans:
Certain employees participate in several defined pre-tax contribution plans through the Fund's
facilities in the United Kingdom. The Fund's contributions are based on a percentage of the
employee's elected contributions. For the year ended December 31, 2011, the Fund's expense
amounted to $1,331 (2010 - $1,076).
(1) Other employee benefit plans:
(i) German early retirement plan:
In its German operations, the Fund has an early retirement agreement with its employee
works council as part of a labour contract, whereby eligible employees are able to receive
certain benefits during a period of reduced work prior to attaining standard retirement age
and German state pension benefits. A liability of approximately $3,597 has been recorded

in non-current employee benefits as at December 31, 2011 (2010 - $4,101)

The Fund's early retirement pension expense amounted to $557 for the year ended
December 31, 2011 (2010 - $915).

The most recent actuarial valuation was completed as at December 31, 2011.
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Personnel expenses and employee benefits ({continued):
(i) German Jubilee plan:

In its German operations, the Fund also has an agreement with its employee works council
as part of a labour contract, whereby employees receive years of service awards upon
reaching their 10 and 25 year service anniversaries. Employment and income taxes
associated with this award are paid by the Fund and a total liability of approximately $352
has been recorded in current employee benefits as at December 31, 2011 {2010 - $394).

The Fund's Jubilee pension expense amounted to $25 for the year ended December 31,
2011 (2010 - $25).

The most recent actuarial valuation was completed as at December 31, 2011,

(iii) France retirement benefit plan
In its France operations, the Fund has a retirement benefit plan, whereby eligible
employees are able to receive a certain lump sum benefit if they attain the statutory
retirement age while still employed by the Fund. A liability of approximately $971 has been
recorded as at December 31, 2011 (2010 - $1,319).

The Fund's retirement benefit expense amounted to $13 or the year ended December 31, 2011
(2010 - $22).

(m) Multi-employer plans:

Responsibility for certain multi-employer plans were transferred as part of the sale of the assets
and liabilities of vy Hill, a discontinued operation (note 24(b)(i)).

Graphic Communication Industry Union ("GCIU") Pension:

The GCIU Retirement Fund was a multi-employer plan covering direct labour employees in
certain printing facilities of a previously owned subsidiary of the Fund. In 2008, the Fund
incurred a withdrawal liability of $1,400 due to the closure of the tvy Hill Vernon facility.
A balance of $1,075 is recorded in current provisions at December 31, 2011 (2010 - $1,336).

The Fund's GCIU pension expense, included in loss from discontinued operations, amounted to
nil for the year ended December 31, 2011 (2011 - nit).
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13. Income taxes:

The major components of the tax recovery are as follows:

2011 2010

Current tax on profits $ 839 $ 909
Current tax on adjustments in respect of prior years (32) {5,241)
807 {4,332)

Deferred tax recovery relating to origination
and reversal of temporary differences (1,212) (3,259)
Deferred tax expense arising from the writedown of

deferred tax assets - 4,091
(1,212) 832
income tax from continuing operations (405) (3,500)
Income tax from discontinued operations - -
Total tax recovery $ (405) $ (3,500)

Income tax recovery varies from the amounts that would be computed by applying the statutory
income tax rate to earnings (loss) from continuing operations before income taxes as follows:

2011 2010
Basic rate applied to pre-tax earnings (loss) $ (25,126) 283 % $ 4077 31.0%

Increase (decrease) in taxes resuilting from:
Changes in unrecognized deferred

tax assets 25,985 (29.2)% (9,420) (71.6)%
Tax rate in other jurisdictions (2,842) 3.2% 3,153 24.0%
Change in Canadian tax rate 277) 0.3% 36 0.3 %
Other items 2,341 (2.6)% (1,346) (10.3)%

Permanent differences due to
non-deductible expenses or tax
exemptincome (486) (0.5) % - -

Total tax recovery $ (405) (0.5)% $ (3,500) (26.6)%

The tax rate in Canada has decreased from 31% in 2010 to 28.3% in 2011.
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13.

Income taxes (continued):

In assessing the realizability of deferred income tax assets, management considers whether it is
more likely than not that some portion or all of the deferred income tax assets will be realized. The
ultimate realization of deferred income tax assets is dependent upon the generation of future taxable
income of the appropriate character during the years in which the temporary differences are
deductible and loss carryforwards are available. Management considers the scheduled reversals of
deterred income tax liabilities, the character of the income tax assets and the tax planning strategies
in place in making this assessment. To the extent that management believes that the realization of
deferred income tax assets does not meet the more likely than not realization criterion, a deferred
tax asset is not recognized in respect of these items.

Deferred tax assets and liabilities which have been recognized are presented below:

December 31, December 31, January 1,
2011 2010 2010
Deferred tax assets:
Non-capital loss carryforwards $ 14998 $ 33,031 $ 30,404
Property, plant and equipment
7,922 3,408 5,097
Goodwill and intangible assets = 3,698 -
22,920 40,137 35,501
Deferred tax liabilities:
Property, plant and equipment (8,851) (14,611) (13,654)
Accruals not deductible in the
current period (846) - -
Goodwill and intangible assets - (3,698) -
Deferred gain on debt repurchase (9,637) (12,473) (12,641)
Other (4,500) (10,584) (9,837)
(23,834) {41,366) (36,132)
Net deferred tax liabilities $ (914) $ (1,229 $ (631)
Reconciliation of deferred income taxes:
Deferred income tax assets $ - $ - $ 5007
Deferred income tax liabilities (914) (1,229) (5,728)
Net deferred tax liabilities $ (914) $ (1,229 $ (631)
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13. Income taxes {continued):

The movement in the deferred tax balances is as follows:

Recognized
Balance, Recognized in other Foreign Balance,
January 1, in profit comprehensive  currency December 31,
2010 or loss income translation 2010

Non-capital income tax loss

carryforwards $ 30,404 $ 2,627 $ - 8 - $ 33,031
Property, plant, and equipment (8,557) (2,646) - - (11,203)
Deferred gain on debt

repurchase (12,641) 168 - - (12,473)
Other (9,837) (981) - 234 (10,584)

$ (631) % (832) $ -

$ 234§ (1,209

Recognized
Balance, Recognized in other Foreign Balance,
January 1, in profit comprehensive  currency December 31,
2011 or loss income translation 2011
Non-capital income tax loss
carryforwards $ 33,031 $ (18,033) $ - 8 - $ 14,998
Accruals not deductible in the
current period - (846) - - (846)
Property, plant, and equipment (11,203) 10,274 - - (929)
Deferred gain on debt
repurchase (12,473) 2,836 ~ - (9,637)
Other (10,584) 6,981 (1,018) 121 (4,500)
$ (1,229) § 1,212 $ (1018 § 121 § (914)

Deferred tax assets have not been recognized in respect of the following items:

December 31, December 31,

2011 2010

Deductible temporary differences $ 480,083 $ 514,110
Capital loss carryforwards 88,190 79,408
Non-capital loss carryforwards 271,584 161,516
$ 839,857 $ 755,034

The Fund believes that it has adequately provided for income taxes based on all of the information
that is currently available. The calculation of income taxes in many cases, however, requires
significant judgment in interpreting tax rules and regulations. The Fund's tax filings are subject to
audits which could materially change the amount of current and deferred income tax assets and
liabifities, and could, in centain circumstances, result in the assessment of interest and penalties.
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13.

14.

Income taxes (continued):
At December 31, 2011, the Fund has non-capital loss carryforwards of $304,608 {December 31,
2010 - $248,905). A deferred tax asset of $271,584 has not been recorded in respect of these

losses as it is not more likely than not that the Fund will be able to utilize these losses in the future.

The non-capital losses expiring in the years ending December 31 are as follows:

2013 $ 1,659
2014 2,213
2015 20,615
2016 -
2017 1,249
2018 and thereafter 278,872

$ 304,608

The Fund has net capital loss carryforwards in Canada of approximately $82,905 and $5,285 in the
United Kingdom. A deferred tax asset has not been recorded in respect of these losses as it is not
more likely than not that the Fund will be able to utilize these losses in the future.

Long-term debt and mandatorily exchangeable secured debt:

The balance of long-term debt and mandatorily exchangeable secured debt comprises the following:

December 31, December 31, January 1,
2011 2010 2010
Term loan (a) '$ 235,006 $ 366,739 $ 395,364

Less: unamortized transaction costs (c) (2,550) (812) (3,344)

Term loan, net 232,456 365,927 392,020
Mandatorily exchangeable secured

debt before adjustment 101,908 - -
Less: equity forward embedded derivative

(note 15(c)) (79,486) — -
Mandatorily exchangeable secured debt (b) 22,422 - -

254,878 365,927 392,020

Less: current portion (including

mandatorily exchangeable

secured debt, net, of $22,422

(December 31, 2010 - nil,

January 1, 2010 - nil) (254,878) (365,927) (28,624)
Long-term debt $ - - $ 363,396
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14.

Long-term debt and mandatorily exchangeable secured debt (continued):

The weighted average interest rate on the long-term and mandatorily exchangeable secured debt of
the Fund for the year ended December 31, 2011 was 13.3%, inclusive of net payments made under
the interest rate swap (note 15(a)). For the year ended December 31, 2010, the weighted average
interest rate on long-term debt was 7.7%, inclusive of net payments made under the interest rate
swap (note 15(a)). These weighted average calculations exclude adjustments to long-term debt due
to the embedded derivative liability related to the term loan (note 15 (b)).

{(a) The following are the key terms of the term loan (the "Term Loan"):

(b)

(i)

(ii)
(i

=

(vi)

A principal amount of $235,006 as at December 31, 2011 which includes cumulative
interest paid in kind of $3,610. The Fund continues to record the Term Loan at the
principal amount, plus cumulative interest paid in kind which has not been repaid, less an
adjustment of $3,040 initially recorded to estimate the embedded derivative financial
instrument liability related to the interest rate floor for the Term Loan (note 15(b)), adjusted
each period for the cumuiative accretion charges on this initial adjustment which are $804
as at December 31, 2011.

The term of the Term Loan is through to December 31, 2013.

Interest is LIBOR plus 1,100 basis points, of which 300 basis points can be paid in kind.
LIBOR is established to have a floor of no less than 1.25% and constitutes an embedded
derivative liability (note 15(b)). The interest to be paid in kind is added to the principal
amount of the Term Loan each period.

Interest to be paid quarterly.

Additional interest to accrue if, as a result of certain minimum liquidity provisions, the Fund
defers principal amortization or excess cash flow sweep payments or pays interest-in-kind
with respect to all or a portion of the outstanding loans.

Amortization of the term loan to be 1.25% of the closing date principal amount per quarter,
beginning in the second quarter of 2011. The amortization will increase to 2.5% per quarter
in the third quarter of 2012 and beyond, subject to certain minimum liquidity provisions.

The Term Loan has been classified as a current liability as at December 31, 2011 as discussed
in note 2(a).

The following are the key terms of the mandatorily exchangeable secured debt (the
"Exchangeable Debt"):

(i

The Exchangeable Debt is secured debt that was substantially repaid through the issuance
of equity, as it substantially became mandatorily exchangeable into units of the Fund on
December 31, 2011 (note 30).
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14.

Long-term debt and mandatorily exchangeable secured debt (continued):

(i) The Exchangeable Debt includes accrued interest paid in kind of $11,908 at December 31,
2011.

(iii) The security for the Exchangeable Debt is a second lien on all collateral of the Fund's credit
facility.

(iv) The interest rate was 17% per annum, compounded on a quarterly basis accruing until
December 31, 2011.

(v) W the principal portion of the Exchangeable Debt was to become mandatorily exchangeable
into units of the Fund on December 31, 2011, the price at which the Exchangeable Debt
would be exchanged for units of the Fund was the lesser of: (a) $0.242 per unit, and (b) the
lowest price per unit at which additional equity is raised on or before December 31, 2011,
The Exchangeable Debt was exchanged for units of the Fund at a price of $0.242 per unit
on January 3, 2012 (note 30), and 373,172,682 units of the Fund were issued to holders of
the Exchangeable Debt for the principal amount of $90,000 plus $308 in accrued interest
(see vi).

(vi) Accrued interest was to be paid in cash: (a) with respect to all or any portion of the principal
repaid prior to December 31, 2011 or (b) at December 31, 2011, each lender had the option
to exchange its rateable share of capitalized and accrued interest to units of the Fund at the
same price as the principal or to retain a continuing second lien debt claim (at 17% paid-in-
kind interest per annum) until December 31, 2013, at which time, the remaining balance
shall be paid in cash. Of the $11,908 in total accrued interest as at December 31, 2011,
lenders representing $11,600 chose to retain a continuing second lien debt claim, and
lenders representing $308 elected to convert their position into units of the Fund at a
conversion rate of $0.242 (note 30).

(c) Unamortized transaction costs relate to amendments to the Fund's credit facility which were.
finalized on August 12, 2011. The unamortized transaction cost balance of $2,550 comprises
$3,653 in transaction costs, less $1,103 in amortization recorded through net finance charges
for the year ended December 31, 2011, respectively, which are recorded as interest on long-
term debt in net finance costs (note 20).

Revolving facilities:

The Fund has revolving facilities (the "Revolving Facilities") and the key terms are as follows:

(i) Atotal available amount of $35,000 in two advances.

(i) The revolving credit advance of $14,000, of which $12,695 (December 31, 2010 - $14,100,
January 1, 2010 - $14,450) is utilized as of December 31, 2011: is for outstanding letters of
credit that may be redrawn for direct borrowing; or for a replacement letter of credit to the extent

any outstanding letters of credit are cancelled. The interest rate on this advance is similar to
that of the Term Loan.
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14.

Long-term debt and mandatorily exchangeable secured debt (continued):

(iiiy The first-out revolving credit advance for $21,000 can only be utilized after the $14,000 advance
is fully drawn. The interest rate on this advance is LIBOR plus 975 basis points on
Eurocurrency loans. LIBOR is established to have a floor of no less than 1.25%. Similarly, the
Fund can choose to be subject to U.S. or Canada base rates at similar interest rates.

(iv) The first-out revolving credit advance has a priority above all other security and loans, thereby
resulting in a lower interest rate than the existing revolving credit advance.

(v} Interestis payable on both advances on a quarterly basis.

(vi) A commitment fee of 200 basis points per annum on the undrawn portion of the Revolving
Facilities.

The Revolving Facilities balance is $19,000 at December 31, 2011 (December 31, 2010 - nil;
January 1, 2010 - nil) and has been classified as bank indebtedness in current liabilities.

August 2011 Credit Facility Amendments:

On August 12, 2011, lenders unanimously approved amendments to the Fund's credit facility
(the "August 2011 Credit Facility"). The Fund has accounted for the August 2011 Credit Facility
as a modification, as the terms of the August 2011 Credit Facility were substantially similar to
the terms included in the Refinancing and Recapitalization (as described further below), and as
a result, transaction costs and lender consent fees were deferred and will be amortized over
the term of the August 2011 Credit Facility rather than expensed immediately to earnings and
loss. The term of the August 2011 Credit Facility is through to December 31, 2013. In addition,
the Fund undertook to provide enhanced and more frequent reporting of financial results and to
submit financial projections for 2012 and 2013 no later than February 15, 2012 for majority
lender approval of the Term Loan, which if not approved within 30 days from this date would be
an event of default. On March 15, 2012, the lenders agreed to extend the waiver for certain
financial covenants up to March 28, 2012 and the lenders agreed to extend the date by which
the lenders are required to approve the business plan and financial statement projections
submitted to the lenders on February 15, 2012, from March 15, 2012 to March 28, 2012. On
March 28, 2012, the lenders further agreed to extend the waiver for certain financial covenants
up to April 30, 2012; however, the lenders may terminate this waiver on or after April 13, 2012.
The March 28, 2012 waiver also extends the date by which the lenders are required to approve
the Business Plan and waives certain other financial reporting requirements indefinitely, subject
to the lenders' right to terminate the waiver on or after April 13, 2012 (note 2(a)).
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14.

Long-term debt and mandatorily exchangeable secured debt (continued):

The key highlights of the amendments relate to revisions to interest rates and covenant tests,
permissible levels of liquidity and investment, and lender consent fees and transaction costs, as

follows:

{d) Revisions to interest rates and covenant tests were as follows:

(i) The interest rate on the Term Loan was revised from LIBOR plus 900 basis points, of which
100 basis points could be paid in kind, to LIBOR plus 1,100 basis points, of which 300 basis
points can be paid in kind. LIBOR continued to have a floor of 1.25%;

(i) The interest rate on the Exchangeable Debt increased from 15% to 17% paid in kind;

(i) The interest rate on the existing revolving credit advance increased and continues to be
similar to the Term Loan, and the interest rate on the first-out revolving credit advance was
revised from LIBOR plus 625 basis points to LIBOR plus 975 basis points on Eurocurrency
loans. LIBOR continued to have a floor of 1.25%;

(iv) The commitment fee on the undrawn portion of the Revolving Facilities increased from 125
basis points to 200 basis points per annum;

(v) The leverage ratio was revised, and based upon the previous 12 months, cannot exceed
the following on a monthly basis:

7.25 10 1.00 for the period up to December 31, 2011:

6.25 to 1.00 for the period from January 1, 2012 to March 31, 2012;

5.00 to 1.00 for the period from April 1, 2012 to June 30, 2012;

4.00 to 1.00 for the period from July 1, 2012 to September 30, 2012;

3.25 to 1.00 for the period from October 1, 2012 to December 31, 2012; and
2.75 10 1.00 for the period from January 1, 2013 onward.

{vi) The interest coverage ratio was revised, and based upon the previous 12 months, cannot
be less than the following:

1.25 to 1.00 during the period up to December 31, 2011:

1.50 to 1.00 during the period from January 1, 2012 to March 31, 2012;

2.25 t0 1.00 during the period from April 1, 2012 to June 30, 2012;

2.50 to 1.00 during the period from July 1, 2012 to September 30, 2012;

2.75 to 1.00 during the period from October 1, 2012 to December 31, 2012; and
3.00 to 1.00 during the period from January 1, 2013 onward.
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14,

Long-term debt and mandatorily exchangeable secured debt (continued):

(e) Revisions to permissible levels of liquidity and investment:

(f)

() The available liquidity, which represents cash and cash equivalents plus the undrawn
portion of the Revolving Facilities, cannot be less than the following:

+  $35,000 at any time during the period from August 12, 2011 to September 30, 2011;

e $30,000 at any time during the period from October 1, 2011 to December 31, 2011;

o  $40,000 at any time during the period from January 1, 2012 to December 31, 2012; and
o  $50,000 from January 1, 2013 onward.

(i) Reductions were made to the permitted level of capital expenditures, acquisitions, customer
advances and joint venture projects.

Revisions to lender consent fees and transaction costs:

In connection with the August 2011 Credit Facility, during the third quarter of 2011, the Fund
incurred additional lender consent fees, payable to all approving lenders, of 1% of all advances
as at August 12, 2011, under the August 2011 Credit Facility, totalling $3,653, which comprises
$2,722 paid in cash in relation to the Term Loan and Revolving Facilities, and $931 in interest
paid in kind which was added to the outstanding principal amount of the Exchangeable Debt.
For the year ended December 31, 2011, the Fund also incurred $1,353 in costs to advisors and
respective legal counsel acting on behalf of the Fund and lenders in connection with the August
2011 Credit Facility, which were recorded to net finance costs.

Refinancing and recapitalization:

On April 11, 2011, the Fund completed a refinancing and recapitalization transaction ("Refinancing
and Recapitalization").

The Refinancing and Recapitalization comprised a new amended credit facility (the "Amended Credit

Facility") comprising the Term Loan, Exchangeable Debt, and warrants ("Warrants") (note 16). In
connection with the Refinancing and Recapitalization, the lenders received a consent fee equal to
their pro rata share (based on the full amount outstanding under the previous credit facility) of:
(i) $10,937 in lender consent fees (note 20), and (i) 9.896 million units of the Fund, resulting in an
increase to both net finance costs and Fund units of $7,351 (note 20). In addition, transaction costs
of $22,222 (note 20) relating to the Refinancing and Recapitalization are included in net finance
costs for the year ended December 31, 2011 (note 20).
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14.

Long-term debt and mandatorily exchangeable secured debt (continued):

The Fund has accounted for the Refinancing and Recapitalization as an exchange transaction, in
which the previous financing liabilities were extinguished, and the new financing liabilities were
recognized. In addition to the lender consent fee, transaction costs, and charges associated with
the issuance of Fund units, the Fund recognized a charge of $416 for the issuance of Warrants in
connection with the Refinancing and Recapitalization, and amortization charges for previously
capitalized transaction costs of $164. For the year ended December 31, 2011, the Fund recorded a
charge of $40,250 in connection with the Refinancing and Recapitalization.

The following is a summary of the changes from the previous credit facility to the Amended Credit
Facility that comprise revisions to the Term Loan, Revolving Facilities, as well as Exchangeable
Debt.

(a) Revisions to the Term Loan:

(i) Interest increased from LIBOR plus 200 basis points to LIBOR plus 900 basis points, of
which 100 basis points could be paid in kind. LIBOR was established to have a floor of no
less than 1.25% whereas no such floor existed previously. The interest to be paid in kind is
added to the principal amount of the term loan each period.

(it) Principal repayments of the Term Loan were 1% of the principal balance per annum under
the previous credit facility, and were revised to be 1.25% of the closing date principal
amount, as at April 11, 2011, per quarter, beginning in the second quarter of 2011. The
amortization was also set to increase to 2.5% per quarter in the third quarter of 2012 and
beyond, subject to certain minimum liquidity provisions.

(b) Revisions to the Revolving Facilities:

(i) The Revolving Facilities decreased from $100,000 to $35,000, allocated to two advances,
an existing revolving credit advance of $14,000 with an interest rate increasing from LIBOR
plus 200 basis points to an interest rate similar to that of the Term Loan, and a first-out
revolving credit advance for $21,000 with an interest rate increasing from LIBOR plus 200
basis points to LIBOR plus 625 basis points. LIBOR was established to have a floor of no
less than 1.25% tor both advances.

(iiy A commitment fee of 125 basis points per annum on the undrawn portion of the Revolving
* Facilities was established.

{c) Newly issued Exchangeable Debt:
The Exchangeable Debt arose as a result of the Refinancing and Recapitalization, whereby

there was an exchange of outstanding first-lien long-term debt in the amount of $90,000 for
$90,000 of newly issued Exchangeable Debt.
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15.

Derivative financial instruments:

(@)

(b)

{c)

Interest rate swap:

The Fund previously entered into a five-year, $400,000 swap agreement fixing the interest rate
on the term loan at 5.55% plus 200 basis points, resulting in a rate of 7.55%. This hedge
provided protection against interest rate volatility, and expired in August 2011. On December
15, 2009, the Fund ceased hedge accounting. For the year ended December 31, 2011, $5,012
(2010 - $14,636) has been recognized in net finance costs (note 20). The credit adjusted fair
value of the interest rate swap liability as at December 31, 2011 was nil due to expiration prior to
the end of the period (December 31, 2010 - $11,087, January 1, 2010 - $25,225).

Embedded derivative:

In connection with the Amended Credit Facility and August 2011 Credit Facility, the interest rate
on the Term Loan includes a LIBOR floor of 1.25%, which has been determined to be an
embedded derivative. As at April 11, 2011 {the "inception date"), the Fund recorded a decrease
to long-term debt and a corresponding increase to derivative financial instrument liabilities of
$3,040. This amount represented the estimated fair value of the embedded derivative at the
inception date. The fair value of the embedded derivative as at December 31, 2011 totals
$3,383, and $343 has been recorded as a gain to net finance costs (note 20) as a change in the
fair value of the derivative financial instrument liabilities during the year ended December 31,
2011. As a result of recording the embedded derivative liability with a corresponding decrease
to long-term debt on the inception date, the Term Loan balance will be accreted to its face
amount over the term to maturity. During the year ended December 31, 2011, the Fund
recorded $804 of accretion charges which are recorded as interest on long-term debt in net
finance costs (note 20).

Equity forward embedded derivative:

As the Exchangeable Debt is mandatorily exchangeable into units of the Fund on December 31,
2011, as described in note 14, it contains an equity forward embedded derivative. As at
December 31, 2011, the Fund measured the fair value of the equity forward embedded
derivative asset at $79,486, which has been recorded against the Exchangeable Debt as at
December 31, 2011, with the change in fair value gain recorded in net finance cost (note 20).

The fair value has been determined based on the difference between the conversion price of
$0.242 and the trading price of the Fund's units of $0.029 at December 31, 2011,
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16.

Unitholders' deficiency:
(a) Warrants:

In connection with the Refinancing and Recapitalization (note 14), the Fund issued Warrants
during the second quarter of the year ended December 31, 2011, as follows:

(i) The holder has the option to purchase 13 million units of the Fund.

(i) The initial strike price is $1.10 per unit; however, this was to be recalculated and set at the
lowest of: (a) $1.10; (b) the lowest per unit price at which the Fund issues new units on or
before December 31, 2011, to which there were no Fund issues; and (c) the per unit price
resulting from any exchange of the Exchangeable Debt, which was $0.242 per unit. As a
result, the strike price is $0.242.

(iiiy The vesting of the Warrants is scheduled as follows:

(a) 50% upon closing of the Refinancing and Recapitalization;

)

(b} 10% one year after closing;
) 15% two years after closing; and
)

(c
(d) 25% three years after closing.
(iv) The Warrants expire on the seventh anniversary date from the date of vesting.

A charge of $416 for the fair value and related revaluation of Warrants is included in net
finance costs (note 20) for the year ended December 31, 2011.

The Fund utilized the Black-Scholes model to value the Warrants liability as at
December 31, 2011 which resulted in a fair value of $175. A separate valuation was
conducted for each of the four different tranches of Warrants, based on the four differing
vesting periods. The input parameters used in the Black-Scholes model are as follows:

(i) Dividend yield: Assumed to be nil.

(i) Risk-free interest rates: The Bank of Canada benchmark rates were utilized and
matched to the term of expiry for the warrants. The rate ranged from 1.4% to 1.9%.

(iii) Strike price: The strike price of $0.242 was utilized.
(iv) Share price: The closing unit price of the Fund as at December 31, 2011 of $0.03.

{v) Expiry of the Warrants: As per the terms of the four tranches of Warrants.
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16.

Unitholders’ deficiency (continued):

(b)

(vi) Expected volatility: Historical volatility of the Fund's unit price using closing daily prices
was utilized. The number of years of historical data was matched to the future number
of years untit expiry of the tranche of Warrants. The volatility ranged from 107.1% to
124.6%.

No Warrants were exercised during the year ended December 31, 2011, and all 13 million
Warrants issued remain outstanding as at December 31, 2011.

Employee Unit Purchase loans:

During the year ended December 31, 2009, the Fund entered into two separate agreements to
advance up to Cdn. $3,250 to named officers for the purpose of buying units of the Fund on the
open market. During the year ended December 31, 2009, Cdn. $2,419 (U.S. $2,240) was
advanced for the purchase of 1,268,400 units. Interest is calculated at the rate prescribed for
purposes of the Income Tax Act (Canada), which for 2011 and 2010 was 1%. The balances
outstanding are secured by the units purchased or any proceeds realized upon sale of the units.
As at December 31, 2011, the market value of the units held as collateral was Cdn. $38. The
loans were originally repayable in four equal annual instalments commencing in the second
quarter of 2011 or earlier under certain specified conditions; however, during the fourth quarter
of 2010, the repayment of the loans was extended to commence in the second quarter of 2012.
On February 28, 2012, the named officers surrendered all units of the Fund pledged to treasury
for cancellation in connection with these loans, and amounts held in escrow of Cdn. $2,123
were released to the tax authorities to offset personal tax liabilities. The events will result in an
expenditure of Cdn. $2,123 to earnings in the first quarter of 2012.
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Years ended December 31, 2011 and 2010

17.  Accumulated other comprehensive loss:

2011 2010
Foreign currency translation account:
Balance, beginning of year $ (8,580) $ -
Change in foreign currency translation account 8,548 (8,580)
Balance, end of year $ (32) $ (8,580)
Unrealized net loss of cash flow hedges:
Balance, beginning of year $ (5,012 $ (19,648)
Release of other comprehensive income due to
de-designated hedge 5,012 14,636
Balance, end of year $ — $ (5012
Accumulated other comprehensive loss $ (32) $ (13,592)

Other comprehensive loss is presented, net of income tax expense of $1,018 for the year ended

December 31, 2011 (2010 - nil).
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18.

Impairment of non-financial assets:

The Fund recorded total impairment charges during the year ended December 31, 2011 of $67,305
(2010 - $22,931). In addition, the Fund recorded an impairment charge of $49,626 on transition to
IFRS as at January 1, 2010. Details of the impairment charges are as follows:

(a) Impairment of the European CGU at January 1, 2010:

As at January 1, 2010, as part of the transition to IFRS, the Fund tested all of its CGUs for
impairment and recognized an impairment loss of $49,626 in its European CGU. This consisted
of an impairment of $38,570 with respect to property, plant and equipment, and $11,056 with
respect to intangible assets. These impairments were due to the CGU's carrying amount
exceeding its recoverable amount. The recoverable amount for the European CGU was
determined using fair value less costs to sell.

The European CGU comprises the following:

e Cinram UK (the Fund's UK manufacturing, replication and distribution operations of
Pre-Recorded Multimedia Products);

¢ Cinram France (the Fund's French manufacturing, replication and distribution operations of
Pre-Recorded Multimedia Products);

e Cinram GmbH (the Fund's German manufacturing, replication and distribution operations of
Pre-Recorded Multimedia Products); and

e Cinram Spain and other operations (the Fund's Spanish distribution operations of
Pre-Recorded Multimedia Products).

The Fund utilized the following methodologies and key assumptions in formulating fair value
less costs to sell for the European CGU as at January 1, 2010:

e The methodology utilized to determine fair value was determined based on a five-year
discounted cash flow model, plus terminal value.

* The key assumptions of the analysis were as follows:

(i} A five-year forecast term from 2010 through to 2014;

(i) A five-year revenue compound annual growth rate ("CAGR") of -14%;

(iii) A discountrate of 14%;

(iv) Aterminal growth rate of -14%,

(v) Costto sell was assumed to be 3% of fair value at the end of the forecast term; and

(vi) Fair value of certain assets was determined using third party valuation appraisals
and/or other observable market indicators.
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18.

Impairment of non-financial assets (continued):

This impairment was recognized in the opening balance sheet of the Fund, upon its transition to
IFRS from Canadian GAAP. The impairment was recognized in the following asset classes:

*  Machinery and equipment of $29,615 comprise the following:

(i) DVD equipment of $17,844:
(i) Distribution equipment of $7,240; and
{iity Other equipment of $4,531.

» Other tangible assets of $8,955 comprise the following:

(i) Computer hardware of $2,445;
(i) Computer software of $2,196;
(i) Furniture of $2,972; and

(iv) Other assets of $1,342,

» Intangible assets of $11,056 comprise the following:

(i) $10,793 in relation to customer supply contracts pursuant to the Fund's operations in
Germany; and

(i) $263 in relation to customer supply contracts pursuant to the Fund's operations in
Vision Europe.

The impairment of property, plant and equipment at January 1, 2010 of the European CGU
related to the following segments:

Reportable business segments:

Pre-Recorded Multimedia Products $ 38,211
Other 359
$ 38,570

The impairment of intangible assets at January 1, 2010 of the European CGU related to the
following segments:

Reportable business segments:

Pre-Recorded Multimedia Products $ 10,793
Other 263
$ 11,056
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18. Impairment of non-financial assets (continued):
(b) Impairment of CGUs as at December 31, 2010:

As at December 31, 2010, as part of its annual impairment testing, the Fund tested all of its
CGUs for impairment and recognized an impairment loss of $22,931. Of the total impairment
loss, $15,715 pertains to the Fund's European CGU and $7,216 relates to the North American
CGU.

(i} Impairment of the European CGU at December 31, 2010:

The European CGU impairment loss of $15,715 pertained exclusively to property, plant and
equipment and was due to the CGU's carrying amount exceeding its recoverable amount.
The recoverable amount for the European CGU was determined using fair value less costs
to sell.

The Fund utilized the following methodologies and key assumptions in formulating fair value
less costs to sell for the European CGU as at December 31, 2010:

» The methodology utilized to determine fair value was based on a four-year discounted
cash flow model, plus terminal value.

» The key assumptions of the analysis were as follows:

(a) A four-year forecast term from 2011 through to 2014;

{b) A four-year revenue CAGR of -10%;

(c) A discount rate of 13%;

(d) Aterminal growth rate of -10%,;

(e) Cost to sell was assumed to be 3% of fair value at the end of the forecast term; and

(fy Fair value of certain assets was determined using third party valuation appraisals
and/or other observable market indicators.

This impairment was recognized as at December 31, 2010. The impairment was
recognized in the following asset classes:

»  Machinery and equipment of $15,364 comprise the following:

(a) DVD equipment of $15,237; and
(b) Distribution eguipment of $127.

» Other tangible assets of $351 comprise the following:

(a) computer hardware of $236;
(b) computer software of $63; and
(c) furniture of $52.
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18. Impairment of non-financial assets (continued):

The impairment of property, plant and equipment at December 31, 2010 of the European
CGU related to the following segments:

Reportable business segments:

Pre-Recorded Multimedia Products $ 15,437
Other 278
$ 15,715

(i) Impairment of the North American CGU at December 31, 2010:

During the year ended December 31, 2010, the Fund reassessed its CGUs and
consolidated certain North American operations which were separately considered as
CGUs for impairment testing at January 1, 2010. The previous CGUs that were combined
were as follows:

s Cinram International Inc. (the Fund's Canadian manufacturing, replication and
distribution operations of Pre-Recorded Multimedia Products);

« Ginram Inc. (the Fund's Huntsville, Alabama operations pertaining to manufacturing and
replication of Pre-Recorded Multimedia Products); and

Cinram Manufacturing and Cinram Distribution (all other U.S. operations involved in the
manufacturing, replication and distribution of Pre-Recorded Multimedia Products).

This reassessment of the CGUs, which led to a North American CGU as at December 31, 2010,
occurred due to material changes to the business structure of the Fund in 2010, primarily as a
result of the loss of a significant customer. Such changes led to the inability to identify separate
and distinct cash flow streams due to consolidation and business process re-engineering of
North American sales, operational and administrative functions.

As at December 31, 2010, as part of its annual impairment testing, the Fund tested all of its
CGUs for impairment and recognized an impairment loss of $7,216 in its North American GGU.
This impairment pertained exclusively to property, plant and equipment. This impairment was
due to the CGU's carrying amount exceeding its recoverable amount. The recoverable amount
for the North American CGU was determined using fair value less costs to sell.

The Fund utilized the following methodologies and key assumptions in formulating fair value
less costs to sell for the North American CGU as at December 31, 2010:

» The methodology utilized to determine fair value was based on a four-year discounted cash
flow model, plus terminal value.
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18. Impairment of non-financial assets (continued):

{c)

e The key assumptions of the analysis were as follows:

(a) A four-year forecast term from 2011 through to 2014;

(b} A four-year revenue CAGR of -10%;

) A discount rate of 12%;

(d) A terminal growth rate of -11%;

(e) Cost to sell was assumed to be 3% of fair value at the end of the forecast term: and

() Fair value of certain assets was determined using third party valuation appraisals
and/or other observable market indicators.

This impairment was recognized as at December 31, 2010. The impairment was recognized in
machinery and equipment; specifically, DVD equipment of $7,216.

The impairment of property, plant and equipment at December 31, 2010 of the North American
CGU related to the following segments:

Reportable business segments:
Pre-Recorded Multimedia Products $ 7216

Impairment of the North American CGU, European CGU and Video Games CGU, in 2011:

For the year ended December 31, 2011, the Fund recognized a total impairment loss of
$67,305. This consists of $14,913 of impairment in the North American CGU, $48,709 of
impairment in the Video Games CGU and $3,683 of impairment in the European CGU.

(i) Impairment of the North American CGU at June 30 2011:

As at June 30, 2011, the Fund determined that the carrying value of certain property, plant
and equipment was impaired as a result of certain events which occurred during the three
months ended June 30, 2011, including consolidated EBITA and net earnings being
materially less than amounts budgeted. The Fund assessed all CGUs for indicators of
impairment as at and for the six months ended June 30, 2011 through a review of actual
EBITA and cash flows as compared to budgeted amounts, and concluded that the North
American and European CGUs were the only CGUs that had impaired assets as at June
30, 2011. The Fund utilized similar methodologies and assumptions as at June 30, 2011
which it utilized as at December 31, 2010, as disclosed in note 18(b) to determine the
amount of impairment for both the North American and European CGUs, except that the
cash flow forecasts were updated based on current estimates.

As at June 30, 2011, the Fund recognized an impairment loss of $13,832 related to its North
American CGU. This impairment pertained exclusively to property, plant and equipment.
This impairment was due to the CGU's carrying amount exceeding its estimated
recoverable amount.
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18. Impairment of non-financial assets (continued):

(ii)

(ii)

The impairment was recognized in:

a) machinery and equipment, substantially, DVD equipment, in the amount of $11,423;
b) furniture of $1,078;

c) leasehold imprc')vements of $1,036; and

d) other assets of $305.

o~ e~

The impairment of property, plant and equipment at June 30, 2011 of the North American
CGU related to the Pre-Recorded Multimedia Products segment.

Impairment of the European CGU at June 30, 2011:

As at June 30, 2011, the Fund recognized an impairment loss of $3,479 related to its
European CGU. This impairment pertained exclusively to property, plant and equipment.
This impairment was due to the CGU's carrying amount exceeding its estimated
recoverable amount.

The impairment was recognized in:

(a) machinery and equipment, substantially, DVD equipment, in the amount of $3,411: and
(b) other assets of $68.

The impairment of property, plant and equipment at June 30, 2011 of the European CGU
related to the Pre-Recorded Multimedia Products segment.

Impairment of the Video Games CGU at December 31, 2011:

As at December 31, 2011, the Fund recognized an impairment loss of $49,994, of which
$48,709 related to the Video Games CGU. This impairment pertained to property, plant and
equipment, supply contract and goodwill. This impairment was due to the CGU's carrying
amount exceeding its recoverable amount. The recoverable amount for the Video Games
CGU was determined using fair value less costs to sell.

The Fund utilized the following methodologies and key assumptions in formulating fair value
less costs to sell for the Video Games CGU as at December 31, 2011:

» The methodology utilized to determine fair value was based on a five-year discounted
cash flow model, plus terminal value.

+ The key assumptions of the analysis were as follows:
(a) A five-year forecast term from 2012 through to 2016;
(b) A five-year revenue CAGR of -12%,;
(c) Adiscount rate of 16%;
(d) A terminal growth rate of 0%; and
(e) Cost to sell was assumed to be 3% of fair value at the end of the forecast term.
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18.

Impairment of non-financial assets (continued):

This impairment was recognized as at December 31, 2011. The impairment was
recognized in property, plant and equipment of $430, supply contract of $7,645 and goodwill
of $40,634, for a total of $48,709.

Impairment of the North American CGU at December 31, 2011:

As at December 31, 2011, the Fund recognized an impairment loss of $1,081 related to the
North American CGU. This impairment pertained exclusively to property, plant and
equipment.  This impairment was due to the CGU's carrying amount exceeding its
estimated recoverable amount.

The Fund utilized the following methodologies and key assumptions in formulating fair value
less costs to sell for the North American CGU as at December 31, 2011:

« The methodology utilized to determine fair value was based on a five-year discounted
cash flow model, plus terminal value.
+ The key assumptions of the analysis were as follows:

(a) A five-year forecast term from 2012 through to 2016;

(b) A five-year revenue CAGR of -12%;

(c) A discount rate of 11%;

(d) A terminal growth rate of -24%;

(e) Costto sell was assumed to be 3% of fair value at the end of the forecast term; and

(f) Fair value of certain assets was determined using third party valuation appraisals
and/or other observable market indicators.

The impairment was recognized in the following asset classes:
e Building of $1,015;

e Machinery and equipment of $56; and

s Other tangible assets of $10.

The impairment of property, plant and equipment at December 31, 2011 of the North
American CGU related to the following segments:

Reportable business segments:
Pre-Recorded Multimedia Products $ 1,081
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18.  Impairment of non-financial assets (continued):

(v) Impairment of the European CGU at December 31, 2011:

As at December 31, 2011, as part of its annual impairment testing, the Fund recognized an
impairment loss of $204 related to its European CGU. This impairment pertained
exclusively to property, plant and equipment and was due to the CGU's carrying amount
exceeding its recoverable amount. The recoverable amount for the European CGU was
determined using fair value less costs to sell.

The Fund utilized the following methodologies and key assumptions in formulating fair value
less costs to sell for the European CGU as at December 31, 2011;

» The methodology utilized to determine fair value was based on a five-year discounted
cash flow model, plus terminal value.

¢ The key assumptions of the analysis were as follows:

(a) A five-year forecast term from 2012 through to 2016;

{b) A five-year revenue CAGR of -10%;

(c) Adiscount rate of 12%;

(d) A terminal growth rate of -30%;

(e) Cost to sell was assumed to be 3% of fair value at the end of the forecast term; and

(f) Fair value of certain assets was determined using third party valuation appraisals
and/or other observable market indicators.

The impairment was recognized in the following asset classes:

e Machinery and equipment of $204

The impairment of property, plant and equipment at December 31, 2011 of the European
CGU related to the following segments:

Reportable business segments:
Pre-Recorded Multimedia Products $ 204
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19. Other charges, net:
2011 2010
Facility restructuring ((a) and note 11(b)) $ 9,696 $ 22489
Gain on sale of property, plant and equipment (b) - (7,460)
Other (c) - -
$ 9,696 $ 15,029
(@) Facility restructuring costs:

A continuity schedule of the provision for facility restructuring costs for the year ended
December 31, 2011 is as follows:

Facility

Severance exit Other Total

costs costs costs Costs

January 1, 2010 $ 2,437 $ 431 $ 379 $ 3,247
Add current period charges 14,760 6,006 1,723 22,489
Deduct payiments (9,149) (1,275) (1,734) (12,158)
December 31, 2010 8,048 5,162 368 13,578
Add current period charges 6,807 2,096 793 9,696
Deduct payments (12,604) (6,128) (1,153) (19,885)
December 31, 2011 $ 2,251 $ 1,130 $ 8 $ 3,389

During the year ended December 31, 2011, the Fund continued the rationalization of several
facilities primarily as a result of declining revenues. For North American operations, a net
restructuring charge of $2,403 was recorded, primarily relating to $2,483 of severance and
facility exit costs, offset by $80 of recoveries. For European operations, a net restructuring
charge of $7,293 was recorded, comprising $7,339 of severance and facility exit costs, offset by
$46 of other recoveries.

In 2010, the Fund continued with the rationalization of several of its facilities, primarily as a
resuit of the termination of the WHV service contract effective July 31, 2010, and net costs of
$22,489 related to severance, facility exit and other costs were recorded as other charges. For
North American operations, a restructuring charge of $12,141 was recorded, which comprised
$5,739, $6,006 and $396 for severance, facility exit and other costs, respectively. For European
operations, a restructuring charge was recorded of $10,348, which comprised $9,021 and
$1,327 for severance, and other costs, respectively.

Gain on sale of property, plant and equipment:

In January 2010, the Fund completed the sale of its owned distribution centre in Simi Valley,
California for cash proceeds of $14,000 less transaction costs, resulting in a gain of $7,460,
which was recorded to other charges, net.

79

185




186

CINRAM INTERNATIONAL INCOME FUND

Notes to Consolidated Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Years ended December 31, 2011 and 2010

19.

20.

Other charges, net (continued):

()

Other:

During the year ended December 31, 2011, the Fund reversed a provision of $5,574 pertaining
to an exposure for potential contractual obligations due to a reassessment that it is no longer
probable that funds will be required to settle these exposures. Also, the Fund recognized a
charge of $6,092 in relation to additional custom duties that may be payable in respect of prior
periods and a recovery of $518 related to certain other items.

Net finance costs (income):

2011 2010
Interest on long-term debt $ 37,079 $ 32,618
Interest on mandatorily exchangeable debt 11,908 -
Release of accumulated other comprehensive income

due to de-designation of hedge 5,012 14,636
Release of cumulative translation adjustment (648) 118
Change in fair value of interest rate swap and embedded

derivative (note 15(a) and (b)) (10,744) (14,138)
Lender consent fees (note 14) 10,937 -
Investment banker fees (note 20(c)) 825 -
Transaction costs {note 20(a)) 22,222 -
Unrealized foreign exchange translation loss (gain)

{note 20(b}) 5,566 (360)
Investment income (1,970) (1,160)
Issuance of Fund Units (note 14) 7,351 -
Change in fair value of equity forward embedded

derivative (note 15 (c)) (79,486) -
Revaluation of Warrants (note 16 (a)) 416 -
Other 2,723 1,203
Net finance costs $ 11,191 $ 32,917
(a) Transaction costs for the year ended December 31, 2011 relate to the Refinancing and

(b)

Recapitalization (note 14) and comprise $14,051 in advisory fees, and consultants' fees and
$8,171 in legal fees, paid primarily to counsel representing both the lenders and the Fund.

Unrealized foreign exchange translation loss (gain) is a non-cash item that primarily relates to
intercompany loans within the Fund. For the year ended December 31, 2011, the loss of $5,566
is primarily a result of the changes in the U.S. dollar value relative to foreign currencies,
whereas for the year ended December 31, 2010, the gain of $360 is primarily a result of the
depreciation of the U.S. dollar relative to foreign currencies.

In September 2011, as required under the Fund's credit agreement, the Fund retained an

investment banker as its financial advisor to undertake a comprehensive and thorough review of
strategic alternatives for the Fund.
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21,

Earnings (loss) per unit:
Basic and diluted earnings (loss) per unit:

The reconciliation of the numerator and denominator for the calculation of basic and diluted earnings
(loss) per unit is as follows:

2011 2010

Numerator:

Earnings (loss) from continuing operations $ (87,589) $ 15,740

Earnings (loss) from discontinued operations (949) 429
Earnings (loss) $ (88,538) $ 16,169
Denominator (in thousands):

Weighted average units outstanding - basic 60,469 53,971

Effect of dilutive securities - 1,786
Weighted average number of units outstanding - diluted 60,469 55,757
Earnings (loss) per unit from continuing operations:

Basic $ (1.45) $ 0.29

Diluted : (1.45) 0.28
Earnings (loss) per unit from discontinued operations: .

Basic $ (0.01) $ 0.01

Diluted (0.01) 0.01
Earnings (loss) per unit:

Basic $ (1.46) $ 0.30

Diluted (1.46) 0.29

Basic and diluted earnings (loss) per unit have been calculated using the weighted average and
maximum dilutive number of units outstanding during the year.

2011 2010

Anti-dilutive units (in thousands)® 293,065 1,786

OFor the year ended December 31, 2011, the anti-dilutive units arise primarily due to the conversion
of the Exchangeable Debt (note 14) and Warrants (note 16(a)).
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22. Change in non-cash working capital:

2011 2010

Decrease in trade and other receivables $ 12,399 $ 96,029
Decrease {increase) in inventories (602) 7,832
Decrease in prepaid expenses 794 4,043
Increase (decrease) in trade and other payables 64 (92,349)
$ 12,655 $ 15,555

23. Acquisition of One K Studios, LLC:

On January 31, 2011, the Fund acquired the full ownership interests of 1K. 1K specializes in
building enhanced consumer experiences for movies, TV shows, music, books and games. 1K
provides creative and technical services to these companies to help them release their content in
different venues, including digital downloads, mobile and tablet applications, advanced Blu-ray discs,
stereoscopic 3D and social media.

These services will be integrated with Cinram's existing media production and logistics business,
creating an end-to-end supply chain with competitive advantages for its customers. The new
expertise will play an important role in Cinram's effort to identify and evaluate additional
opportunities to add to the Fund's client offering.

For the year ended December 31, 2011, 1K contributed revenue of $8,236 and a loss of $741.

If the acquisition had occurred on January 1, 2011, for the year ended December 31, 2011,
management estimates, on a consolidated basis for the Fund, that the Fund's consolidated revenue
would have been $801,476 and consolidated loss for the year would have been $88,462. In
determining these amounts, management has assumed that the fair value adjustments that arose on
the date of acquisition would have been the same if the acquisition had occurred on January 1,
2011,

The Fund entered into an arrangement, whereby it paid $2,963 in cash, representing the purchase
price of $3,000 less an initial working capital adjustment of $37 for full ownership interests in 1K. The
Fund finalized the actual working capital position of 1K as at the acquisition date of January 31,
2011 during the three months ended September 30, 2011.

The identifiable assets acquired and liabilities assumed were as follows:

Current assets $ 2,057
Customer relationships 1,418
Non-current assets 843
Current liabilities (922)
Non-current liabilities (433)

$ 2,963
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23.

24,

Acquisition of One K Studios, LLC (continued):

The fair value of customer relationships, which is an intangible asset, is being amortized over six
years.

The trade and other receivables comprise gross contractual amounts due of $901, of which $6 was
expected to be uncollectable at the acquisition date.

The Fund incurred $54 relating to external legal fees, which have been included in selling, genera!
and administrative expenses in the Fund's consolidated statements of comprehensive income (loss)
in the year ended December 31, 2011.

Assets held for sale and discontinued operations:

(a) Assets held for sale:

December 31, December 31, January 1,
2011 2010 2010
Carrying value of assets held for sale
previously classified as:

Land under investment property (i) $ 2,956 $ - $ -

Land and building under
property, plant and equipment (ii) - - 6,047
$ 2,956 $ — $ 6,047

(i) Certain land in Canada previously classified as investment property was reclassified as
held-for-sale, as the criteria for this reclassification were met in the fourth quarter of 2011.
The land was sold in January 2012, resulting in a gain of $267 (note 30(b)).

(i) In the fourth quarter of 2009, the Fund finalized an agreement to dispose of a distribution
facility located in Simi Valley, California, United States. At January 1, 2010, the criteria had
been met for these assets to be classified as held-for-sale and, accordingly, these assets
were reclassified on the consolidated balance sheet. The sale closed in January 2010,
resulting in a gain of $7,460.

(b) Discontinued operations:

Q) tvy Hill:

On April 9, 2009, the Fund completed the sale of substantially all of the assets and liabilities
of Ivy Hill, to Multi Packaging Solutions, Inc. ("MPS") for net cash proceeds of $14,001,
subject to working capital adjustments pursuant to the Asset Purchase Agreement. Ivy Hill's
results, which comprised all of the North American printing business, were excluded from
the Fund's continuing operations subsequent to the completion of the transaction.
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24,

Assets held for sale and discontinued operations (continued):

In conjunction with the sale, the Fund has a continuing obligation to fund a withdrawal
liability relating to the multi-employer pension plans. This net withdrawal liabiity obligation
is partially offset by preferred shares of MPS which Cinram received as part of the proceeds
of sale. These preferred shares have been placed in escrow to fund the withdrawal liability.
The Fund obtains an annual valuation of the withdrawal liability, and records accretion
charges, in compliance with the valuation, to the estimated settlement date.

In 2011, a mark-to-market loss adjustment of ($949) (2010 - $1,256) was recorded in
relation to the withdrawal liability. As at December 31, 2011, the estimated withdrawal
liability obligation, net of the preferred shares is $1,898 (December 31, 2010 - $884) and is
recorded in current provisions. This obligation will settle in a future period based on the
value of the obligation in the second quarter of 2013.

In conjunction with the sale, the Fund has a continuing obligation to fund additional multi-
employer pension plan liabilities. As at December 31, 2011, these liabilities were recorded
in both current provisions and trade and other payables in the amounts of $1,075 (2010 -
$1,336) and $149 (2010 - $44), respectively.

The results of the Ivy Hill discontinued operations are as follows:

2011 2010
Revenue $ - $ -
Mark-to-market gain (loss) on the
net withdrawal liability ‘ $  (949) $ 1,256
Earnings (loss) from discontinued operations,
net of income taxes $ {949) $ 1,256

The cash flow from the Ivy Hill discontinued operations for the year ended December 31 is
as follows:

2011 2010
Add: loss (earnings) from discontinued operations $ 949 $ (1,256)
Change in non-cash working capital (1,607) (577)
Total cash used in discontinued operations $ (658) $ (1,833
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24. Assets held for sale and discontinued operations (continued):
(i) Mexico:

On June 30, 2010, the Fund completed the sale of its share of the Mexican joint venture,
Cinram LantinoAmericana, S.A. de C.V., to the joint venture partner for total proceeds of
$300. Accordingly, the Fund's proportionate share of the results of operations of the joint
venture were segregated and presented separately as discontinued operations in the
consolidated financial statements for the year ended December 31, 2010 and prior periods
were reclassified on this basis.

Prior to the classification as a discontinued operation, these results were reported within the
Pre-Recorded Multimedia Products segment.

The results of the discontinued operations are as follows:

2011 2010

Revenue $ - $ 6,219

Loss from discontinued operations $ - $ (233)

Loss on sale of discontinued operations - (594)
Total loss from discontinued

operations, net of income taxes $ - $ (827)

There are no material amounts remaining on the consolidated statements of financial
position relating to the Mexico discontinued operations at both December 31, 2011 and
December 31, 2010.
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25.

26.

Lease commitments:

Future minimum rental commitments for all non-cancellable operating and capital leases as at
December 31, 2011 are as follows:

Capital Operating Total
2012 $ 8,211 $ 19,142 $ 27,353
2013 4,953 12,089 17,042
2014 54 6,367 6,421
2015 : - 5,821 5,821
2016 - 5,790 5,790
2017 and thereafter 9,085 9,085
13,218 $ 58,294 $ 71512
Less: interest 787
Less: current portion 7,577
Non-current portion $ 4,854

Operating lease expense for the year ended December 31, 2011 amounted to $20,440
(2010 - $48,312).

The Fund has operating leases for several offices, factories and warehouses. The operating leases
have terms between five and ten years, and substantially all of these leases have an option to renew
at the end of term.

Obligations under finance leases and commitments:

As at December 31, 2011, the Fund has $12,431 in obligations under finance leases, primarily
pertaining to Blu-ray machinery and equipment. The terms of the finance leases on Blu-ray
machinery and equipment include a payment schedule over 24 months, with down payments
ranging from 20% to 35%, and an annual interest rate of 6.9%.

Contingent liabilities:

In the normal course of operations, the Fund becomes involved in various iegal actions and other
claims mostly related to labour issues, potential royalty obligations and contractual disputes. While
the final outcome with respect to actions outstanding or pending as at December 31, 2011 cannot be
predicted with certainty, it is management's opinion that their resolution will not have a material
adverse effect on the Fund's financial position, results of operations or cash flows.
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26.

27.

Contingent liabilities (continued):

Royalty charges are incurred as a result of the use of third party repiication technologies. The
royalty charge is recorded as cost of goods sold at the time of shipment. The royalty rates are
specified on a per unit basis and based on contractual terms and conditions or management's best
estimates in situations where formal license agreements are not in place. These estimates are
reviewed periodically and, as adjustments become necessary, they are made in the period in which
they become known. A significant change in the royalty rates used could have a material impact on
cost of goods sold, the provision for royalties and net earnings (loss).

In the normal course of business, the Fund has entered into agreements that contain features that
meet the definition of a financial guarantee contract under IFRS. These include business sale and
business combination agreements, sales of products and services, purchases and development of
property, plant and equipment, and other indemnifications.

The Fund is unable to make a reasonable estimate of the maximum potential amount it would be
required to pay counterparties which has not enabled it to establish if a present obligation exists.
Also, the amount also depends on the outcome of future events and conditions, which cannot be
predicted and, therefore, the outcomes for payout are not probable and reliable estimates cannot be
ascertained. On the basis of the above, no provisional amounts have been accrued in the
consolidated statements of financial position relating to these types of financial guarantee contracts
at January 1, 2010, December 31, 2010 and December 31, 2011. Historically, the Fund has not
made any significant payments under these financial guarantee contracts.

Key management personnel and other related party transactions:

{(a) Key management personne! transactions:
Key management personnel ("KMP") consists of the Board of Trustees, President and CEQ,
Executive Vice-President and Chief Financial Officer, Senior Vice-President and General
Counsel, Executive Vice-President Manufacturing North America, Executive Vice-President
Distribution North America, Executive Vice-President Key Accounts, and the Executive Vice-

President and Managing Director Europe, of the Fund.

Key management personnel compensation is comprised of:

2011 2010

Short-term employee benefits $ 3,531 $ 4,291
Termination benefits 228 -
Share-based payments 170 337
$ 3,929 $ 4,628
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27.

28.

Key management personnel and other related party transactions (continued):

(b) Other related party transactions:

The Fund entered into the following other related party transactions:

In 2011, a total of $758 (2010 - $613) was paid to a law firm in which the Senior Vice President
and General Counsel of the Fund was a former partner. The Senior Vice President and General
Counsel of the Fund remained a partner in this law firm until January 31, 2008 and is currently
of counsel to the firm. The Fund has been advised that the Senior Vice President and General
Counsel received no credit or compensation with respect to the amounts paid by the Fund to the
firm since the Senior Vice President and General Counsel's commencement date.

In 2010, as a result of the relocation of the CEQ pursuant to his employment agreement, during
the second quarter of 2010, the Fund agreed to purchase his principal residence for $1,325,
representing estimated fair market value at the time of purchase. This transaction was reviewed
and approved by the Board of Trustees, without the participation of the CEQ.

In 2010 and 2011, amounts were placed in escrow by the Fund of $1,860 and $287,
respectively. These amounts in escrow were to offset personal tax liabilities for named officers
of the Fund in relation to certain Employee Unit Purchase loans (note 16(b)).

These transactions were recorded at the exchange amount, being the amount agreed to by the
related parties.

Financial risk management and financial instruments:

(a) Overview:

The Fund is exposed to credit risk, liquidity risk and market risk. The Fund's primary risk
management objective is to protect earnings, cash flows and unitholder value. Risk
management strategies, as discussed below, are designed and implemented to ensure that the
Fund's risks and the related exposures are consistent with its business objectives and risk
tolerance.

The Board of Trustees has primary accountability for the establishment and oversight of the
Fund's financial risk management framework, and the Trustees delegate senior management
with the responsibility for appropriate execution of related strategies. Within the Fund's risk
management framework and debt covenant requirements, senior management evaluates a
variety of alternatives and financial products to augment the risk management process. The
Board of Trustees reviews and approves all material transactions.
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28.

Financial risk management and financial instruments (continued):

(o)

The Fund's risk management and treasury policies are intended to: establish acceptable risk
boundaries and observe covenants; analyze and identify the risks and opportunities
encountered by the Fund; monitor and manage the risk exposures due to market changes; and
maintain adherence to controls. These policies are reviewed periodically and adjusted
accordingly based on the Fund's activities and market conditions. Senior management's risk
and covenant compliance is monitored by the Fund's Audit Committee which, with the
assistance of the internal audit department, oversees the appropriateness and adequacy of the
risk management framework as it relates to the risks faced by the Fund.

Credit risk:

Credit risk is a risk of financial loss arising from an unfulfilled contractual obligation due to the
Fund by a customer or counterparty to a financial instrument. The carrying amount of financial
assets represents the maximum credit exposure.

(i) Cash and cash equivalents:

The Fund held cash and cash equivalents of $70,097 as at December 31, 2011
(December 31, 2010 - $164,399; January 1, 2010 - $122,072), which represents its
maximum credit exposure on these assets. The cash and cash equivalents are held with a
bank and financial institution counterparties, which are rated P-1, based on rating agency
Moody's ratings.

(i) Trade and other receivables:

The Fund's exposure to credit risk is subject to the concentration of its key customers. The
Fund's three largest receivable balances due from its customers represent 51% of
consolidated accounts receivable at December 31, 2011. At December 31, 2010, the three
largest customers represented 53% of consolidated accounts receivable. These customers
have been transacting with the Fund for many years without any significant occurrence of
losses to the Fund. The Fund believes that the credit risk is limited due to the financial

stability of its larger customers and the long-standing relationships the Fund has with these
customers.

The maximum exposure to credit risk for trade receivables from the three largest customers

is as follows:
December 31, December 31, January 1,
2011 2010 2010
Customer A $ 47650 $ 54,281 $ 69,482
Customer B 19,814 20,201 63,588
Customer C 18,714 19,765 27,178
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28.  Financial risk management and financial instruments (continued):

The maximum exposure to credit risk for trade receivables by geographic region is as

follows:
December 31, December 31, January 1,
2011 2010 2010
Canada $ 21,420 $ 13,480 $ 22312
U.S. 63,579 82,026 97,387
Europe 82,524 82,254 149,422
Other - - 3,663

The Fund does not require collateral in respect of trade receivables given the long-term
relationship with its customers.

The Fund records an allowance for doubtful accounts related to trade receivable that
considered to be non-collectible. The allowance is based on the Fund's knowledge of the
financial condition of its customers, the aging of the receivables, current business
environment, customer and industry concentrations, and historical experience.

The Fund has established various internal controls, such as credit checks, designed to
mitigate credit risk and has also established procedures to suspend services when
customers have fully utilized credit limits or have violated established payment terms.

While management believes that the Fund's credit controls and processes have been
effective in mitigating credit risk, these controls cannot eliminate credit risk and there can be
no assurance that these controls will continue to be effective or that the Fund's current
credit loss experience will continue.

Total trade and other receivables as at December 31, 2011 amounted to $167,523
(December 31, 2010 - $177,760; January 1, 2010 - $272,784), net of an allowance for
doubtful accounts totalling $2,170 (December 31, 2010 - $3,270; January 1, 2010 - $4,149),
which management believes adequately reflects the Fund's credit risk. Of the reported
trade receivable, 7.3% (December 31, 2010 - 12.6%; January 1, 2010 - 1 1%) is determined
to be past due, which is defined as amounts outstanding beyond normal credit terms and
conditions for the respective customers.
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28. Financial risk management and financial instfuments (continued):

The aging of the trade receivable balance as at December 31, 2011 was as follows:

Allowance

Trade for doubtful

receivables accounts

Current $ 155,155 $ -
Past due 0 - 30 days 10,209
Past due 30 - 60 days 380
Past due 60 - 90 days 522
Past due 90 - 120 days 648

Past due 120 - 180 days 964 (355)

Past due over 180 days 1,815 {1,815)

169,693 $ (2170}
Less allowance for doubtful accounts 2,170
$ 167,523

The aging of the trade receivable balance as at December 31, 2010 was as follows:

Allowance
Trade for doubtful
receivables accounts
Current $ 155,295 $ -
Past due 0 - 30 days 17,791 -
Past due 30 - 60 days 1,872 -
Past due 60 - 90 days 1,399 -
Past due 90 - 120 days 848 -
Past due 120 - 180 days 562 7)
Past due over 180 days 3,263 (3,263)
181,030 $ (3270}
Less allowance for doubtful accounts 3,270
$ 177,760
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28. Financial risk management and financial instruments (continued):

The aging of the trade receivable balance as at January 1, 2010 was as follows:

Allowance
Trade for doubtful
receivables accounts
Current $ 242,614 $
Past due 0 - 30 days 24,083
Past due 30 - 60 days 4,087
Past due 60 - 90 days 2,377 (377)
Past due 90 - 120 days 1,208 (1,208)
Past due 120 - 180 days - -
Past due over 180 days 2,564 (2,564)
276,933 $ (4149)
Less allowance for doubtful accounts 4,149
$ 272,784

The change in the allowance for doubtful trade receivable during the year ended
December 31, 2011 was a decrease of $1,100 (December 31, 2010 - $879; January 1,
2010 - $3,190).

Derivatives:

(i

=

The Fund limits its exposure to credit risk related to derivatives by transacting with
counterparties that are stable and of high credit quality.

Liquidity risk:

Liquidity risk is the risk that the Fund will be unable to meet its financial obligations as they
come due. The Fund manages its liquidity risk by managing its capital structure, as outlined in
note 29 below, including forecasting cash flows and closely monitoring covenant levels and
compliance. These are complemented with regular reviews of operations, business conditions
and seasonality to ensure that adequate future liquidity needs are met with a level of certainty,
and within acceptable risk exposure.

The Fund's objective is to ensure that it has sufficient available cash on hand to meet
normalized operating expenses. In addition, the Fund maintains revolving lines of credit of
$35,000 (December 31, 2010 - $100,000; January 1, 2010 - $100,000) that provide additional
flexibility and liquidity during the Fund's seasonal periods. At December 31, 2011, $19,000 has
been drawn on these revolving credit facilities, plus letters of credit issued of $12,695
(December 31, 2010 - $14,100; January 1, 2010 - $14,450).
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28. Financial risk management and financial instruments (continued):

The following are the contractual maturities of financial liabilities, including interest payments as
at December 31, 2011:

Carrying Contractual
amount cash flows <1 year 1-2years 2 - Syears
Non-derivative financial
liabilities:
Trade and other
payables, current
provisions and
current employee
benefits $ 197,688 $ (197,688) $ (197,688) $ -~ $ -
Obligations under
capital leases 12,431 (13,218) (8,211) (4,953) (54)
Long-term debt 232,456 (235,494) (235,494) - -
Exchangeable debt 22,422 (11,600} (11,600) - -
Interest on long-term
debt 5,507 (21,536) (21,536) - -
Derivative financial
liabilities:

Derivative instruments
and related accrued
interest of nil - - -

$ 470,504 $ (479,536) $§ (474,529) $  (4,953) $ (54)

The following are the contractual maturities of financial liabilities, including interest payments as
at December 31, 2010:

Carrying Contractual
amount cash flows <1 year 1-2years 2-5years

Non-derivative financial
liabilities:

Trade and other
payables, current
provisions and
current employee
benefits $ 206,525 $ (206,525) $ (206,525) $ - $ -

Obligations under
capital leases 2,227 (2,375) (1,238) (639) (498)

Long-term debt 366,739 (366,739) (366,739) - -

Interest on long-term
debt 696 (30,497) (30,497) - -

Derivative financial
liabilities:

Derivative instruments
and related accrued
interest of $3,335 (net) 11,087 (15,812) (15,812) -

$ 587,274  $ (621,948) § (620811) § _ (639) & _ (498)
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28.

Financial risk management and financial instruments (continued):

(d)

Other long-term liabilities, as reported on the December 31, 2011 and December 31, 2010
consolidated statements of financial position, mainly consist of pension liabilities and are,
therefore, excluded from the tables above.

Market risk:

Market risk is the risk that the fair value of future cash flows of a financial instrument will
fluctuate due to changes in market prices, such as foreign exchange rates and interest rates,
and it will affect the Fund's income or the value of its holdings in financial instruments. The
Fund's primary objective when committing to any financial instrument is to manage and control
market risk within stipulated constraints. The Fund does not enter into financial instruments for
trading or speculative purposes.

(i) Currency risk:

The functional currency of the Fund is the Canadian dollar and the Fund's reporting
currency is the U.S. dollar. The Fund's operations in the U.S., the UK, France and
Germany expose it to the risk of foreign currency fluctuations. Potential exposure relates to
currency risk on sales, purchases and term loans that are denominated in a currency other
than the respective functional currency of the Fund's foreign and domestic operations.
Currencies in which the Fund's foreign operations mainly transact include the Canadian
dollar, U.S. dollar, Euro and British pound. .

Since the Fund's operations predominantly transact their sales and purchases in their
respective domestic currencies, the exposure is reduced and, therefore, the Fund typically
does not hedge accounts receivable and accounts payable that may be denominated in a
foreign currency.

(i) Exposure to currency risk:

The following is the Fund's exposure to foreign currency risk:

Currency of exposure (in U.S. dollars)

u.s. British
December 31, 2011 dollar Euro pound
Cash and cash equivalents 800 2,282 628
Accounts receivable 964 780 5,578
Accounts payable and accrued liabilities 18,109 3,212 82
Long-term debt 95,140 - —

Gross balance sheet exposure,

excluding financial derivatives 115,013 6,274 6,288
Derivative instruments and related

accrued interest of nil - - -

Gross exposure 115,013 6,274 6,288
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28. Financial risk management and financial instruments (continued):

Currency of exposure (in U.S. dollars)

U.S. British
December 31, 2010 dollar Euro pound
Cash and cash equivalents 14,072 981 392
Accounts receivable 759 310 9,553
Accounts payable and accrued liabilities 12,160 837 339
Long-term debt 129,644 - -
Gross balance sheet exposure,
excluding financial derivatives 156,635 2,128 10,284
Derivative instruments and related
accrued interest of $3,335 15,793 - -
(Gross exposure 172,428 2,128 10,284
Currency of exbosure (in U.S. dollars)
uU.S. British
January 1, 2010 dollar Euro pound
Cash and cash equivalents 3,876 6,492 31,589
Accounts receivable 6,768 309 11,822
Accounts payable and accrued liabilities 30,044 5,041 2,039
Long-term debt 141,051 - -
Gross balance sheet exposure,
excluding financial derivatives 181,739 11,842 45,450
Derivative instruments and related
accrued interest of $3,369 31,923 - -
Gross exposure 213,662 11,842 45,450

(iii) Sensitivity analysis:

A 10% increase in the U.S. currency would increase the net loss for 2011, decrease the net
earnings for 2010. Alternatively, a 10% increase in the Euro would increase the net loss for
2011 and increase the net earnings for 2010. A 10% increase in the British pound would
decrease the net loss for 2011 and increase the net earnings for 2010.

2011 2010

Decrease Increase

{(increase) (decrease) in

loss net earnings

U.S. dollar $ (17,319) $ (12,671)
Euro (17) 51
British pound 681 1,067
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28.

Financial risk management and financial instruments (continued):

(iv)

v)

The above analysis assumes that all other variables, i.e., interest rates, remain constant.

An assumed 10% depreciation in the currency of exposure would have had an equal but
opposite effect on the above currencies to the amounts shown above, on the basis that all
other variables remain constant.

Interest rate risk:

The amounts outstanding under the Fund's Credit Facility bear interest at variable rates with
fixed interest rate spreads.

Until the expiry date of August 4, 2011, the Fund held a three-month LIBOR (fixed-for-
floating) swap of $400,000 notional amount. As at December 31, 2011, long-term debt
outstanding totalled $235,494; therefore, leaving the entire balance without a corresponding
hedge and exposed to cash flow risk due to fluctuations in interest rates. As at
December 31, 2010, long-term debt outstanding totalled $366,739 (2009 - $395,364);
therefore, leaving a nil balance (2009 - nil) without a corresponding hedge and exposed to
cash flow risk due to fluctuations in interest rates.

Fair values versus carrying amounts:
At December 51, 2011, the fair values of financial assets and liabilities, along with the

carrying amounts presented in the consolidated statements of financial position are as
follows:

December 31, 2011 Carrying amount Fair value
Held for trading:

Cash and cash equivalents $ 70,097 $ 70,097
Loans and receivables:

Accounts receivable 167,523 167,523

Derivative instruments, including accrued
interest of nil - -
Other financial liabilities:

Capital lease obligations (12,431) (6,945)
Accounts payable and accrued liabilities (197,688) (197,688)
Term debt (232,456) (232,456)

$ (204,955) $  (199,469)
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28. Financial risk management and financial instruments (continued):

December 31, 2010 Carrying amount Fair value
Held for trading:
Cash and cash equivalents $ 164,399 $ 164,399
Loans and receivables:
Accounts receivable 177,760 177,760
Derivative instruments, including accrued
interest of $3,335 (11,087) (11,087)
Other financial liabilities:
Capital lease obligations (2,227) (2,172)
Accounts payable and accrued liabilities (206,525) (206,525)
Term debt (366,739) (366,739)
$ (244,419) $ (244,364)
January 1, 2010 Carrying amount Fair value
Held for trading:
Cash and cash equivalents $ 122,072 $ 122,072
Loans and receivables:
Accounts receivable 272,784 272,784
Derivative instruments, including accrued
interest of $3,335 (25,225) (25,225)
Other financial liabilities:
Capital lease obligations (4,065) (4,248)
Accounts payable and accrued liabilities (314,855) (314,855)
Term debt (395,364) (395,364)
$ (344, 653) $ (344,836)

(vi) Basis for determining fair value:

The Fund has determined the fair value of its financial instruments as follows:

(a) Current assets and liabilities:

The carrying amounts in the consolidated statements of financial position of cash and
cash equivalents, accounts receivable, accounts payable and accrued liabilities
approximate fair values because of the short-term nature of these financial instruments.
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28.

Financial risk management and financial instruments (continued):

(b)

Long-term debt and obligations under capital leases:

The fair values of each of the Fund's debt instruments are based on the period-end
trading values.

The fair values of the Fund's obligations under capital leases are based on the amount
of future cash flows associated with each instrument discounted using current year
weighted average borrowing rates.

Embedded derivative instruments:

The fair value of the Fund's interest rate exchange agreement was based on the value
quoted by the counterparty to the agreement and adjusted for respective credit
spreads.

The fair value of the Fund's embedded derivative in relation to a LIBOR floor
(note 15(b)) is based on usage of the Black-Scholes model, in conjunction with the
calculation of aggregate differentials between the LIBOR floor and forward rate curves
estimating what LIBOR will be at future interest payment dates. The present values of
these differentials are aggregated to determine the fair value of the embedded
derivative.

The fair value of the Fund's equity forward embedded derivative is as described in
note 15(c).

Fair value estimates are made at a specific point in time, based on relevant market
information and information about the financial instruments. These estimates are
subjective in nature and involve uncertainties and matters of significant judgment and,
therefore, cannot be determined with precision. Changes in assumptions could
significantly affect the estimates.
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28.

29,

Financial risk management and financial instruments (continued):

The table below presents the level in the fair value hierarchy into which the fair values of financial
instruments that are carried at fair value on the consolidated statements of financial position are
categorized:

2011 2010
Level 1 Level 2 Level 1 Level 2
Valuation Valuation
technique technique
Quoted using Quoted using
market observable market observable
price market inputs price market inputs
Financial assets:
Cash and cash equivalents $ 70,097 $ - $ 164,399 $ -
Derivatives - 79,486 - -
Financial liabilities:
Derivatives $ - $ 3,383 $ - $ 11,087

There were no financial instruments categorized in Level 3 (valuation technique using non-
observable market inputs) as at December 31, 2011 and 2010.

There were no changes in categorization of financial assets and liabilities into the three levels in the
fair value hierarchy during the year.

Capital risk management:

The Fund's objectives in managing capital are to optimize its weighted average cost of capital, and
hence, maximize unitholders' value while balancing the interests of debt and unitholders.

Management's strategy of concentrating on the Fund's core business, while simultaneously
diversifying into other businesses in which the Fund can leverage synergies and its core
competencies, is considered concurrently with the use of capital. The Fund includes unitholders'
deficiency, long-term debt (including any associated hedging activities), other interest-bearing debt,
such as the revolving line of credit, and cash and cash equivalents in its capital definition.

Continuous oversight and control of the capital structure is maintained by senior management and
the Board of Trustees. Adjustments are made as a result of economic changes, opportunities and
financial conditions by means of distributions paid to unitholders, repurchase of units for cancellation
pursuant to normal course issuer bids, accelerated repayment of long-term debt, and the issuance of
new units and/or debt. The Board of Trustees reviews and approves any matetial transactions,
including proposals on acquisitions or dispositions, as well as capital and operating budgets.
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29.

30.

Capital risk management (continued):

The Fund uses several metrics to monitor capital, including: leverage, interest coverage and liquidity.
All of the metrics are also components used to determine compliance with external debt covenants,
which management monitors closely to assess current and future compliance. Leverage is defined
under the credit agreement, which is described in note 14 to the consolidated financial statements,
as total debt to EBITA, interest coverage is defined as EBITA to cash interest, and liquidity is
determined based on cash on hand along with availability under the revolving credit agreement.

The consequences of not meeting the credit agreement’s covenants could result in a default of the
August 2011 Credit Facility (notes 2(a) and 14).

The Fund made mandatory and voluntary debt repayments of $45,952 and $28,624 during 2011
and 2010, respectively. The Fund did not declare any distributions to’ unitholders during 2011 and
2010, nor does it plan to make any distributions to its unitholders in the foreseeable future.

The Fund's strategy for capital risk management has not changed during the year ended
December 31, 2011. The Fund is not subject to any externally imposed capital requirements, other
than as outlined in its credit agreement, which includes covenant compliance.

Subsequent events:
(a) Conversion of mandatorily exchangeable secured debt or Exchangeable Debt:

On January 3, 2012, $90,308 of Exchangeable Debt (note 14), comprised of $90,000 of
principal and $308 of accrued interest, was converted to 373,172,682 units of the Fund,
reflecting a conversion price of $0.242 per unit. The holders of the Exchangeable Debt elected
to retain $11,600 of the accrued interest paid in kind as secured debt of the Fund at the same
rate of interest, with a term ending on December 31, 2013.

(b) Sale of investment property:
On January 11, 2012, the Fund sold certain vacant land which was classified as investment

property (note 24(a)) which had a net book value of $2,956, for net proceeds of $3,223, resulting
in a gain of $267.
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Management’s Discussion and Analysis of financial condition and results of operations (in U.S. dollars)
May 10, 2012

This management's discussion and analysis (MD&A) for the quarter ended March 31, 2012 should be read in
conjunction with Cinram International Income Fund's unaudited condensed consolidated interim financial statements
for the quarter ended March 31, 2012 and the consolidated financial statements for the year ended December 31,
2011, and with the notes contained therein. The condensed consolidated interim financial statements are prepared in
accordance with intemational Financial Reporting Standards (“IFRS"). This MD&A should also be read in conjunction
with our annual MD&A and audited consolidated financial statements for the years ended December 31, 2011 and
2010, and related notes, which are prepared in accordance with IFRS and available on SEDAR at www.sedar.com.
Where reference is made to “we,” “us," “Cinram"” or the “Fund,” it refers to Cinram International Income Fund and its
subsidiaries. External economic factors remain substantially unchanged, unless otherwise stated.

Forward-looking statements

Cenrtain statements included in this management's discussion and analysis (MD&A) contain words such as “could,”
“expects,” “expectations,” “may,” “anticipates,” “believes,” “intends,” “estimates™ and “ptans” (and similar expressions)
and constitute “forward-looking statements” within the meaning of applicable securities laws. These statements are
based on the Fund's current expectations, estimates, forecasts and projections about the operating environment,
economies and markets in which it operates. Such forward-looking statements, and other forward looking statements
specifically identified, involve known and unknown risks, uncertainties and other factors that are difficult to predict and
may cause the actual results, performance or achievements of the Fund to be materially different from any future
results, performance or achievements expressed or implied by these forward-looking statements. These factors
include, among others, the following: general economic and business conditions that will, among other things, impact
the demand for the Fund's products and services (including risks related to international operations and foreign
exchange risks); the Fund’s ability to retain major customers and the variability in the popularity of the titles released
by those customers; multimedia replication industry conditions and capacity (including, among other things,
competitive and pricing pressures, increases in raw material costs, increasingly compressed production cycle and
seasonality of the business, the need for capital expenditures for maintenance of Blu-ray and standard DVD capacity,
and variability in quarterly earnings); risks associated with the Fund's leverage generally, and its potential impact on
the business; risks related to the August 2011 Credit Facility, including the risk that waivers from the lenders under
the credit facility of certain financial and non-financial covenant defaults occurring on or prior to May 30, 2012 and
certain other defaults may be terminated at any time after May 15, 2012 on three business days notice by lenders
holding more than 20% of the amounts outstanding under the Credit Facility, and the risk that the Fund may not be
able to obtain any further waivers for similar or other financial covenant defaults occurring after May 30, 2012 and the
risk of non-compliance with certain covenants included within its senior credit agreements; risks of dilution to
unitholders from issuances of equity interests (including on exchange of debt); the Fund's ability to implement its
business strategy; a shortage of product due to labour disruptions; the Fund’s ability and availability of resources to
invest successfully in new technologies and new opportunities; and other factors. Many of the foregoing factors are
described in detail in the Fund's filings with Canadian securities commissions (reference is made in particular, but
without limitation, to the section entitled “Risks and Uncertainties” in the 2011 MD&A and to prior quarterly financial
reports). For a complete list of risks and uncertainties, please consult the Fund's annual information form filed with
Canadian securities commissions, available on www.sedar.com.

"

The Fund disclaims any intention or obligation to update or revise any forward-looking statements whether as a result
of new information, future events or otherwise. You should read this MD&A and quarterly report with the
understanding that the Fund’s actual future results may be materially different from what we expect. These cautionary
statements expressly qualify all forward-looking statements attributable to the Fund.

Non-IFRS financial measures

EBITA is defined in this report as earnings (loss) before impairment charges, net finance costs (including interest
expense, foreign exchange translation gains/losses, investment income, amortization of unamortized transaction
costs, investment banker fees and changes in fair value of derivatives and warrants), income taxes, and amortization
and is a standard measure that is commonly reported and widely used in the Fund's industry to assist in
understanding and comparing operating results. EBITA is not a defined term under IFRS. Accordingly, this measure
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should not be considered as a substitute or alternative for net earnings or cash flow from operations, in each case as
determined in accordance with IFRS. A reconciliation of EBITA to net loss from continuing operations under IFRS is
found in the table below.

EBIT is defined in this report as earnings (loss) before net finance costs (including interest expense, foreign
exchange translation gains/losses, investment income, amortization of unamortized transaction costs, investment
banker fees, and change in fair value of derivatives and warrants) and income taxes, and is a standard measure that
is commonly reported and widely used in the Fund's industry to assist in understanding and comparing operating
results. EBIT is not a defined term under IFRS. Accordingly, this measure should not be considered as a substitute or
alternative for net earnings or cash flows from operations, in each case as determined in accordance with IFRS. A
reconciliation of EBIT to net loss from continuing operations under IFRS is found in the table below.

We use EBIT and EBITA, as defined above, as benchmarks for measuring operating performance and for assessing
covenant compliance under our lending arrangements.

Reconciliation of EBITA and EBIT to net loss from continuing operations
Three months ended March 31

(unaudited, in thousands of U.S. dollars) 2012 2011
EBITA excluding other charges $(8,592) $(1,040)
Other charges, net 1,845 5,441
EBITA $(10,437) $(6,481)
Amortization of property, plant and equipment 4,679 8,052
Amortization of intangible assets 155 733
EBIT $(15,271) $(15,266)
Net finance costs 10,522 5,937
Income tax (recovery) expense (318) 1,571
Net loss $(25,475) $(22.774)
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1. ABOUT OUR BUSINESS

Corporate overview and recent developments

Cinram International Inc. (Cll), an indirect wholly-owned subsidiary of Cinram International Income Fund, is one of the
world's largest providers of pre-recorded multimedia products and related logistics services. With facilities in North
America and Europe, we manufacture DVDs, Blu-ray discs and CDs, and we provide distribution services for motion
picture studios, music labels, video game publishers, computer software companies, telecommunication companies
and retailers around the world.

Cinram operates facilities in both North America and Europe that aggregate nearly 9.0 million square feet. As of
March 31, 2012, we employed approximately 7,000 people worldwide including contract and agency workers. We
currently have the capacity to manufacture approximately 121 million Blu-ray discs, 1.9 billion DVDs and about 459
million CDs per year to service seasonal peaks in demand, which typically occur around the U.S. Thanksgiving and
Christmas holiday shopping seasons. We primarily manufacture on firm orders from our customers, generally
pursuant to multi-year contracts. We do not bear the risk of unsold products as customers cannot return any
previously purchased inventory, with the exception of defective product (which occurs rarely). We do not have title to
the products we distribute. Our major contracts are, to a large extent, exciusive for particular territories, and many of
our manufacturing agreements contain periodic market price tests and most-favored-nations clauses that may require
us to lower our selling prices. The products we manufacture generally experience price declines on an annual basis,
with declines historically being steeper in the early stages of the products’ life cycles.

Going concern

This MD&A and the Fund's consolidated financial statements have been prepared on a going concern basis in
accordance with IFRS.

The going concern basis of presentation assumes that the Fund will continue in operation for the foreseeable future
and be able to realize its assets and discharge its liabilities and commitments in the normal course of business. As at
March 31, 2012, the Fund would have been in breach of certain financial covenants in its reporting to its lenders
under its Amended Credit Facility. However, subsequent to March 31, 2012, the Fund has continued to receive
waivers for a limited period from its lenders under the Amended Credit Facility for certain financial and non-financial
covenants. The amounts outstanding under the Amended Credit Facility have been classified as a current liability
both as at March 31, 2012 and December 31, 2011. The waivers received during the period ended and subsequent
to March 31, 2012 were as follows:

1. On January 31, 2012, the Fund received a waiver for certain financial covenants from its lenders for the period up
to March 15, 2012; )

2. On March 15, 2012, the lenders further agreed to extend the waiver for certain financial covenants up to March 28,
2012. In addition, on March 15, 2012, the lenders agreed to extend the date by which the lenders were required to
approve the business plan and financial statement projections (the “Business Plan") submitted to the lenders on
February 15, 2012, from March 15, 2012 to March 28, 2012;

3. On March 28, 2012, the lenders further agreed to extend the waiver for certain financial covenants up to April 30,
2012; however, the lenders would have the right to terminate this waiver on or after April 13, 2012. The March 28,
2012 waiver also extended the date by which the tenders were required to approve the Business Plan and waived
certain other financial reporting requirements indefinitely, subject to the lenders' right to terminate the waiver on or
after April 13, 2012; and

4. On Aprit 30, 2012, the lenders further agreed to extend the waiver for certain financial covenants up to May 30,
2012; however, the lenders may terminate this waiver on or after May 15, 2012. The April 30, 2012 waiver also
extends the date by which the lenders are required to approve the Business Plan and waives certain other financial
reporting requirements indefinitely, subject to the lenders’ right to terminate the waiver on or after May 15, 2012

Without further waivers or amendments, and subject to the lenders not terminating the waivers pertaining to: (1) the
financial covenants, (2) the Business Plan, and (3) certain other financial reporting requirements on or after May 15,
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2012, the lenders can terminate the April 30, 2012 waiver pertaining to the financial covenants on or after May 30,
2012, and the amounts under the Amended Credit Facility are repayable on demand.

Should the lenders demand repayment of the amounts outstanding on or prior to May 30, 2012, in the absence of
alternative sources of funding, the Fund would not be able to repay the amounts outstanding under the Amended
Credit Facility. At March 31, 2012, the Fund has a unitholders' deficiency of $30.6 million and a working capital
deficiency of $228.8 million. For the three months ended March 31, 2012, the Fund incurred a loss of $25.5 million.
The circumstances described above have resulted in a material uncertainty over the Fund's ability to repay the
amounts outstanding under the Amended Credit Facility and meet its other obligations as they become due. This
material uncertainty may cast significant doubt about the ability of the Fund to continue as a going concern.

The Fund is currently in discussions with its lenders and is undergoing a strategic review with its advisors, including a
possible sale of certain or all of the Fund’s operations or a restructuring of the operations. If this strategic review
does not provide alternatives for repayment of the Amended Credit Facility and allow the Fund to meet its other
obligations as they become due, a demand by the lenders for settlement of amounts due under the Amended Credit
Facility will likely have a material adverse effect on the Fund's financial position. No agreements with the Fund's
lenders or potential purchasers or investors have been reached yet and there can be no assurance that such
agreements will be reached.

The ability of the Fund to continue as a going concern and to realize the carrying value of its assets and discharge its
liabilities when due is dependent on the successful completion of the actions taken or planned, some of which are
described above. Management believes the actions taken or planned will mitigate the adverse conditions and events
which raise doubt about the validity of the going concern assumption used in preparing these consclidated financial
statements. There is no certainty that these and other strategies will be sufficient to permit the Fund 1o continue as a
going concern.

This MD&A or the Fund's consolidated financial statements do not reflect adjustments that would be necessary if the
going concern basis of presentation was not appropriate. If the going concern basis of presentation was not
appropriate for these consolidated financial statements, then adjustments would be necessary to the carrying value of
assets and liabilities, the reported net loss and the statement of financial position classifications used.

Operational developments

On May 1, 2012, the Fund received written notice from a customer in our wireless division which has decided not to
extend the fulfilment services currently provided by Cinram beyond the current term, which expires June 15, 2013.
Cinram has provided distribution and related services to this customer since 2008. Revenues from this business for
the year ended December 31, 2011 were reported under the "Other” segment and represented approximately 6% of
the total consolidated revenues of Cinram International Inc.

On April 30, 2012, the Fund signed a new agreement with Gaiam Americas, Inc. ("Gaiam") pursuant to which the
Fund will continue to provide DVD, Blu-ray and CD replication services, and assembly, retail distribution and
transportation services to Gaiam through April 30, 2015. In addition, Gaiam entered into a new agreement with
Cinram Retail Services pursuant to which Cinram Retail Services will be providing vendor managed inventory and
other services to Gaiam through April 30, 2015.

On August 23, 2011, the Fund signed an agreement with Sony DADC to address matters relating to the destruction of
its UK distribution facility by rioters. The agreement provides for distribution services for Sony Pictures' product, and
includes pick, pack and ship services and value added services and returns. The services will be provided from
Cinram'’s retail distribution warehouse in Aylesbury, Buckinghamshire.

On May 4, 2011, the Fund executed a multi-year agreement with Relativity Media to serve as their exclusive provider
of replication services for DVD and Blu-ray products in North America.

On April 11, 2011, Cinram signed a new muiti-year contract with Twentieth Century Fox Home Entertainment ("Fox").
Under the renewed service agreements, Cinram will continue to serve as the primary supplier for replication and
distribution services for the studio across North America and Europe.
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On March 23, 2011, Cinram'’s entered into an agreement to be the sole provider to Wm Morrisons Supermarkets PLC
("Morrisons”) of storage and distribution services for the music, video and games categories in the United Kingdom.
The agreement requires Cinram to make products retail-ready, including stickering and security tagging of products.
In addition, Cinram implemented a retail services solution, using its Vision™ software, to help Morrisons manage and
control its inventory and balance supply with demand.

On January 31, 2011, Cinram acquired Los Angeles-based digital media company One K Studios LLC (1K). 1K
specializes in building enhanced consumer experiences for movies, TV shows, music, books and games. 1K has
been a key service provider to many of the world's top media and technology companies, including Apple, Paramount
Home Entertainment, HBO, and Warner Bros Home Entertainment. 1K provides creative and technical services to
these companies to help them release their content in different venues, including digital downloads, mobiie and tablet
apps, advanced Blu-ray discs, stereoscopic 3D and social media.

The Fund operates three business segments: Pre-recorded Multimedia Products, Video Game and Other. The Pre-
recorded Multimedia Products segment consists of the replication, packaging and distribution of DVDs, Blu-ray discs
and CDs, including new releases and catalog titles, for the entertainment divisions of motion picture studios and
music labels. The Video Game segment includes revenue from the assembly, packaging and distribution of video
games and the Other segment includes revenue from logistic services for our telecommunications customer, revenue
from the retail services division (Cinram Retail Services™), revenue from the 2011 acquisition of 1K Studios and
other non-core activities. Comparative figures have been reclassified to reflect this segment reporting.

1.1 Recent acquisitions and dispositions

1.1.1 Acquisition of 1K

On January 31, 2011, the Fund acquired Los Angeles-based digital media company One K Studios (1K). The
acquisition is part of a broad initiative to advance Cinram, a provider of media delivery services around the world,
further into digital platforms. 1K specializes in building enhanced consumer experiences for movies, TV shows,
music, books and games. 1K has been a key service provider to many of the world's top media and technology
companies including Apple, Paramount Home Entertainment, HBO, and Warner Bros Home Entertainment.

1.2 Capital structure

In May 2006, ClI converted from a corporate structure to an income trust structure through a plan of arrangement that
was approved by shareholders on April 28, 2006. As a result of the Refinancing and Recapitalization completed on
April 11, 2011, 9.896 million units of Cinram International Income Fund were issued to the lenders during 2011. In
addition, the Fund issued warrants to acquire 13 million units in April 2011, and the terms of the warrants are
disclosed in note 16 of the Fund's 2011 annual consolidated financial statements. As a result of the second lien
exchangeable debt not being repaid prior to December 31, 2011, a total of 373.2 million units of the Fund were issued
to holders of the exchangeable debt on January 3, 2012 {representing in the aggregate, post-issuance, approximately
85% of the outstanding Fund units). The remaining debt not exchanged into units of the Fund was $11.9 million.

1.3 Our strategy

Cinram'’s business strategy can be summarized as follows:

*  provide innovative products and solutions to our clients, responding to the changes in how entertainment is
delivered to the ultimate consumer.

»  grow our client base amongst the major and mid-sized entertainment studios by providing global, cost
effective services.

» expand our service offerings to our clients and thereby maximize value in the supply chain to our mutual
benefit.

® maintain a culture of operational excellence within the business — promoting world class practices and an
attitude of continuous improvement.



2. FIRST QUARTER 2012 PERFORMANCE

Key performance metrics

Three months ended March 31,

(in thousands of U.S. dollars, except per unit data) 2012 2011
Revenue $167,581 $176,702
EBITA excluding other charges (8,592) (1,040)
EBITA (10,437) (6,481)
EBIT (15,271) (15,266)
Net loss from operations (25,475) (22,774)
Basic and diluted loss per unit from operations (0.06) 0.42)

Consolidated revenue in the three months ended March 31, 2012 decreased to $167.6 million, compared with $176.7
million in the prior year period, due primarily to lower revenue from the sale of standard DVDs, both in North America
and Europe, partially offset by an increase in Blu-ray sales. Gross profit for the first quarter of 2012 was $21.1
million, compared to $17.9 million in the comparable prior year period, as the prior year results inciuded higher
amortization charges related to property, plant and equipment. Fixed selling, general and administrative expense was
$34.6 million in the current year, compared to $27.8 million in the prior year, primarily resulting from increased
professional and consulting fees associated with the refinancing and strategic review of operations. As a result,
EBITA excluding other charges was $(8.6) million, compared to $(1.0) million in the prior year, and net loss from
operations was $(25.5) million, compared to net loss of $(22.8) million in the prior year.

For the three months ended March 31, 2012, we recorded $1.6 million of restructuring related charges, including
severance and related costs associated with plant rationalizations in North America.

Summary of quarterly results
(in thousands of U.S. dollars, except per unit data)

Ginram’s annual and quarterly operating results vary from period to period as a result of the timing and value of
customer orders, fluctuations in materials and other costs, and the relative mix of value-added products and services.
Our business is seasonal, as a large portion of our revenue and earnings are recorded in the fourth quarter, since
most large-scale home video release dates are clustered around the U.S. Thanksgiving and Christmas holiday
shopping seasons. The timing of the release schedule as well as the success of a few titles can play an important
role in December re-order volumes and, in turn, influence our full-year results. For these reasons, we generate a
significant amount of our revenue and EBITA during the fourth quarter.

Note that the results below are reported in accordance with IFRS,

Revenue from continuing operations

Quarter 2012 2011 2010
First $167,581 $176,702 $298,570
Second 147,460 256,207
Third 209,207 254,087
Fourth 267,476 300,074
Year $167,581 $800,845 $1,108,938
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Net earnings (loss).from continuing Net earnings (loss) .from discontinued Net Eamings (loss)
operations operations
Quarter 2012 2011 2010 2012 2011 2010 2012 2011 2010
First $(25,475) (22,774) $16,054 $- $0.00 $(219) $(25,475) $(22,774) $15,835
Second 97.434) (6.359) - (608) (97.434) (6,967)
Third (10,232) 13,928 - - (10,232) 13,928
Fourth 42,851 (7.883) (949) 1,256 41,902 (6,627)
Year $(25,475) $(87,589) $15,740 $- $(949) $429 $(25,475) $(88,538) 816,169

Basic/Diluted EPS from discontinued Basic/Diluted EPS

Basic/Diluted EPS from continuing operations operations
Quarter 2012 2011 2010 2012 2011 2010 2012 2011 2010
First $(0.06) $(0.42) $0.29 $- $0.00 $0.00 $(0.06) $(0.42) $0.29
Second (1.60) (0.12) - 0.on (1.60) 0.13)
Third - (0.16) 0.26 - - 0.16) 0.26
Fourth 0.67 (0.15) (0.02) 0.03 0.65 (0.12)
Year $(0.06) $(1.45) $0.28 $- $(0.02) $0.02 $(0.06) $(1.46) $0.30

Over the past several years, the release schedule has become more compressed as the peaks in demand have risen
while the seasonal troughs have widened. Our results are also hit-driven, based on the demand for our customers'
content. With our high customer concentration, we are dependent on our customers' ability to capture and maintain
their market share of consumer spending, especially in pre-recorded multimedia products.

3. SEGMENTED RESULTS

The Fund operates three business segments: Pre-recorded Multimedia Products, Video Game and Other. The Pre-
recorded Multimedia Products segment consists of the replication, packaging and distribution of DVDs, Blu-ray discs
and CDs, including new releases and catalog titles, for the entertainment divisions of motion picture studios and
music labels. The Video Game segment includes revenue from the assembly, packaging and distribution of video
games and the Other segment includes revenue from logistic services for our telecommunications customer
{Motorola), revenue from the retail services division (Cinram Retail Services™), revenue from the 2011 acquisition of
1K Studios and other non-core activities. Comparative figures have been reclassified 1o reflect this segment
reporting.

3.1 Revenue by segment

Three months ended March 31

(in thousands of U.S. dollars) 2012 2011
Pre-recorded Multimedia Products $143,051 85% $150,995 86%
Video Game 9,632 6% 11,176 6%
Other 14,898 9% 14,531 8%

$167,581 100% $176,702 100%

Pre-recorded Multimedia Products

In the first quarter ended March 31, 2012, Pre-Recorded Multimedia Product revenue {which includes replication and
distribution of Blu-ray discs, DVDs and CDs) decreased 5% to $143.1 million from $151.0 million in 2011 as a result
of lower unit shipments for standard DVD and CD, both in North America and Europe.

Sales of standard DVDs continued to be the main revenue source for Cinram during the first quarter of 2012. DVD
revenue (including related distribution services) accounted for 64% of consolidated revenue in the first quarter of
2012, compared with 66% in 2011. We replicated 106 million DVDs in the first quarter of 2012, compared with 120
million in 2011, and, as a result of lower unit shipments combined with a decline in average selling prices, DVD
replication revenue dropped to $59.5 million, compared with $73.0 million in 2011. This 11% decrease in units
shipped is consistent with industry data provided by Futuresource Consuliing which is projecting 2012 unit declines in
standard DVD sell through retail sales of 11% for USA, 12% for the UK, 15% for France and 4% for Germany.



As a result of an 89% increase in unit shipments, from 6.7 million during the first quarter of 2011 to 12.7 million in the
current quarter, Blu-ray revenue increased to $10.7 million, compared to $7.2 million in 2011 as the increase in
shipments was partially offset by a decline in average selling prices. Blu-ray unit shipments increased by 68% in
North America, while unit shipments more than doubled in Europe compared to the prior year comparable period.
This increase in units shipped is ahead of industry data provided by Futuresource Consuilting which is projecting 2012
unit increases in Blu-ray sell through retail sales of 23% for USA, 2% for the UK, 32% for France and 37% for
Germany.

Revenue from CDs (including related distribution services) decreased 9% in the first quarter of 2012, to $24.4 million
from $26.8 million in 2011, consistent with expectations given the state of physical CD sales. CD replication revenue
was $20.2 million, compared to $21.3 million in 2011, while CD related distribution revenue was $4.2 million during
the 2012 first quarter, compared to $5.5 million in the prior year period.

Pre-recorded Multimedia Product revenue accounted for 85% of consolidated revenue, compared to 86% in the prior
year.

Video Game

Video Game revenue was $9.6 million in the first quarter of 2012 compared with $11.2 million in 2011 primarily as a
result of reduced orders from key customers resulting from increased competition and reduced consumer
demand. This segment accounted for 6% of consolidated revenue in the first quarter of 2012, consistent with prior
year period. As indicated in our 2011 year end disclosures, console price reductions, in response to competitive
pressures and the emerging market for online gaming, continue o impose pressure on revenue and margins. The
current cycle of consoles, including XBOX, Wii and PS3 which had initial releases several years ago, all experienced
price reductions in recent years.  According to industry figures, hardware sales in 2011 fell to $5.6 billion, an 11%
decline from the prior year, while software sales declined 6% during the same period.

Other

Other segment revenue totaled $14.9 million and represents 9% of consolidated 2012 first quarter revenue, an
increase from $14.5 million and 8% in the comparable 2011 period. The increase in Other revenue is attributable to
higher revenues from 1K Studios, partially offset by reduced revenue from our telecommunications customer and
vendor managed inventory revenues associated with Cinram Retail Services™ (Vision™),

3.1.1. Geographic segments revenue

(in thousands of U.S. dollars) Three months ended March 31
2012 20

North America $92,373 55% $103,785 59%
Europe 75,208 45% 72,917 41%
Total $167,581 100% $176,702 100%

3.1.2. North America
North American revenue decreased 11% in the first quarter to $92.4 million, from $103.8 million in 2011,

primarily due to lower revenue associated with reduced unit shipments for standard DVDs and CDs combined
with lower revenue from our video game segment.

As a result of the above factors, first quarter North American DVD revenue {including related distribution)
declined to $49.1 million from $60.1 million during the first quarter of 2011, This was partially offset by higher
revenue from Blu-ray disc sales, which were $6.2 million in the first quarter of 2012, compared to $4.7 million
in the prior year.

CD sales (including related distribution) decreased to $13.8 million, from $14.2 million in 2011. The year over
year decline was principally caused by lower volumes, consistent with industry performance.
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Video Game revenue was $9.6 million in the first quarter of 2012, compared with $11.2 million in the prior
year period. The decrease was due to the continued softness in this industry combined with the impact of the
facility rationalization efforts over the past year.

Revenue from our wireless division decreased to $10.4 million during the first quarter of 2012, compared to
$11.6 million in 2011, as a result of a decrease in units processed. This was offset by increased revenue
from 1K Studios, which totaled $3.3 million during the first quarter of 2012, compared to $2.0 miltion in 2011.

North American revenue accounted for 55% of consclidated revenue in the first quarter of 2012, compared
with 59% in 2011.

Europe

European revenue increased in the first quarter of 2012 to $75.2 million, from $72.9 million in 2011, as a result
of higher standard DVD distribution related revenues, particularly in Germany. This, combined with an
increase in Blu-ray related revenue, led to higher sales in Europe.

European DVD revenue (including related distribution) increased during the first quarter of 2012, to $58.9
million from $56.9 million in 2011, as a result of an increase in the distribution of DVD units resulting in higher
distribution related revenues in Germany. This was partially offset by lower DVD related revenue in both
France and the UK.

Revenue related to the sale of Blu-ray discs increased by 80% to $4.5 million during the first quarter of 2012,
up from $2.6 million in the prior year, as unit shipments increased by over 100% over the comparable 2011
period.

CD revenue (including related distribution) for the first quarter of 2012 decreased 16% to $10.6 million from
$12.6 million in 2011 as a resuit of lower CD unit shipments, combined with lower distribution of CD units.

Other revenue from non-core aclivities improved to $1.2 million, compared to $0.9 miflion in 2011.

As a percentage of consolidated sales, revenue from Europe represented 45% for the first quarter of 2012,
compared with 41% in 2011.

4. GROSS PROFIT

Gross profit for the first quarter of 2012 increased to $21.1 million, from $17.9 million in 2011, primarily resulting from
lower property, plant and equipment amortization expense recorded in the current period combined with lower fixed
costs associated with the rationalization of facilities over the past year. As a result, gross profit as a percentage of
revenue increased to 12.6% during the first quarter of 2012, compared to 10.2% in the prior year. Excluding
amortization charges, gross profit was $25.8 million or 15.4% of revenue compared to $26.0 million or 14.7% in the
prior year period.

While the majority of the components included in cost of goods sold are variable in nature, there are several fixed
components, including factory overheads, such as wages and salaries, as well as facility refated costs, including rent,
security and other charges.

Amortization expense from property, plant and equipment, which is included in cost of goods sold, decreased to $4.7
million in the first quarter of 2012 from $8.1 million in 2011, as a result of lower net book value of property, plant and
equipment due to impairment charges recorded during 2011,

Amortization of intangible assets, which is included in cost of goods sold, decreased to $0.2 million in the first quarter

of 2012 compared with $0.7 million in 2011. The remaining net book value of $1.8 million is being amortized over a
period set to expire at the end of 2017.
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5. SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative expenses increased in the first quarter of 2012 to $34.6 million, from $27.8 million
in 2011, as a result of several factors including; (i) the settiement of loans for named officers of $2.1 million and {ii)
professional, legal, consulting and advisory fees of $5.2 million incurred in both North America and Europe
associated with the refinancing and review of strategic options. Excluding these factors, selling, general and
administrative expenses were $27.3 million, or 16.3% of revenue, compared with $27.8 million, or 15.7% of revenue,
in2011.

6. OTHER CHARGES (INCOME)
Restructuring charges

In the three months ended March 31, 2012, the Fund rationalized certain facilities. Expenditures totaling $1.6 million
related to North American severance were recorded as other charges.

Assets held for sale

Certain vacant land in Canada previously classified as investment property was reclassified as held for sale, as the
criteria for this reclassification were met in the fourth quarter of 2011. On January 11, 2012, the Fund sold this vacant
land, which had a net book value of $3.0 million, for net proceeds of $3.3 million, resulting in a gain of $0.3 million
that has been recorded in other charges.

Certain land and building in the United States previously classified as investment property was reclassified as held for
sale, as the criteria for this reclassification were met in the first quarter of 2012. In the three months ended March 31,
2012, an impairment of asset held for sale of $0.5 million was recorded in other charges, and the carrying value of
$0.7 million at March 31, 2012 reflects fair value less costs to sell.

7. NET FINANCE COSTS

During the first quarter of 2012, we recorded net finance costs of $10.5 million, compared to net finance cost of $5.9
million in the prior year period. The current year charge includes: (i) $7.6 million of interest expense (inclusive of
interest on the first lien and second lien debt); (i) revolving credit facility interest expense of $1.4 million, (i)
amortization of transaction costs of $2.6 million and other charges of $2.2 million which were offset by (a) $2.1 million
of a non-cash unrealized foreign exchange gain relating to intercompany loans and (b) net gain of $1.1 million related
to changes in values associated with embedded derivatives.

(1) INTEREST EXPENSE ON DEBT

Interest expense on the combined first and second lien debt for the first quarter of 2012 decreased to $7.6 million,
compared with $8.1 million in 2011, as a result of the conversion of a significant portion of the second lien debt into
equity on January 3, 2012. Interest expense associated with the revolving credit facility was $1.4 million for the first
quarter of 2012, as the Fund had average outstanding bank indebtedness of $19.1 million during the first quarter of
2012. The weighted average interest rate on our debt for the first quarter was approximately 12.4%, compared with
approximately 8.0% in 2011.

As of March 31, 2012, borrowings outstanding under our revolving credit facilities totaled $19.0 million, not including
lelters of credit issued for $12.0 million. As a result, borrowing capacity under our revolving credit facility is $4.0
million as of March 31, 2012.
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8. INCOME TAXES

The Fund records income tax expense based on projected taxable income in various jurisdictions and taking into
account tax deductions available under the existing corporate structure. During the first quarter of 2012, our effective
tax rate was 1%, compared to a recovery rate of 7% in the prior year. The current year tax rate reflects the fact that
certain of the Fund's foreign operations are expected to be subject to tax during the year, and, accordingly, a tax
expense is recorded even though the Fund has consolidated pre-tax losses.

9. NET LOSS
We recorded a net loss from continuing operations of $25.5 million for the first quarter of 2012, compared with net

loss from continuing operations of $22.8 million in 2011. On a per unit basis, we reported a basic loss from continuing
operations of $0.06 for the quarter ended March 31, 2012, compared with a basic loss of $0.42 per share in 2011.

10. LIQUIDITY AND CAPITAL RESOURCES

Sources and uses of cash

Three months ended March 31,

. 2012 2011
(in thousands of U.S. dollars)

Cash flow used in continuing operating activities $(5,617) $21,804
Cash flow used in financing activities $(15,500) $(18,217)
Cash flow provided by continuing investing activities $6,620 $(2,191)

We experienced cash outflows from continuing operating activities of $5.6 million in the first quarter of 2012,
compared with inflows of $21.8 million in the corresponding 2011 period, as the prior year comparable reflects higher
inflows associated with working capital balances. Cash used in financing activities was $15.5 million in the first
quarter of 2012, compared to $18.2 million in the prior year period, and reflects the repayment of term debt and
capital lease obligations combined with interest charges associated with debt servicing. Cash provided by investing
activities was an inflow of $6.6 million in the first quarter of 2012, compared to an outflow of $2.2 million in the prior
year period, and includes proceeds from the disposition of assets held for sale.

As of March 31, 2012, our net debt position (bank indebtedness plus first and second lien debt, after adjusting for the
valuation of the embedded derivative, less cash and cash equivalents) was $206.2 million, compared to $203.8
million at December 31, 2011. This results from lower cash balances offset by lower second lien debt balances from
the partial settlement of second lien debt during the first quarter of 2012,

We paid $0.6 million for property, plant and equipment (on a cash basis) during the first quarter of 2012, consisting
primarily of Blu-ray related equipment. This compared to $1.1 million of capital expenditures in the prior year period.

At March 31, 2012, our cash balance was $57.8 million and we had total assets of $382.3 million, compared with
$70.1 million and $452.7 million, respectively, at December 31, 2011. The reduction in total assets was primarily
attributable to lower trade receivables as of March 31, 2012 given the seasonality of the business. The corresponding
cash inflow from the collection of receivables was used during the quarter to settle trade and other payables in
addition to funding operations.

Our contractual obligations are substantially the same as those disclosed in our 2011 annual report. In addition, refer
to the discussion of the Refinancing and Recapitalization previously outlined in this MD&A.

in February 2012, Moody's Investor Service downgraded Cinram's long-term corporate family rating to Caa3 from
Caal. The rating has a negative outlook. In March 2012, Standard and Poor's downgraded its long term corporate
credit rating on Cinram to CC from CCC. The ratings offered by S&P have subsequently been withdrawn at the
Fund's request.

Credit ratings are intended to provide investors with an independent measure of credit quality of an issue of

securities. Ratings for debt instruments range from AAA, in the case of S&P or Aaa in the case of Moody's, which
represent the highest quality of securities rated, to D, in the case of S&P and C in the case of Moody's which
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represent the lowest quality of securities rated. The credit ratings accorded by the rating agencies are not
recommendations to purchase, hold or sell the rated securities inasmuch as ratings do not comment as to market
price or suitability for a particular investor. There is no assurance that any rating will remain in effect for any period of
time or that any rating will not be revised or withdrawn entirely by a rating agency in the future if in its judgment
circumstances so warrant.

11. Units and distributions

At March 31, 2012, there were 437.7 million units issued and outstanding in addition to 0.02 million exchangeable
Cinram International Limited Partnership units issued and outstanding (which units are exchangeable for Fund units
on a one-for-one basis). On January 3, 2012, as a result of the second lien debt being exchanged for equity, a total of
373.2 million units of the Fund were issued to holders of the second lien debt.

Contemporaneously with the Refinancing and Recapitalization amendment completed in Aprit 2011, 13 million
warrants were issued and the holder has the option to purchase 13 million units of the Fund at $0.242 per Unit, being
the per unit price resulting from the exchange of the second lien debt on January 3, 2012, The warrants vest over a
period of three years and expire on the seventh anniversary date from the date of vesting.

During the year ended December 31, 2009, the Fund entered into two separate agreements to advance up to C$3.3
million to named officers for the purpose of buying units of the Fund on the open market. During the year ended
December 31, 2009, C$2.4 million was advanced for the purchase of 1,273,300 units. Interest was calculated at the
rate prescribed for purposes of the Income Tax Act (Canada), which throughout the term of the loan was 1%. The
balances outstanding were secured by the units purchased or any proceeds realized upon sale of the units. On
February 28, 2012, the named officers surrendered ali pledged units of the Fund to treasury for cancellation in
satisfaction of these loans. In accordance with the terms of the loan agreements with the named officers, in March
2012, a payment was made to the Taxation Authorities of C$2.1 million to offset personal tax liabilities of the named
officers and an expenditure of C$2.1 million was recorded as a selling, genera! and administrative expense.

12. CRITICAL ACCOUNTING POLICIES AND ESTIMATES

We prepare our consolidated financial statements in accordance with International Financial Reporting Standards
("IFRS"). The preparation of consolidated financial statements in conformity with IFRS requires management tc make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses
during the year. Actual results could differ from those estimates. Significant accounting policies and critical
accounting estimates and judgments used in preparing the financial statements are described in Notes 3 and 4 to the
2011 audited consolidated financial statements, respectively.

Significant changes in the assumptions, including those with respect to future business plans and cash fiows, could
materially change the recorded carrying amounts.

In our 2011 annual audited consofidated financial statements and notes thereto as well as in our 2011 annual MD&A,
we identified the accounting policies and estimates that are critical to the understanding of our business operations
and our results of operations. Please refer to Notes 2 and 3 of our 2011 Year End Audited Consolidated Financial
Statements for a detailed discussion regarding our significant accounting policies and application of critical
accounting estimates and judgments. There have been no significant changes to our accounting policies during the
2012 first quarter.

13. CHANGES IN INTERNAL CONTROLS OVER FINANCIAL REPORTING

Based on a review of the Fund's procedures and documentation of internal controls over financial reporting (ICFR),
the Fund's CEO and CFO are satisfied that internal controls have been designed to provide reasonable assurance

regarding the reliability of financial reporting and preparation of financial statements for external purposes in
accordance with IFRS.

During the three months ended March 31, 2012, we did not make any significant changes in, or take any corrective
actions regarding, our internal controls or other factors that materially affect, or are reasonably likely to materiatly
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affect, the Fund's design of internal controls over financial reporting.

The Fund is committed to providing timely and accurate disclosure of material transactions and events to its
Unitholders and the capital markets in general. The Fund has implemented a process whereby management will
meet and otherwise communicate on a regular basis to ensure that continuous disclosure obligations are fulfilled on
an ongoing basis. The CEO and the CFO, together with management, have designed and evaluated the
effectiveness of the Fund's disclosure controls and procedures and have concluded that they are reasonably assured
that such disclosure controls arid procedures were effective and that material information relating to the Fund was
made known to them within the time periods specified under applicable securities legislation.

We periodically review our internal controls and our disclosure controls and procedures each quarter.

14. RISKS AND UNCERTAINTIES

The risks and uncertainties we face have been disclosed in our 2011 Annual MD&A and in our filings with Canadian
Securities Commissions, which are available on www.sedar.com.

15. CHANGES IN ACCOUNTING POLICIES:
Recent Accounting Pronouncements

IFRS 7, Financial Instrument: Disclosures

In October 2010, the IASB amended IFRS 7, Financial Instruments: Disclosures. This amendment enhances
disclosure requirements to aid financial statement users in evaluating the nature of, and risks associated with an
entity's continuing involvement in derecognized financial assets. The amendment is effective for the Company's
interim and annual consolidated financial statements commencing January 1, 2012. The Company is assessing the
impact of this amended standard on its consolidated financial statements.

IFRS 9, Financial Instruments

In October 2010, the IASB issued IFRS 9, Financial Instruments ("IFRS 9"). IFRS 9, which replaces |AS 39,
establishes principles for the financial reporting of financial assets and financial liabilities that will present relevant and
useful information to users of financial statements for their assessment of the amounts, timing and uncertainty of an
entity's future cash flows. This new standard is effective for the Fund's interim and annual consolidated financial
statements commencing January 1, 20t5. The Fund is assessing the impact of this new standard on its consolidated
financial statements.

IFRS 12, Disclosure of Interests in Other Entities

In May 2011, the IASB issued IFRS 12, Disclosure of Interests in Other Entities ("IFRS 12"). IFRS 12 establishes
new and comprehensive disclosure requirements for all forms of interests in other entities, including subsidiaries, joint
arrangements, associates and unconsolidated structured entities. This new standard is effective for the Fund's
interim and annual consolidated financial statements commencing January 1, 2013. The Fund is assessing the
impact of this new standard on its consolidated financial statements.

IFRS 13, Fair Value Measurement

In May 2011, the IASB issued IFRS 13, Fair Value Measurement ("IFRS 13"). IFRS 13 replaces the fair value
guidance contained in individual IFRS with a single source of fair value measurement guidance. The standard also
requires disclosures which enable users to assess the methods and inputs used to develop fair value measurements.
This new standard is effective for the Fund's interim and annual consolidated financial statements commencing
January 1, 2013. The Fund is assessing the impact of this new standard on its consolidated financial statements.
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IAS 1, Presentation of Financial Statements

In June 2011, the IASB amended |IAS 1, Presentation of Financial Statements. This amendment requires an entity to
separately present the items of other comprehensive income as items that may or may not be reclassified to profit
and loss. This amended standard is effective for the Fund's interim and annual consolidated financial statements
commencing January 1, 2013. The Fund is assessing the impact of this amended standard on its consolidated
financial statements.

IAS 12, Deferred Tax: Recovery of Underlying Assets:

In December 2010, the IASB amended IAS 12, Deferred Tax: Recovery of Underlying Assets ("IAS 12"). I1AS 12 will
now include a rebuttal presumption which determines that the deferred tax on the depreciable component of an
investment property measured using the fair value model from IAS 40 should be based on its carrying amount being
recovered through a sale. The standard has also been amended to include the requirement that deferred tax on non-
depreciable assets measured using the revaluation model in 1AS 16 should be measured on the sale basis. This
amendment is effective for the Fund's interim and annual consolidated financial statements commencing January 1,
2012. The Fund is assessing the impact of this amended standard on its consolidated financial statements.

IAS 19, Employee Benefits:

In June 2011, the IASB amended IAS 19, Employee Benefits. This amendment eliminated the use of the "corridor”
approach and mandates all re-measurement impacts be recognized in other comprehensive income. It also
enhances the disclosure requirements, providing better information about the characteristics of defined benefit plans
and the risk that entities are exposed to through participation in those plans. This amendment clarifies when the
Fund should recognize a liability and an expense for termination benefits. This amended standard is effective for the
Fund's interim and annual consolidated financial statements commencing January 1, 2013. The Fund is assessing
the impact of this amended standard on its consolidated financial statements.

IFRS 10 Consolidated Financial Statements

In May 2011, the IASB issued IFRS 10, Consolidated Financial Statements ("IFRS 107). IFRS 10, which replaces the
consolidation requirements of SIC-12 Consolidation-Special Purpose Entities and IAS 27 Consolidated and Separate
Financial Statements, establishes principles for the presentation and preparation of consolidated financial statements
when an entity controls ane or more other entities. This new standard is effective for the Fund's interim and annual
consolidated financial statements commencing January 1, 2013. The Fund does not expect IFRS 10 to have a
material impact on its consolidated financial statements.

IFRS 11 Joint Arrangements

In May 2011, the IASB issued IFRS 11, Joint Arrangements ("IFRS 11"). IFRS 11, which replaces the guidance in
IAS 31, Interests in Joint Ventures, provides for a more realistic reflection of joint arrangements by focusing on the
rights and obligations of the arrangement, rather than its legal form (as is currently the case). The standard
addresses inconsistencies in the reporting of joint arrangements by requiring interests in jointly controlled entities to
be accounted for using the equity method. This new standard is effective for the Fund's interim and annual
consolidated financial statements commencing January 1, 2013. The Fund does not expect IFRS 11 to have a
material impact on its consolidated financial statements.

16. ADDITIONAL INFORMATION

Copies of publicly filed documents of the Fund can be found through the SEDAR website at www.sedar.com.
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Condensed Consolidated Interim Financial Statements
(Expressed in U.S. dollars)

CINRAM INTERNATIONAL
INCOME FUND

Three months ended March 31, 2012 and 2011
(Unaudited)
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CINRAM INTERNATIONAL INCOME FUND

Condensed Consolidated Interim Statements of Financial Position

(Expressed in thousands of U.S. dollars)

March 31 December 31
2012 2011
(unaudited)
Assets
Current assets:
Cash and cash equivalents $ 57,775 $ 70,097
Trade and other receivables 118,104 167,523
Inventories 21,662 24,156
Current income tax assets 736 -
Prepaid and other assets 12,516 10,036
Assets held for sale (note 14) 734 2,956
Total current assets 211,527 274,768
Property, plant and equipment 152,441 154,645
Investment property 3,841 5,121
Intangible assets 1,816 1,971
Other non-current assets 12,647 16,215
Total assets $ 382,272 $ 452,720
Liabilities and Unitholders' Deficiency
Current liabilities:
Bank indebtedness (note 6(d)) $ 19,000 $ 19,000
Trade and other payables 101,284 148,999
Provisions 16,659 14,094
Employee benefits 34,560 34,765
Current tax liability 14,579 13,433
First-lien debt (note 6(a)) 232,842 232,456
Second-lien debt (note 6{(b)) 11,997 22,422
Current derivative financial instruments (note 7(a)) - 3,383
Current portion of obligations under
financing leases 9,455 7,577
Total current liabilities 440,376 496,129
Obligations under financing leases 4,942 4,854
Other non-current liabilities 1,169 1,099
Non-current provisions 3,780 3,952
Employee benefits 21,312 20,899
Deferred tax liabilities 1,260 914
Total liabilities 472,839 527,847
Unitholders' deficiency (90,567) (75,127)
Total liabilities and unitholders' deficiency $ 382272 $ 452,720

Going concern (note 2(a))
Subsequent events (notes 2(a) and 15)

The accompanying notes are an integral part of these unaudited condensed consolidated interim
financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Condensed Consolidated Interim Statements of Loss

(Expressed in thousands of U.S. dollars)
(Unaudited)

1

Three months ended March 31

2012 2011
Revenue $ 167,581 $ 176,702
Cost of goods sold 146,442 158,763
Gross profit 21,139 17,939
Selling, general and administrative expenses 34,565 27,764
Other charges, net (note 8) 1,845 5,441
Results from operating activities {(15,271) (15,266)
Net finance costs (note 9) 10,522 5,937
Loss before income tax expense (25,793) (21,203)
Income tax (recovery) expense {318) 1,571
Loss for the period $ (25,475) $  (22,774)
Loss per unit (note 10):
Basic $ {0.06) $ (0.42)
Diluted {0.06) {0.42)

The accompanying notes are an integral part of these unaudited condensed consolidated interim

financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Condensed Consolidated Interim Statements of Comprehensive Loss

(Expressed in thousands of U.S. dollars)

(Unaudited)
Three months ended March 31
2012 2011
Loss for the period $  (25,475) $ (22,774)
Other comprehensive income (loss), net of income taxes (note 11):
Unrealized gain (loss) on translating financial statements of
foreign operations (982) 235
Unrealized gain on hedges of net investment in
foreign operations - 4,662
Release of other comprehensive income due to
de-designation of hedge - 3,609
Other comprehensive income (loss) (982) 8,506
Total comprehensive loss for the period, net of
income taxes $ (26,457) $ (14,268)

The accompanying notes are an integral part of these unaudited condensed consolidated interim
financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Condensed Consolidated Interim Statements of Changes in Equity (Deficiency)

(Expressed in thousands of U.S. dollars)
(Unaudited)

Accumulated
Fund capital other Total
Number comprehensive unitholders'
of units Amount Deficit _income (loss) deficiency
(in thousands

of units)
Balances at January 1, 2011 53,972 $ 173,727 $ (165,095) $ (13,592) $ (4,960)
Loss for the period - - (22,774) - (22,774)
Other comprehensive income (note 11) - - - 8,506 8,506
Total comprehensive loss

for the period - - (22,774) 8,506 (14,268)
Balances at March 31, 2011 53,972 $ 173,727 $ (187,869) $  (5,086) $ (19,228)
Balances at January 1, 2012 64,297 $ 181,154 $ (256,249) $ (32) $ (75,127)
Loss for the period - - (25,475) - (25,475)
Other comprehensive loss (note 11) - - - (982) (982)
Total comprehensive loss
for the period - - (25,475) (982) (26,457)

Deferred units exchanged for fund units 235 6 - - 6
Issuance of fund units (note 6(b)) 373,173 11,011 - - 11,011
Balances at March 31, 2012 437,705 $ 192,171 $ (281,724) $ (1,014) $ (90,567)

The accompanying notes are an integral part of these unaudited condensed consolidated interim

financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Condensed Consolidated Interim Statements of Cash Flows

(Expressed in thousands of U.S. dollars)

{(Unaudited)
Three months ended March 31
2012 2011
Cash flows from operating activities:
Loss for the period (25,475) $ (22,774)
ltems not involving cash:
Amortization expense 4,834 8,785
Interest on first and second lien debt (notes 6(a), 6(b), and 9) 7,618 7,485
Revolving Facilities fees and interest (notes 6(d) and 9) 1,438 -
Mark-to-market adjustment of derivative liability (note 9) (3.383) (4,600)
Accretion of embedded derivative (notes 7(a) and 9) 2,236 -
Amortization of transaction costs (notes 6(c) and 9) 2,550 648
Impairment of asset held for sale (notes 8 and 14) 513 -
Release of accumulated other comprehensive income
due to de-designation of hedge (note 11} - 3,609
Gain on disposal of property, plant and
equipment (notes 8 and 15) (267) -
Income tax (recovery) expense (318) 1,571
Unrealized foreign exchange gain on intercompany
loans and release of cumulative translation
adjustment (note 9(a)) (2,095) (732)
Other (118) 401
Change in provisions 2,117 4,161
Change in employee benefits (900) (5,142)
Income taxes paid {119) (209)
Change in non-cash operating working capital (note 12) 7,503 28,601
Net cash provided by (used in) operating activities (3,866) 21,804
Cash flows from financing activities:
Transaction costs - (3,017)
Repayment of long-term debt and bank indebtedness (6,157) (7,156)
Interest and fees paid (6,477) (7,829)
Repayment of obligations under financing leases (2,866) (215)
Net cash used in financing activities (15,500) (18,217)
Cash flows from investing activities:
Purchase of property, plant and equipment (591) (1,115)
Proceeds on disposition of assets held for sale (note 14) 3,223 -
Acquisitions - (2,963)
Change in non-current liabilities 70 (396)
Decrease in other non-current assets 3,918 2,283
Net cash provided by (used in) investing activities 6,620 (2,191)
Cash used in discontinued operating activities - (290)
Fareign currency translation gain on
cash held in foreign currencies 424 1,660
Increase (decrease) in cash and cash equivalents (12,322) 2,766
Cash and cash equivalents, beginning of period 70,097 164,399
Cash and cash equivalents, end of period 57,775 $ 167,165

The accompanying notes are an integral part of these unaudited condensed consolidated interim financial statements.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

1.  Reporting entity:

Cinram International Income Fund ("Cinram” or the "Fund") is an unincorporated, open-ended,
limited purpose trust, established under the laws of the Province of Ontario, Canada by
Declaration of Trust dated March 21, 2006, as amended and restated on May 5, 2006. The
registered office of the Fund is located at 2255 Markham Road, Toronto, Ontario, Canada.

The Fund was established to acquire, invest in, hold, transfer, dispose of and otherwise deal
with securities and/or assets of the Cinram International Income Trust, Cinram International
General Partner Inc., and other corporations, partnerships, or other persons engaged, directly
or indirectly, in the business of the manufacture, packaging, distribution, sale and provision of
Pre-Recorded Muitimedia Products and related logistics services, as well as activities related or
ancillary thereto, and such other investments as the Trustees may determine, and the
borrowing of funds for that purpose.

The Fund is primarily involved in the manufacture, replication, packaging and distribution of
DVDs, Blu-ray® discs and CDs, and the distribution of video games and telephonic handheld
devices. The Fund's group of companies also incorporates One K Studios, LLC ("1K"), a digital
media firm based in Los Angeles.

The condensed consolidated interim financial statements of the Fund, as at and for the quarter
ended March 31, 2012, comprise Cinram and its subsidiaries (together referred to as the
"Fund" and individually as "Fund entities").

2. Basis of preparation:
(a) Going concern:

These consolidated financial statements have been prepared on a going concern basis in
accordance with International Financial Reporting Standards as issued by the IASB
("IFRS").

The going concern basis of presentation assumes that the Fund will continue in operation
for the foreseeable future and be able to realize its assets and discharge its liabilities and
commitments in the normal course of business. As at March 31, 2012, the Fund would
have been in breach of certain financial covenants in its reporting to its lenders, under its
August 2011 Credit Facility (note 6). However, subsequent to March 31, 2012, the Fund
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011

(Unaudited)

2. Basis of preparation (continued):

has continued to receive waivers for a limited period from its lenders under the
August 2011 Credit Facility for certain financial and non-financial covenants. The amounts
outstanding under the August 2011 Credit Facility have been classified as a current liability
both as at March 31, 2012 and December 31, 2011. The waivers received during the
period ended and subsequent to March 31, 2012 were as follows:

0

(i)

(il

(iv)

on January 31, 2012, the Fund received a waiver for certain financial covenants from
its lenders for the period up to March 15, 2012;

on March 15, 2012, the lenders further agreed to extend the waiver for certain
financial covenants up to March 28, 2012. In addition, on March 15, 2012, the
lenders agreed to extend the date by which the lenders were required to approve the
business plan and financial statement projections (the "Business Plan") submitted to
the lenders on February 15, 2012, from March 15, 2012 to March 28, 2012;

on March 28, 2012, the lenders further agreed to extend the waiver for certain
financial covenants up to April 30, 2012; however, the lenders could have terminated
this waiver on or after April 13, 2012. The March 28, 2012 waiver also extended the
date by which the lenders were required to approve the Business Plan and waived
certain other financial reporting requirements indefinitely, subject to the lenders' right
to terminate the waiver on or after April 13, 2012; and

On Aprit 30, 2012, the lenders further agreed to extend the waiver for certain financial
covenants up to May 30, 2012; however, the lenders may terminate this waiver on or
after May 15, 2012. The April 30, 2012 waiver also extends the date by which the
lenders are required to approve the Business Plan and waives certain other financial
reporting requirements indefinitely, subject to the lenders’ right to terminate the
waiver on or after May 15, 2012.

Without further waivers or amendments, and subject to the lenders not terminating the
waivers pertaining to: (1) the financial covenants, (2) the Business Plan, and (3) certain
other financial reporting requirements on or after May 15, 2012, the lenders can terminate
the April 30, 2012 waiver pertaining to the financial covenants on or after May 30, 2012,
and the amounts under the August 2011 Credit Facility are repayable on demand.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

2.

Basis of preparation (continued):

Should the lenders demand repayment of the amounts outstanding on or prior to May 30,
2012, in the absence of alternative sources of funding, the Fund would not be able to repay
the amounts outstanding under the August 2011 Credit Facility. At March 31, 2012, the
Fund has a unitholders' deficiency of $90,567 and a working capital deficiency of $228,849.
For the three months ended March 31, 2012, the Fund incurred a loss of $25,475. The
circumstances described above have resulted in a material uncertainty over the Fund's
ability to repay the amounts outstanding under the August 2011 Credit Facility and meet its
other obligations as they become due. This material uncertainty may cast significant doubt
about the ability of the Fund to continue as a going concern.

The Fund is currently in discussions with its lenders and is undergoing a strategic review
with its advisors, including a possible sale of certain or all of the Fund's operations or a
restructuring of the operations. If this strategic review does not provide alternatives for
repayment of the August 2011 Credit Facility and allow the Fund to meet its other
obligations as they become due, a demand by the lenders for settlement of amounts due
under the August 2011 Credit Facility will likely have a material adverse effect on the
Fund's financial position. No agreements with the Fund's lenders or potential purchasers or
investors have been reached yet and there can be no assurance that such agreements will
be reached.

The ability of the Fund to continue as a going concern and to realize the carrying value of
its assets and discharge its liabilities when due is dependent on the successful completion
of the actions taken or planned, some of which are described above. Management believes
the actions taken or planned will mitigate the adverse conditions and events which raise
doubt about the validity of the going concern assumption used in preparing these
consolidated financial statements. There is no certainty that these and other strategies will
be sufficient to permit the Fund to continue as a going concern.

These consolidated financial statements do not reflect adjustments that would be
necessary if the going concern basis of presentation was not appropriate. If the going
concern basis of presentation was not appropriate for these consolidated financial
statements, then adjustments would be necessary to the carrying value of assets and
liabilities, the reported net loss and the statement of financial position classifications used.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

2.  Basis of preparation (continued):

(b)

Statement of compliance:

These condensed consolidated interim financial statements have been prepared in
accordance with International Accounting Standards (“IAS") 34, Interim Financial Reporting,
as issued by the International Accounting Standards Board (“IASB").

These condensed consolidated interim financial statements were approved by the Board of
Trustees on May 10, 2012,

These condensed consolidated interim financial statements should be read in conjunction
with the Fund’s 2011 annual consolidated financial statements.

(c) Seasonality:

(d)

The Fund's business follows a seasonal pattern, whereby Pre-Recorded Muitimedia
Products sales (note 5) are traditionally higher in the third and fourth quarters than in other
quarterly periods due to consumer holiday buying patterns. As a result, a disproportionate
share of total revenue is typically generated in the third and fourth quarters.

Functional and presentation currency:

These consolidated financial statements are prepared in U.S. doliars, which is the Fund's
presentation currency. All financial information presented in U.S. dollars has been rounded
to the nearest thousand. The Fund's functional currency is Canadian dollars.

The Fund has chosen to present its consolidated financial statements in U.S. dollars due to
the majority of its business activities being transacted in this currency, and the exposure of

the Fund's reported results to exchange rate fluctuations is reduced due to the relative size
of its U.S. dollar cash flows.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

3. Significant accounting policies:

Refer to note 3 of the Fund's consolidated financial statements for the year ended December
31, 2011 for a listing of the Fund’s significant accounting policies. The Fund has applied the
same accounting policies and methods of computation as at, and for the three months ended
March 31, 2012, as was disclosed in note 3 in the Fund's consolidated financial statements for
the year ended December 31, 2011.

4.  Critical accounting estimates and judgments:

Refer to note 4 of the Fund's consolidated financial statements for the year ended December
31, 2011 for a listing of the Fund's critical accounting estimates and judgments. The Fund has
utilized the same critical accounting estimates and judgments as at, and for the three months
ended March 31, 2012, as was disclosed in note 4 in the Fund’'s consolidated financial
statements for the year ended December 31, 2011,

5.  Operating segments:

The Chief Executive Officer ("CEO") manages the operations of the Fund by business
segments. The Fund's reportable business segments are Pre-Recorded Multimedia Products,
Video Game and Other.

The Fund's presentation of reportable segments is based on how management has organized
the business in making operating and capital allocation decisions and assessing performance.
For each of these reportable business segments, the Fund's CEO reviews internal
management reports on at least a quarterly basis. The following summary describes the
operations in each of the Fund's reportable segments:

® The Pre-Recorded Multimedia Products segment manufactures and distributes DVDs,
Blu-ray discs and CDs;

® The Video Game segment includes results from the packaging, distribution and logistic
services provided to games publishers and associated retailers; and

® The Other segment includes the wireless division, vendor-managed inventory services
provided by Cinram Retail Services, formerly known as Vision Information Services, and 1K.

The accounting policies of the segments are the same as those described in the significant
accounting policies. The Fund evaluates segment performance based on earnings (loss) from
continuing operations before other charges, net finance costs, income taxes and amortization
("EBITA").
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)

(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011

{Unaudited)

5. Operating segments (continued):

(a) Industry segments:

Pre-Recorded

Three months ended Multimedia Video
March 31, 2012 Products Game Other Total
Revenue from external customers $143051 $ 9632 $ 14898 $ 167,581
EBITA (12,608) 68 3,948 (8,592)
Amortization of property, plant

and equipment 3,894 - 785 4,679
Amortization of intangible assets - - 155 155
Capital expenditures 581 - 10 991

Pre-Recorded

Three months ended Multimedia Video
March 31, 2011 Products Game Other Total
Revenue from external customers $150,995 $ 11,176 §$ 1453t $ 176,702
EBITA (56,722) 1,500 3,182 (1,040)
Amortization of property, plant

and equipment 6,967 377 708 8,052
Amortization of intangible assets - 637 96 733
Capital expenditures 1,108 - 7 1,115

Pre-Recorded

As at Multimedia Video
March 31, 2012 Products Game Other Total
Total assets $341,109 $ 9,061 $ 32,102 $ 382,272
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

5.  Operating segments (continued):

~

Pre-Recorded

As at Multimedia Video
December 31, 2011 Products Game Other Total
Total assets $394,769 $ 16,070 $ 41,881 $ 452,720

Reconciliation of EBITA to loss for the period:

Three months ended March 31

2012 2011
EBITA $ (8592 $ (1,040)
Other charges, net (note 8) 1,845 5,441
Deduct:
Amortization of property, plant and equipment 4,679 8,052
Amortization of intangible assets 155 733
Net finance costs 10,522 5,937
Income tax (recovery) expense (318) 1,571
Loss for the period $  (25,475) $ (22,774)

Geographic segments:

The Pre-Recorded Multimedia Products, Video Game and Other segments are managed
on a worldwide basis, but operate in North America and Europe.

In presenting information on the basis of geographical segments, segment' revenue is

based on the geographical location of customers.

geographical location of the assets.

Segment assets are based on the

Three months ended North
March 31, 2012 America Europe Total
Revenue from external customers $ 92,373 $ 75,208 $ 167,581
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated interim Financial Statements (continued)

(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)
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5.  Operating segments (continued):

(©

Three months ended North
March 31, 2011 America Europe Total
Revenue from external customers $ 103,785 72,917 $ 176,702
As at North
March 31, 2012 America Europe Total
Property, plant and equipment, .

investment property, goodwill and

intangible assets $ 92,331 65,767 $ 158,098
Other non-current assets 4,368 8,279 12,647
As at North
December 31, 2011 America Europe Total
Property, plant and equipment,

investment propenty, assets held

for sale and intangible assets $ 99,903 64,790 $ 164,693
Other non-current assets 7,050 9,165 16,215

Major customers:

In the three months ended March 31, 2012, the Fund had three customers in the Pre-
Recorded Multimedia Products segment that accounted for approximately 34%, 26% and
11%, respectively, of consolidated revenue. In the three months ended March 31, 2011,
the Fund had three customers in the Pre-Recorded Muiltimedia Products segment that
accounted for approximately 37%, 21% and 12%, respectively, of consolidated revenue.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financia! Statements {continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

6.  August 2011 Credit Facility:

The balance of first-lien debt and second-lien secured debt comprises the following:

March 31, December 31,

2012 2011

First-lien debt, before adjustment (a) $ 232,842 $ 235,006
Less: unamortized transaction costs (c) - (2,550)
First-lien debt, net 232,842 232,456
Second-lien debt, before adjustment 11,997 101,908
Less: equity forward embedded derivative

{note 7(b)) -~ (79,486)
Second-lien debt, net (b) 11,997 22,422

244,839 254,878

Less: current portion (including

second-lien debt) (244,839) (254,878)
Total non-current first and second lien debt 3 - $ -

The weighted average interest rate on the first and second lien debt of the Fund for the three
months ended March 31, 2012 was 12.4%. For the three months ended March 31, 2011, the
weighted average interest rate on long-term debt was 8.0%, inclusive of net payments made
under an interest rate swap. These weighted average calculations exclude adjustments to the
first-lien debt due to the embedded derivative liability related to the term loan {note 7(a)).

(@) The following are the key terms of the first-lien debt:

(i) A principal amount of $232,842 as at March 31, 2012 which includes cumulative
interest paid in kind of $5,367. The Fund records the first-lien debt at the principal
amount, plus cumulative interest paid in kind that has not been repaid, less an
adjustment recorded to estimate the fair value of the embedded derivative financial
instrument liability related to the interest rate floor for the first-lien debt (note 7(a)).

(i) The term of the first-lien debt matures on December 31, 2013.

(i) The security for the first-lien debt is a first lien on all assets of the Fund.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

6.  August 2011 Credit Facility (continued):

(iv) Interest is LIBOR plus 1,100 basis points, of which 300 basis points can be paid in kind.
LIBOR is established to have a floor of no less than 1.25% and constitutes an
embedded derivative liability (note 7{a)}). The interest {o be paid in kind is added to the
principal amount of the first-lien debt each period.

(v) Interest to be paid quarterly.

(vi) Additional interest to accrue if, as a result of certain minimum liquidity provisions, the
Fund defers principal amortization or excess cash flow sweep payments or pays
interest-in-kind with respect to all or a portion of the outstanding loans.

(vii) Amortization of the first-lien debt to be 1.25% of the closing date principal amount per
quarter, beginning in the second quarter of 2011. The amortization will increase to
2.5% per quarter in the third quarter of 2012 and beyond, subject to certain minimum
liquidity provisions.

The first-lien debt has been classified as a current liability as at March 31, 2012 and
December 31, 2011, as discussed in note 2(a).

(b) The following are the key terms of the second-lien debt:

(i) The second-lien debt was substantially settled through the issuance of equity, as it
became mandatorily exchangeable into units of the Fund on January 3, 2012. A
principal amount of $90,000 plus $308 in accrued interest of the second-lien debt was
exchanged for units of the Fund at a price of $0.242 per unit ($11,011) on January 3,
2012, and 373,172,682 units of the Fund were issued to holders of the second-lien
debt.

(i) At March 31, 2012, the second-lien debt was classified as a current liability of $11,997
and $101,908 at December 31, 2011.

(i) The security for the second-lien debt is a second lien on all assets of the Fund.

(iv) The interest rate is 17% per annum, compounded on a quarterly basis accruing until
December 31, 2013.

31

238




239

CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 201 1
(Unaudited)

6.

August 2011 Credit Facility (continued):

(c) Transaction costs relate to amendments to the Fund's credit facility, which were finalized on
August 12, 2011. The transaction costs of $3,653 have been fully amortized up to March
31, 2012 (December 31, 2011 - $1,103) in accordance with the effective interest rate
method. For the three months ended March 31, 2012, $2,550 (2011 - $648) in amortization
was recorded (note 9).

The Fund has revolving facilities (the "Revolving Facilities") and the key terms are as
follows:

@i

(ii)

(i)

(vi)

A total available amount of $35,000 in two advances, subject to the conditions and
waiver discussed in note 2(a).

The revolving credit advance of $14,000, of which $14,000 (December 31, 2011 -
$12,695) is utilized as of March 31, 2012. As at March 31, 2012, $11,970 (December
31,2011 - $12,695) is utilized for outstanding letters of credit that may be redrawn for
direct borrowing or for a replacement letter of credit to the extent any outstanding
letters of credit are cancelled. Also, as at March 31, 2012, $2,030 (December 31,
2011 - $1,305) was presented as bank indebtedness. The interest rate on this
advance is similar to that of the Term Loan.

The first-out revolving credit advance for $21,000 can only be utilized after the
$14,000 revolving credit facility is fully drawn. As at March 31, 2012, $16,970
(December 31, 2011 - $17,695) was presented as bank indebtedness. The interest
rate on this advance is LIBOR plus 975 basis points on Eurocurrency loans. LIBOR
is established to have a floor of no less than 1.25%. Similarly, the Fund can choose
to be subject to U.S. or Canada base rates at similar interest rates.

The first-out revolving credit advance has a priority above all other security and
loans, thereby resulting in a lower interest rate than the existing revolving credit
advance.

Interest is payable on both advances on a quarterly basis.

A commitment fee of 200 basis points per annum on the undrawn portion of the
Revolving Facilities.

The Revalving Facilities balance is $19,000 at March 31, 2012 (December 31, 2011 -
$19,000) and has been classified as bank indebtedness in current liabilities.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

7. Derivative financial instruments:

(a)

Embedded derivative:

In connection with the Amended Credit Facility and August 2011 Credit Facility, the interest
rate on the first-lien debt includes a LIBOR floor of 1.25%, which has been determined to
be an embedded derivative. As at April 11, 2011 (the "inception date"), the Fund recorded
a decrease to first-lien debt and a corresponding increase to derivative financial instrument
liabilities of $3,040. This amount represented the estimated fair value of the embedded
derivative at the inception date. The fair value of the embedded derivative as at March 31,
2012 is nil, and $3,383 has been recorded as a gain to net finance costs (note 9) as a
change in the fair value of the derivative financial instrument liabilities during the three
months ended March 31, 2012. During the three months ended March 31, 2012, the Fund
recorded $2,236 (2011 — nil) of accretion charges on the estimated fair value of the
embedded derivative at the inception date (note 9).

Equity forward embedded derivative:

As the second-lien debt was mandatorily exchangeable into units of the Fund on December
31, 2011 (note 6(b)), it contained an equity forward embedded derivative. As at December
31, 2011, the Fund measured the fair value of the equity forward embedded derivative
asset at $79,486, and it was recorded against the carrying amount of the second-lien debt
as at December 31, 2011. The fair value was determined based on the difference between
the conversion price of $0.242 and the tracking price of the Fund's units of $0.029 at
December 31, 2011. As the converted units in relation to the second-lien debt which gave
rise to the equity forward embedded derivative were converted on January 3, 2012 (note
6(b)), it settled in the three months ended March 31, 2012 and, as a result, the recorded
amount was nil as at March 31, 2012.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements {continued)
{In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

8.  Other charges, net:

Three months ended

March 31
2012 2011
Facility restructuring (a) $ 1,599 $ 5441
Impairment of asset held for sale (note 14) 513 -
Gain on sale of investment property (note 14) (267) -
$ 1,845 $ 5441

(a) Facility restructuring costs:

A continuity schedule of the provision for facility restructuring costs for the three months
ended March 31, 2012 is as follows:

Facility
Severance exit Other Total
costs Costs COsts costs
December 31, 2011 $ 2,251 $ 1,130 $ 8 $ 3,389
Add expenditures 1,598 - 1 1,599
Deduct payments (1,019) (344) - (1,363)
March 31, 2012 $ 2,830 $ 786 $ 9 $ 3,625

In the three months ended March 31, 2012, the Fund rationalized certain facilities.
Expenditures totalling $1,599 related to North American severance and was recorded as
other charges.

As at March 31, 2012, the Fund had $3,336 in current facility restructuring provisions and
$289 in non-current facility restructuring provisions, respectively.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

9. Net finance costs:

Three months ended March 31:

2012 2011

Interest on first and second lien debt (notes 6(a) and 6(b)) $ 7618 $ 7485
Revolving Facilities fees and interest (note 6(d)) 1,438 -
Release of accumulated other comprehensive income

due to de-designation of hedge - 3,609
Change in fair value of embedded derivative (note 7(a)) (3,383) (4,600)
Accretion of embedded derivative {note 7(a)) 2,236 -
Amortization of transaction costs (note 6(c)) 2,550 648
Unrealized foreign exchange translation gain (a) (2,095) (732)
Investment income (62) (993)
Other (b) 2,220 520
Net finance costs $ 10,522 $ 5937

(a) Unrealized foreign exchange gain is a non-cash item that primarily relates to intercompany
loans within the Fund. For the three months ended March 31, 2012, the gain of $2,095 is
primarily a result of depreciation in the U.S. dollar value relative to the Canadian dollar. For
the three months ended March 31, 2011, the gain of $732 is primarily a result of changes in

the U.S. dollar relative to certain foreign currencies.

(b) Other net finance costs include professional fees and related costs for advisors involved in
undertaking a comprehensive and tharough review of strategic alternatives for the Fund.

35

242




243

CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements {continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

10.

Basic and diluted loss per unit:

The reconciliation of the numerator and denominator for the calculation of basic and dituted
loss per unit is as follows:

Three months ended

March 31
2012 2011
Numerator:
Loss from continuing operations $ (25,475) $ (22,774)
Loss for the period $  (25,475) $ (22,774)

Three months ended

March 31
2012 2011
Denominator (in thousands):
Weighted average units outstanding - basic 425,393 53,972
Weighted average number of units outstanding - diluted 425,393 53,972

Three months ended

March 31
2012 2011
Loss per unit:
Basic $ (0.06) $ (042
Diluted (0.06) (0.42)

Basic and diluted loss per unit have been calculated using the weighted average and maximum
dilutive number of units outstanding during the year.

Three months ended
March 31
2012 2011

Anti-dilutive units (in thousands) 26,572 1,973

36



244

CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(in thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

11.  Accumulated other comprehensive loss:

Three months ended

March 31
2012 2011

Foreign currency translation account:

Balance, beginning of period $ (32) $ (8,580)

Change in foreign currency translation account {(982) 4,897
Balance, end of period $ (1,014 $ (3,683
Unrealized net loss of cash flow hedges:

Balance, beginning of period $ - $ (5012

Release of other comprehensive income due to

de-designated hedge - 3,609

Balance, end of period $ — $ (1,403)
Accumulated other comprehensive loss $ (1,014 $ (5,086)

Other comprehensive loss is presented net of income tax expense of $796 for the three months
ended March 31,2012 (2011 - $1,302).

12. Change in non-cash working capital:

Three months ended

March 31
2012 2011
Decrease in accounts receivable $ 52,770 $ 60,044
Decrease in inventories 2,875 30
fncrease in prepaid expenses (2,337) (2,412)
Decrease in trade and other payables {45,805) (29,061)
$§ 7503 $ 28,601
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

13.

Personnel expenses:

Three months ended

March 31

2012 2011

Wages and salaries $ 80,523 $ 84474
Contributions to defined contribution plans 337 335
Termination benefits 1,598 2,454
Expenses related to defined benefit plans 265 290
Cash-settled share-based payment transactions (a) 2,200 91
$ 84,923 $ 87,644

(a) Employee unit purchase loans:

During the year ended December 31, 2009, the Fund entered into two separate agreements to
advance up to Cdn. $3,250 to named officers for the purpose of buying units of the Fund on the
open market. During the year ended December 31, 2009, Cdn. $2,419 was advanced for the
purchase of 1,273,300 units. Interest was calculated at the rate prescribed for purposes of the
Income Tax Act (Canada), which throughout the term of the loan was 1%. The balances
outstanding were secured by the units purchased or any proceeds realized upon sale of the
units. On February 28, 2012, the named officers surrendered all units of the Fund pledged to
treasury for cancellation in connection with these loans, and the loans were forgiven. During
the three months ended March 31, 2012, a payment was made to offset personal tax liabilities
of the named officers, and as a result, an expenditure of Cdn. $2,123 (U.S. $2,200) to selling,
general and administrative expenses was recorded.
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CINRAM INTERNATIONAL INCOME FUND

Notes to Condensed Consolidated Interim Financial Statements (continued)
(In thousands of U.S. dollars, except units and per unit information)

Three months ended March 31, 2012 and 2011
(Unaudited)

14. Assets held for sale:

March 31, December 31,

2012 2011

Carrying value of assets held for sale:
Vacant land (i) $ - $ 2,956
Land and building {ii) 734 -

$ 734 $ 2,956

(i) On January 11, 2012, the Fund sold certain vacant land which was classified as assets
held for sale and which had a net book value of $2,956, for net proceeds of $3,223,
resulting in a gain of $267 that has been recorded in other charges (note 8).

(it Certain land and building in the United States previously classified as investment property
was reclassified as assets held for sale, as the criteria for this reclassification were met in
the first quarter of 2012. In the three months ended March 31, 2012, an impairment of
asset held for sale of $513 was recorded in other charges (note 8), and the carrying value
of $734 reflects fair value less costs to sell.

15. Subsequent event:
Notice of non-renewal of a customer contract:

On May 1, 2012, the Fund announced that it had received a written notice of non-renewal from
a customer of the Fund’s Other segment who decided not to extend certain fulfillment services
beyond the current term, which expires June 15, 2013.

The Fund has provided distribution and related services to this customer since 2008.

Revenues from this business for the year ended December 31, 2011 represented
approximately 6% of the total consolidated revenues of the Fund.
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This is Exhibit “E” referred to in the

affidavit of John Bell

sworn before me, this 23rd
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This 1s Exhibit “F” referred to in the

affidavit of John Bell

sworn before me, this 23r




Execution Version

SUPPORT AGREEMENT

This support agreement dated as of June 22, 2012 (this “Agreement”) is entered into by
and among: (i) CINRAM INTERNATIONAL INCOME FUND (“Parent”), CINRAM
INTERNATIONAL INC., a corporation organized under the law of Canada (“CII”’), CINRAM,
INC., a corporation organized under the law of the State of Delaware (“CIUS”), CINRAM
(U.S.) HOLDING'S INC,, a corporation organized under the law of the State of Delaware
(“CUSH” and together with CII and CIUS, the “Borrowers”, collectively with Parent, the
“Companies” or the “Company”); and (ii) the LENDERS under the First Lien Credit
Agreement (defined below) signatory to this Agreement by way of execution of this Agreement
or a Consent Agreement (defined below) in their individual capacities as lenders under the Credit
Agreements referred to below (each, a “Consenting Lender” and collectively, the “Consenting
Lenders”, and each of the Companies and each Consenting Lender, a “Party”, and collectively,
the “Parties”).

Capitalized terms used and not otherwise defined herein, including Schedule B hereto,
shall have the meanings assigned to such terms in the Purchase Agreement (defined below) or, as
the case may be, the Credit Agreements (defined below).

RECITALS

WHEREAS the Borrowers obtained certain loans pursuant to that certain Credit
Agreement dated as of May 5, 2006, among ULC, CII, CIUS, IHC Corporation (as successor-in-
interest to Ivy Hill Corporation), CUSH, the guarantors from time to time party thereto, certain
institutional lenders party thereto from time to time and JPMorgan Chase Bank, N.A., as
administrative agent for the lenders thereunder, as amended by that certain Amendment No. 1
dated as of March 22, 2007 and that certain Amendment No. 2 dated as of March 30, 2009 (as
amended, the “Original Credit Agreement”);

AND WHEREAS the Companies and the lenders party to the Original Credit Agreement
completed a refinancing and recapitalization transaction on April 11, 2011 which included, inter
alia, (i) an amendment and extension of the Original Credit Agreement (the Original Credit
Agreement as amended and restated and as further amended by that certain Amendment No. 1
dated as of August 12, 2011, that certain Amendment No. 2 and Waiver dated as of December
30, 2011 and that certain Amendment No. 3 and Waiver dated as of March 15, 2012, the “First
Lien Credit Agreement”, and the lenders thereunder, the “Lenders”), and (ii) an exchange of a
portion of the then outstanding first-lien term debt for second-lien secured debt, the principal of
which was mandatorily exchangeable into equity of the Parent on December 31, 2011 pursuant
to a Second Lien Credit Agreement dated April 11, 2011 (the “Second Lien Credit
Agreement”, together with the First Lien Credit Agreement, the “Credit Agreements”; the
obligations of the Companies under the Credit Agreements and the other Loan Documents (as
defined in the Credit Agreements), including all principal, interest, fee and indemnity
obligations, are herein referred to as the “Obligations™);
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AND WHEREAS CII, certain of its affiliates and Cinram Acquisition Inc (the
“Purchaser”) have agreed to enter into transactions regarding the sale to the Purchaser and/or its
nominees of substantially all of the property and assets used in connection with the business
carried on by the Companies in North America pursuant to the purchase agreement substantially
in the form attached hereto as Schedule A (the “North America Purchase Agreement”) and the
sale to the Purchaser of the capital stock of Cooperatie Cinram Netherlands UA pursuant to the
purchase offer substantially in the form attached as Exhibit A to the North America Purchase
Agreement (thc “European Purchase Offer”, together with the North America Purchase
Agreement, the “Purchase Agreement”, and the transactions contemplated thereby, the
“Transactions”) to be entered into among certain of the Companies and the Purchaser;

AND WHEREAS the Consenting Lenders wish to consent to and support the
implementation of the Transactions on and subject to the terms and conditions set forth in the
Purchase Agreement (the “Transaction Terms”);

AND WHEREAS the Companies intend to effectuate the Transactions threneh
proceedings commenced under the CCAA (the “CCAA Proceedings”) and through proce.ting:
commenced under Chapter 15 of the Bankruptcy Code (the “Chapter 15 Proceedings’, .zt 1
with the CCAA Proceedings, the “Proceedings”);

NOW, THEREFORE, in consideration of the covenants and agreements c¢or .o
herein, and for other valuable consideration, the receipt and sufficiency of which are r: <ty
acknowledged, each Party, intending to be legally bound hereby, agrees as follows:

1. Transaction

(@)  The Transaction Terms as agreed among the Parties are set forth in the Purchase
Agreement,

(b)  The Companies shall proceed with and implement the Transactions throuy. i
Proceedings.

2. Early Consent Consideration

Each Lender that, on or prior to the Consent Date, executes (i) this Agreement or (ii) a
Consent Agreement substantially in the form attached hereto as Schedule C (each a “Consent?
Date Lender”) shall receive a consent fee equal to 4% of its Aggregate Exposure (as defined
below) under the First Lien Credit Agreement as of the Consent Date (the “Early Consent
Consideration”), payable in cash from the net sale proceeds under the Purchase Agreciroit
received on closing of the Transactions (the “Sale Proceeds™) upon distribution of the =.!
Proceeds in the Proceedings (the “Distribution Date”). The Early Consent Consideration shuii
be fully earned upon consummation of the Transactions and shall be non-refundable when paid.
The CCAA Initial Order will authorize the payment of the Early Consent Consideration tc th..
Consent Date Lenders and will grant a Court-ordered charge to secure such payment, subjeui f
the prior payment in full of all obligations under the First Lien Credit Agreement in respect
the First-Out Revolving Credit Commitments (as defined in the First Lien Credit Agreemciri)
As used herein, “Aggregate Exposure” of a Consenting Lender as of any date shall mear: rhe
sum, at such date, of a) the Term Advances (as defined in the First Lien Credit Agreement) i}’
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by such Consenting Lender, plus b) the Revolving Credit Exposure (as defined in the First Lien
Credit Agreement) of such Consenting Lender other than Revolving Credit Exposure attributable
to such Lender’s First-Out Revolving Credit Commitment.

3. Representations and Warranties of Consenting Lenders

Each Consenting Lender, severally and not jointly, represents and warrants to each of the
other Parties (and hereby acknowledges that each of the other Parties is relying upon such
representations and warranties) that:

(a)

(b)

(©)
(d)

(€)

®

it (or an affiliate or client for which it has discretionary authority to manage or
administer Obligations under the Credit Agreements) is a legal or beneficial
holder of loans under the First Lien Credit Agreement and, if applicable, the
Second Lien Credit Agreement in the principal amount set out below its name on
the signature pages hereof (or, as the case may be, the signature pages to the
applicable Consent Agreement) (together with the related Obligations, including
accrued and unpaid interest and fees under the Credit Agreements, its “Debt”:
notwithstanding anything to the contrary herein, for purposes of this Agreement if
such Consenting Lender so elects, by written notice to the Borrowers, “Debt” of
any Consenting Lender shall not include Obligations held by such Consenting
Lender in its capacity or to the extent of its holdings: (i) as a broker or market
maker of Obligations; or (i) as a fiduciary or other representative capacity
(collectively, “Excluded Obligations™));

as of the date hereof, the Debt set out below its name on the signature pages
hereof (or, as the case may be, the signature pages to the applicable Consent
Agreement) constitutes all of the loans under the First Lien Credit Agreement and
the Second Lien Credit Agreement that are legally or beneficially owned by such
Consenting Lender or which such Consenting Lender otherwise has the power to
vote or dispose of, other than Excluded Obligations;

it has the authority to vote or direct the voting of its Debt;

its Debt is not subject to any liens, encumbrances, obligations or other restrictions
that would reasonably be expected to adversely affect the Consenting Lender’s
ability to perform its obligations under this Agreement;

it has reviewed, or has had the opportunity to review, with the assistance of
professional and legal advisors of its choosing, sufficient information necessary
for such Consenting Lender to decide to consent to the Transaction Terms;

this Agreement has been duly executed and delivered by it, and, assuming the due
authorization, execution and delivery by the other Parties, this Agreement
constitutes the legal, valid and binding obligation of the Consenting Lender,
enforceable in accordance with its terms, subject to laws of general application
and bankruptcy, insolvency and other similar laws affecting creditors’ rights
generally and general principles of equity;
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it is duly organized, validly existing and in good standing under the laws of the
jurisdiction of its organization and has all necessary power and authority to
execute and deliver this Agreement and to perform its obligations hereunder;

the execution, delivery and performance of this Agreement and the consummation
of the Transactions does not and shall not (i) to the best of its knowledge (after
due inquiry), violate or conflict with any judgment, order, notice, decree, statute,
law, ordinance, rule or regulation applicable to it or any of its subsidiaries or
properties or assets, (ii) violate its certificate of incorporation, bylaws or other
organizational documents or those of any of its subsidiaries, or (iii) conflict with,
result in a breach of or constitute (with due notice or lapse of time or both) a
default under any material contractual obligations to which it or any of its
subsidiaries is a party, to the extent such conflict, breach or default could
reasonably be expect to prevent or delay the consummation of the Transactions;
and ‘

there is no proceeding, claim or investigation pending before any Governmental
Entity, or threatened against it or any of its properties that, individually or in the
aggregate, would materially adversely affect its ability to execute and deliver this
Agreement and to perform its obligations hereunder.

4. Representations and Warranties of the Companies

Each of the Companies hereby represents and warrants to each of the other Parties (and
each of the Companies hereby acknowledges that each of the other Parties is relying upon such
representations and warranties) that:

(a)

(b)

©

it has reviewed, or has had the opportunity to review, with the assistance of
professional and legal advisors of its choosing, sufficient information necessary
for such Company to decide to consent to the Transaction Terms and enter into
the Purchase Agreement;

this Agreement has been duly executed and delivered by it, and, assuming the due
authorization, execution and delivery by the other Parties, this Agreement
constitutes the legal, valid and binding obligation of such Company, enforceable
in accordance with its terms, subject to laws of general application and
bankruptcy, insolvency and other similar laws affecting creditors’ rights generally
and general principles of equity;

it is duly organized, validly existing and in good standing under the laws of the
jurisdiction of its organization and has all necessary power and authority to
execute and deliver this Agreement and to consummate the Transactions subject
to the approval of the Purchase Agreement and the Transactions by the court
having jurisdiction over the CCAA Proceedings (the “Canadian Court”) and the
recognition of the Approval and Vesting Order by the court having jurisdiction in
the Chapter 15 Proceedings (the “U.S. Court”, together with the Canadian Court,
the “Courts”);
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the execution, delivery and performance of this Agreement and the consummation
of the Transactions does not and shall not (i) to the best of its knowledge (after
due inquiry), violate or conflict with any judgment, order, notice, decree, statute,
law, ordinance, rule or regulation applicable to it or any of its subsidiaries or
properties or assets, (i) violate its certificate of incorporation, bylaws or other
organizational documents or those of any of its subsidiaries, or (iii) conflict with,
result in a breach of or constitute (with due notice or lapse of time or both) a
default under any material contractual obligations to which it or any of its
subsidiaries is a party, to the extent such conflict, breach or default could
reasonably be expect to prevent or delay the consummation of the Transactions;

there is no proceeding, claim or investigation pending before any Governmental
Entity, or threatened against it or any of its properties that, individually or in the
aggregate, would materially adversely affect its ability to execute and deliver this
Agreement and to perform its obligations hereunder; and

the entry into this Agreement and the Purchase Agreement, and the consummation
of the Transactions have been approved by its board of directors, board of trustees
or comparable governing body.

Consenting Lender Covenants and Consents

()

(b)

Each Consenting Lender agrees that, during the period commencing with the date
of this Agreement and ending on the Expiry Date (as defined below), it shall not,
directly or indirectly, sell, use, assign, transfer or otherwise dispose of
(“Transfer”) its Debt or any voting interest therein, and that any purported
Transfer of its Debt or any voting interest therein shall be void and without effect,
unless (i) the transferee is a Consenting Lender or (ii) if the transferee is not a
Consenting Lender prior to the Transfer, such transferee agrees in writing at or
before the time of the proposed Transfer to be bound by all the terms of this
Agreement by executing and delivering to the Company and the Administrative
Agent a Consent Agreement in the form attached hereto as Schedule C (a
“Consent Agreement”). This Agreement shall in no way be construed to
preclude the Consenting Lenders from acquiring additional Obligations under the
First Lien Credit Agreement and/or the Second Lien Credit Agreement
(“Additional Debt”); provided, however, that such Additional Debt shall
automatically and immediately upon acquisition by a Consenting Lender be
deemed to constitute Debt of such Consenting Lender hereunder, subject to all of
the terms of this Agreement, whether or not notice of such acquisition is given to
the Company or the Administrative Agent.

Each of the Consenting Lenders agrees that, until the Expiry Date, it:

(i)  irrevocably consents to the Transactions and the Transaction Terms in
respect of all its Debt;

(i)  shall not:
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(A)  object, delay, impede or take any other action to interfere with the
approval and implementation of the Purchase Agreement and the
Transactions; or

(B)  support any action that is intended or would reasonably be
expected to impede, interfere with, delay or postpone the approval
and implementation of the Purchase Agreement and the
Transactions; and

(iif)  shall not, directly or indirectly, and shall not direct the Administrative
Agent to, accelerate or enforce or take any action or exercise any remedy
or initiate any proceedings to accelerate, enforce, collect or recover the
payment or repayment of any of its Debt in a manner that is inconsistent
with this Agreement or the Purchase Agreement; provided, however, that
nothing contained herein shall limit the ability of a Consenting Lender (or
any representative thereof) to appear and be heard concerning any matter
arising in the Proceedings so long as such appearance is not inconsistent
with such Consenting Lender’s obligations under this Agreement or the
Transaction Terms.

Each of the Consenting Lenders agrees to direct the Administrative Agent to: (i)
release all liens, security interests and guarantee obligations on (A) all property of
the Companies to be sold pursuant to the North America Purchase Agreement
subject to and upon consummation of the transactions under the North America
Purchase Agreement and (B) all property of the Companies to be sold pursuant to
the European Purchase Offer subject to and upon consummation of the
transactions under the European Purchase Offer; and (ii) execute any documents
necessary to effectuate such releases.

Each of the Consenting Lenders hereby agrees that effective at the Distribution
Date and provided that the releases described in Section 6(e) simul taneously
become fully effective and enforceable, the Companies, the Monitor and each of
their respective subsidiaries and affiliates and each of their respective present and
former officers, trustees, directors, employees, financial advisors, legal counsel,
inspectors, observers and agents (collectively, the “Company Released Parties”)
are hereby released and discharged from any and all demands, claims, liabilities,
causes of action, debts, accounts, covenants, damages, executions and other
recoveries based in whole or in part on any act or omission, transaction, dealing or
other occurrence existing or taking place on or prior to the Distribution Date
relating to, arising out of or in connection with the Credit Agreements, Loan
Documents and Security Documents (including, without limitation, the guarantee
obligations of the Guarantors contained therein), the business and affairs of the
Companies and their respective subsidiaries and affiliates, the Purchase
Agreement and the Transactions, including all documents or information provided
by the Companies in furtherance thereof, the Proceedings and any other
proceedings commenced in furtherance of or in connection with the Purchase
Agreement and the Transactions; provided that nothing in this paragraph will
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release or discharge any of the Company Released Parties from or in respect of (i)
their obligations to the Consenting Lenders under this Agreement, (ii) any
contractual obligations of the Companies under the Credit Agreements, Loan
Documents and Security Documents that have not been satisfied after the
distribution of the Sale Proceeds on the Distribution Date, including any
applicable interest, principal, fees, expenses and indemnities, (iii) any liens or
security interests securing the foregoing, except as released pursuant to Section
5(¢c), or (iv) claims in respect of such Company Released Parties’ own gross
negligence or fraud.

Each of the Consenting Lenders hereby agrees that effective as of the date hereof
it hereby releases and discharges each Lender Released Party (as defined below)
from any and all demands, claims, liabilities, causes of action, debs, accounts,
covenants, damages, exccutions and other recoveries based in whole or in part on
any act or omission, transaction, dealing or other occurrence existing or taking
place on or prior to the date hereof relating to, arising out of or in connection with
the Credit Agreements, Loan Documents and Security Documents, the Purchase
Agreement and the Transactions, the Proceedings and any other proceedings
commenced in furtherance of or in connection with the Purchase Agreement and
the Transactions; provided that nothing in this paragraph will release or discharge
any of the Lender Released Parties from or in respect of any contractual
obligations under the Credit Agreements, Loan Documents and Security
Documents, including without limitation indemnity obligations in favor of the
Administrative Agent, Section 2.17 of each Credit Agreement, the Intercreditor
Agreement (as defined in the Credit Agreements) and the “waterfall” and other
provisions contained therein.

For the avoidance of doubt, the foregoing covenants shall apply to the Consenting

Lenders only in their capacities as lenders under, and with respect to their claims under,
the Credit Agreements.

Companies’ Covenants

(a)

(b)

(©)

The Companies agree that the Companies will, no later than the next Business
Day following the initiation of the CCAA Proceedings, cause to be issued a press
release or other public disclosure that discloses the material provisions of the
Transaction Terms (subject to Section 9) in a form reasonably satisfactory to the
Administrative Agent, it being understood that nothing contained in this
Agreement is intended to, or shall, restrict the Companies from making any
disclosures to the extent required by law.

The applicable Companies shall, immediately upon this Agreement becoming
effective and binding on the Parties hereto, execute the Purchase Agreement,.

The Companies agree to use their commercially reasonable efforts to consummate
the Purchase Agreement and the Transactions as promptly as practicable.
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Without limitation of the generality of the foregoing, the Companies agree to:

(1)  Promptly, and in an event within three Business Days hereof, initiate the
CCAA Proceedings and the Chapter 15 Proceedings and use commercially
reasonable efforts to obtain the CCAA Initial Order and the Approval and
Vesting Order from the Canadian Court, recognition of such orders from
the U.S. Court, and such other orders as are required to implement the
Transactions, each such order to be in form and substance reasonably
acceptable to the Administrative Agent;

(i)  not take any action that is materially inconsistent with, or is intended or is
reasonably likely to interfere with or impede or delay consummation of,
the Transactions;

(iii)  take all reasonable actions necessary to obtain any regulatory approvals
for the Transactions; and

(iv)  provide draft copies of all motions, applications, documents and pleadings
the Companies intend to file with the Courts to counsel for the
Administrative Agent at least three days (or if urgent, as soon as
reasonably practicable) prior to the date when the Companies intend to file
such document and shall consult in good faith with such counsel regarding
the form and substance of any such proposed filing.

The Companies shall pay or cause to be paid to each Consent Date Lender the
Early Consent Consideration on the Distribution Date if the Transactions
contemplated herein are consummated.

The Companies hereby agree that effective at the Distribution Date and provided
that the releases described in Section 0 simultaneously become fully effective and
enforceable, the Lenders and the Administrative Agent, together with their
respective subsidiaries and affiliates and their respective present and former
officers, directors, employees, financial advisors, legal counsel and agents
(collectively, the “Lender Released Parties”) are hereby released and discharged
from any and all demands, claims, liabilities, causes of action, debts, accounts,
covenants, damages, executions and other recoveries based in whole or in part on
any act or omission, transaction, dealing or other occurrence existing or taking
place on or prior to the Distribution Date relating to, arising out of or in
connection with the Credit Agreements, Loan Documents and Security
Documents, the Purchase Agreement and the Transactions, the Proceedings and
any other proceedings commenced in furtherance of or in connection with the
Purchase Agreement and the Transactions; provided that nothing in this paragraph
will release or discharge any of the Lender Released Parties from or in respect of
(1) their obligations to the Companies under this Agreement, (ii) their obligations
under the agreements executed to implement the Transaction Terms, or (iii) any
claims in respect of such Lender Released Parties” own gross negligence or fraud.
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The Companies hereby indemnify and agree to hold harmless the Lender
Released Parties from and against any and all demands, claims and other matters
referred to in Section 6(¢), asserted or commenced by any other Person against
any of the Lender Released Parties on or after the date hereof (whether based on
actions or omissions occurring before or after the date hereof), including any and
all professional fees, expenses and disbursements incurred in defending against
same, except that such indemnity shall not be available to any Lender Released
Party with respect to any liability to the extent (and only to the extent) that such
liability is adjudged by the express terms of a judgment rendered on a final
determination on the merits to have resulted from the gross negligence, fraud or
wilful misconduct of such Lender Released Party.

The Companies shall use their commercially reasonable efforts to obtain an Order
or Orders of the Canadian Court providing for the releases set out in 0 and 6(e)
herein and releases relating to similar claims arising after the Distribution Date
and the Consenting Lenders hereby consent to such application.

The Companies agree to provide the same notice and information to the Majority
Consenting Lenders (which may be provided by giving such notice and
information to the Administrative Agent) as is required to be given to Purchaser
under Section 8.8 of the North America Purchase Agreement.

Termination

(a)

This Agreement and the obligations of the Companies and the Consenting
Lenders set out in this Agreement may (or in the case of subsection (iv) hereof,
shall automatically) be terminated in the following manner and upon the earliest
to occur of the following events (such earliest date being the “Expiry Date”):

(i) by the Companies or the Majority Consenting Lenders by written notice to
the other Parties upon a material breach of any representation, warranty,
covenant or other agreement of any other Party set forth in this Agreement
which is incapable of being cured or, if capable of cure, is not cured within
10 days thereof;

(i) by a Consenting Lender, as to itself, if the Purchase Agreement 1is
amended in any manner adverse to the Lenders;

(i) by the Majority Consenting Lenders by written notice to the other Parties
if:

(A)  the North America Transaction Effective Time has not occurred by
September 15, 2012;

(B)  any liens or charges are granted in the Proceedings in priority to
the DIP Lenders’ Charge (as defined in the CCAA Initial Order) or
the liens securing the obligations under the First Lien Credit
Agreement, other than as contemplated in the CCAA Initial Order
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and the DIP Credit Agreement (as defined in the CCAA Initial
Order); or

(C)  any Event of Default shall occur under the DIP Credit Agreement
and the same shall not be cured or waived for a period of 5
consecutive days;

(iv)  automatically upon:
(A)  the Effective Time;

(B)  the entry by either Court, or any other court of competent
Jurisdiction, of any order inconsistent with the consummation of
the Transactions that is not stayed pending appeal; or

(C)  the termination of the Purchase Agreement in accordance with the
terms thereof.

(b)  On termination of this Agreement under Section 7(a), each Party shall be released
from its commitments, undertakings and agreements under or related to this
Agreement and shall have the rights and remedies that it would have had had it
not entered into the Agreement; provided, however, that (1) such termination shall
not affect any breach of this Agreement by a Party occurring prior to the Expiry
Time for which such Party shall be responsible and shall remain liable, or any
votes taken or other acts taken prior to the date of such termination; (ii) if this
Agreement terminates at the Effective Time as a result of the consummation of
the Transactions, Sections 2 and 6(d) shall survive termination of this Agreement
until the Distribution Date; and (iii) the agreements and obligations referenced in
Section 10(I) shall survive the Expiry Date. No termination fee is payable under
this Agreement.

8. Amendments

This Agreement or the Purchase Agreement may not be materially modified, amended or
supplemented (except as expressly provided herein) except in writing by the Companies and the
Majority Consenting Lenders.

9, Confidentiality

The Companies agree, on their own behalf and on behalf of their Representatives
(defined below), to maintain the confidentiality of the identity and Debt holdings of the
Consenting Lenders; provided, however, that such information may be disclosed: (a) to the
Companies’ respective directors, trustees, executives, officers, auditors, and employees and
financial and legal advisors or other agents (collectively, referred to herein as the
“Representatives”; and individually, as a “Representative”) who have a need to know such
information in connection with the Transactions, provided that each such Representative is
informed of this confidentiality provision and agrees to be bound hereby; (b) to the Purchaser, it
being understood that only the aggregate, and not the individual, Debt holdings of the
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Consenting Lenders will be disclosed to the Purchaser, and (c) to the extent required by, (i) any
subpoena, or other legal process, including, without limitation, by the Courts or applicable rules,
regulations or procedures of the Courts, (ii) any regulatory agency or authority, or (iii) applicable
law. If the Companies or any of their Representatives receive a subpoena or other legal process
as referred to in clause (c)(i) above in connection with this Agreement, the Companies shall
provide the Consenting Lenders with prompt written notice of any such request or requirement,
to the extent permissible and practicable under the circumstances, so that the Consenting Lenders
may (at the Companies’ expense) seek a protective order or other appropriate remedy or waiver
of compliance with the provisions of this Agreement. Notwithstanding the provisions in this
Section 9: (a) the Companies may disclose the existence of and nature of support evidenced by
this Agreement in any public disclosure (including, without limitation, press releases and Court
materials) produced by the Companies at the discretion of the Companies; provided, however )]
that in the context of any such public disclosure, only the aggregate holdings of the Consenting
Lenders may be disclosed (but not their individual holdings), (ii) the Companies shall use
commercially reasonably efforts to consult with the Administrative Agent as to the form and
content of any proposed public disclosure addressing this Agreement; (b) the Companies may
disclose the holdings of the Consenting Lenders in any action to enforce this Agreement or in an
action for damages as a result of any breach hereof; and (c) the Companies may disclose, to the
extent consented to in writing by a Consenting Lender, such Consenting Lender’s holdings.

10. Miscellaneous

(a)  Atany time, a holder of the Debt that is not a Consenting Lender as of the date of
this Agreement, may become a Party to this Agreement by executing and
delivering to the Companies and the Administrative Agent a Consent Agreement
substantially in the form of Schedule C.

(b)  The headings in this Agreement are for convenience of reference and are not part
of and are not intended to govern, limit or aid in the construction or interpretation
of any term or provision hereof.

(c)  Unless the context otherwise requires, words importing the singular shall include

the plural and vice versa and words importing any gender shall include all
genders.

(d)  This Agreement (including the schedules attached to this Agreement) constitutes
the entire agreement among the Parties and supersedes all prior agreements and
understandings, both oral and written, among the Parties with respect to the
subject matter hereof.

(¢)  Except as otherwise expressly provided herein, for the purposes of this
Agreement, any matter requiring the agreement, waiver, consent or approval of
the Consenting Lenders shall require the agreement, waiver, consent or approval
of the Majority Consenting Lenders. The Companies shall be entitled to rely on
written confirmation from Wachtell, Lipton, Rosen & Katz, counsel to the
Administrative Agent, that the Majority Consenting Lenders have, or any
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Consenting Lender has, agreed, waived, consented to or approved a particular
matter.

No failure or delay by any Party in exercising any right, power or privilege
hereunder shall operate as a waiver thereof nor shall any single or partial exercise
thereof preclude any other or further exercise.

Any date, time or period referred to in this Agreement shall be of the essence
except to the extent to which the Parties agree in writing to vary any date, time or
period, in which event the varied date, time or period shall be of the essence.

The Companies acknowledge and agree that Section 11.03 of the Credit
Agreements is applicable to the fees and expenses of the Administrative Agent in
connection with the negotiation of this Agreement and to any claims for
indemnity by any Consenting Lender in respect of this Agreement.

All notices and other communications which may be or are required to be given
pursuant to any provision of this Agreement shall be given or made in writing and
shall be deemed to be validly given if served personally or by facsimile
transmission, in each case addressed to the particular Party:

(1)  Ifto the Companies, at:

c/o Cinram International Inc.
2255 Markham Road
Toronto, Ontario M1B 2W3
Canada

Attention: John Bell
Facsimile No.:  416-332-2403

With a required copy (which shall not be deemed notice) to:

Shearman & Sterling LLP
599 Lexington Avenue
New York, New York 10232

Attention: Douglas B. Bartner
Facsimile No.:  646.848.8190
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Goodmans LLP

333 Bay Street, Suite 3400
Toronto, Ontario MSH 2S7
Canada

Attention: Robert J. Chadwick / Melaney Wagner
Facsimile No.:  416.979.1234

(i)  If to the Administrative Agent:

JPMorgan Chase Bank, N.A.

277 Park Avenue, 22nd Floor
Mailcode: NY1-L271

New York, NY 10172-0003

Attention; Jane Orndahl
Facsimile No.:  212.270.0433

With a required copy (which shall not be deemed notice) to:

JPMorgan Chase Bank, N.A.
1111 Polaris Parkway, Floor 4P
Columbus, OH, 43240-2050

Attention: Gregory E. Sutton
Facsimile No.:  614.248.6060

With a further required copy (which shall not be deemed notice) to:

Wachtell, LiJ)ton, Rosen & Katz
51 West 52" Street
New York, New York 10019

Attention: Richard Mason / Joshua Feltman
Facsimile No.:  212.403.2000

(i) If to a Consenting Lender at:
The address set forth for the Consenting Lender beside its signature.
With a required copy (which shall not be deemed notice) to:

Wachtell, Lié)ton, Rosen & Katz
51 West 52" Street
New York, New York 10019

Attention: Richard Mason / Joshua Feltman
Facsimile No.:  212.403.2000
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or at such other address of which any Party may, from time to time, advise the other
Parties by notice in writing given in accordance with the foregoing. The date of receipt
of any such notice shall be deemed to be the date of delivery thereof.

@)

(k)

U]

(m)

(0)

If any term or other provision of this Agreement is invalid, illegal or incapable of
being enforced by any rule of law or public policy, all other conditions and
provisions of this Agreement shall nevertheless remain in full force and effect,
Upon such determination that any term or other provision is invalid, illegal or
incapable of being enforced, the Parties shall negotiate in good faith to modify
this Agreement so as to effect the original intent of the Parties as closely as
possible in a mutually acceptable manner in order that the terms of this
Agreement remain as originally contemplated to the fullest extent possible.

The provisions of this Agreement shall be binding upon and inure to the benefit of
the Parties hereto and their respective successors and permitted assigns, provided
that no Party may assign, delegate or otherwise transfer any of its rights, interests
or obligations under this Agreement without the prior written consent of the other
Parties hereto.

All representations, warranties and covenants contained in this Agreement on the
part of each of the Parties shall survive until the Expiry Date, subject to Section
7(b) and save and except for the agreements and obligations under Section 5(c),
Section 0, Section 5(e), Section 6(¢), Section 6(f), Section 6(g), Section 9 and the
following Sections 10(m) and 10(n), which shall survive after the Expiry Date.

This Agreement is governed by the laws of the State of New York and the federal
laws applicable therein. Each Party submits to the Jurisdiction of the courts of
competent jurisdiction in the State of New York in respect of any action or
proceeding relating to this Agreement. The Parties shall not raise any objection to
the venue of any proceedings in any such court, including the objection that the
proceedings have been brought in an inconvenient forum.

The Parties waive any right to trial by jury in any proceeding arising out of or
relating to this Agreement or any of the transactions contemplated by this
Agreement, present or future, and whether sounding in contract, tort or otherwise.
Any Party may file a copy of this provision with any court as written evidence of
the knowing, voluntary and bargained for agreement between the Parties
irrevocably to waive trial by jury, and that any proceeding whatsoever between
them relating to this Agreement or any of the transactions contemplated by this
Agreement shall instead be tried by a judge or judges sitting without a jury.

Each Consenting Lender agrees that it shall not make any public announcement or
statement with respect to this Agreement, the Purchase Agreement or the
Transactions without the prior written approval of the Companies. Each
Consenting Lender acknowledges and agrees that this Agreement and all
communications and statements with respect to the transactions contemplated by
the Transactions or any negotiations, terms of other facts with respect thereto are
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subject to the confidentiality obligations contained in Section 11.11 of the Credit
Agreements and constitute “Confidential Information” thereunder.

Notwithstanding anything herein to the contrary, or in any document or
instrument executed and delivered in connection herewith, the Parties agree that
the representations, warranties, obligations, liabilities and indemnities of each
Consenting Lender hereunder shall be several and not joint, and no Consenting
Lender shall have any liability hereunder for any breach by any other Consenting
Lender of any obligation of such Consenting Lender set forth herein. Except as
otherwise expressly provided in this Agreement, all representations, warranties,
obligations, liabilities and indemnities of each Company shall be joint and
several.

The Parties each recognize and acknowledge that a breach by any Party hereto of
any covenants or other commitments contained in this Agreement will cause the
other Parties to sustain injury for which they would not have an adequate remedy
at law for monetary damages. Therefore, the Parties agree that in the event of any
such breach, the non-breaching Parties shall be entitled to the remedy of specific
performance of such covenants or commitments and preliminary and permanent
injunctive and other equitable relief in addition to any other remedy to which it
may be entitled, at law or in equity.

This Agreement may be executed by facsimile or other electronic means and in
one or more counterparts, all of which shall be considered one and the same
agreement.

This Agreement is only for the benefit of the Parties hereto (including the
Consenting Lenders who become Parties hereto by executing a Consent
Agreement in substantially the form attached as Schedule C) and nothing in this
Agreement, express or implied, is intended or shall be construed to confer upon
any person or entity other than the Parties any rights or remedies, and no person

or entity other than the Parties shall be entitled to rely in any way upon this
Agreement.

Except as expressly provided in this Agreement, nothing herein is intended to, or
does, or shall be deemed in any manner to waive, limit, impair or restrict any right
of the Administrative Agent or any Consenting Lender under the Credit
Agreements and the Loan Documents, nor to amend or waive any provision of the
Credit Agreements in any manner. Without limitation of the foregoing, if the
Transactions are not consummated, or if this Agreement is terminated for any
reason, each of the Consenting Lenders and each of the Companies each fully

reserve any and all of their rights and remedies in respect of the Credit
Agreements.

[Remainder of this page intentionally left blank; next page is signature page]
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This Agreement has been agreed and accepted on the date first written above.

CINRAM INTERNATIONAL INCOME FUND
By its Adm rator,
Cinram In ational I

Na e C/OI\W / KL&/

Tl e: Authorized Signatory

e v A EELC.

ifle: Authorized Signatory

Nasfe: v 4 GEL

Title: Authonzed Signatory

CINRAM INTERNATIONALINC,
Per: @’Z/\
T

CINRAM (US.) HOLDINGS'INC.

Per: (s ﬂM,

Narhe: C@%W' 5[
T?ﬁ: Aut orize{ Sign%

[Signature Page to Support Agreement]
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SCHEDULE A
FORM OF PURCHASE AGREEMENT

(see attached)
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ASSET PURCHASE AGREEMENT

CINRAM INTERNATIONAL INC.
As the “Seller”
And
CINRAM ACQUISITION, INC.
As the “Buyer”

Made as of June 22, 2012
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ASSET PURCHASE AGREEMENT
THIS ASSET PURCHASE AGREEMENT is made as of June 22,2012,
BETWEEN:

CINRAM INTERNATIONAL INC., a corporation organized under the Canada
Business Corporations Act (the “Seller”)

—and -

CINRAM ACQUISITION, INC., a corporation organized under the laws of the
State of Delaware (the “Buyer™)

RECITALS:

A, The Seller, directly or through the Additional Sellers (defined below),
(1) manufactures pre-recorded multimedia products and provides related logistics services in
North America and Europe, (2) owns and operates a digital media production studio, and
(3) offers fully hosted business intelligence and analytics solutions through its Vision proprietary
software platform (collectively, the “Business”).

B. The Seller, together with Moelis & Company (“Moelis™), conducted an
investment and sale process for the Business.

C. The Seller wishes to sell, and the Buyer wishes to purchase, substantially all of
the Seller’s and the Additional Sellers’ property and assets used in connection with the Business
carried on by the Seller and the Additional Sellers in North America (collectively, the
“Purchased Business”), subject to the terms and conditions of this Agreement, and subject to
Court Approval (defined below).

D. Concurrently with the execution of this Agreement, the Buyer is making an offer
to the Seller to acquire the Business in Europe (the “European Business”) pursuant to the letter
attached to this Agreement as Exhibit A (the “Offer”).

E. The Buyer expects to nominate one or more Canadian entities to take title to the
Canadian Purchased Assets, and one or more United States entities to take title to the United
States Purchased Assets, pursuant to the nomination provisions set forth in Section 12.7.

NOW, THEREFORE, in consideration of the mutual covenants and agreements
contained in this Agreement and other good and valuable consideration, the receipt and
sufficiency of which are acknowledged, the Parties agree as follows:

DMWEST #8961669 v29
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ARTICLE 1. — INTERPRETATION
1.1  Definitions
In this Agreement,

“Accounts Payable” means, in respect of an entity, (a) trade payables, royalties, sales
allowances, rebates, freight and sales taxes payable by such entity, (b) outstanding balances
owing to customers, including accrued rebates and sales allowances, payable by such entity; and
(c) the accounts payable of the Asset Sellers listed in Schedule 1.1(a).

“Accounts Receivable” means, in respect of an cntity, all trade accounts receivable and
all trade debts due or accruing due to such entity in connection with the Purchased Business and
the full benefit of all security therefor.

“Acquisition Proposal” means, other than the transactions involving the Buyer
contemplated by this Agreement any bona fide (a) merger, amalgamation, business combination,
take-over bid, tender offer, arrangement, consolidation, recapitalization, reorganization,
liquidation, dissolution, winding up, distribution or share exchange involving the Seller and/or
one or more of its wholly-owned material subsidiaries the assets or revenues of which,
individually or in the aggregate, constitute 20% or more of the consolidated assets or
contributing 20% or more of consolidated revenue, as applicable, of the Seller and its
subsidiaries, taken as a whole, or (b) sale of assets of the Seller and/or one or more of its wholly-
owned subsidiaries representing 20% or more of the consolidated assets or contributing 20% or
more of the consolidated revenue of the Seller and its subsidiaries, taken as a whole (or any
lease, long-term supply agreement or other arrangement having the same economic effect).

“Additional Sellers” means the Asset Sellers (other than the Seller).

“Affiliate” of any Person means any Person that directly, or indirectly through one or
more intermediaries, controls, or is controlled by, or is under common control with, such Person.
For purposes of this definition, the term “control” (including the terms “controlling,” “controlled
by” and “under common control with”) means the possession, direct or indirect, of the power to
cause the direction of the management and policies of a Person, whether through ownership of
voting securities, by contract or otherwise.

“Agreement” means this Asset Purchase Agreement and all attached Exhibits and
Schedules, in each case as the same may be supplemented, amended, restated or replaced from
time to time, and the expressions “hereof”, “herein”, “hereto”, “hereunder”, “hereby” and similar
expressions refer to this Agreement and all attached Exhibits and Schedules and unless otherwise
indicated, references to Articles, Sections, Exhibits and Schedules are to Articles, Sections,
Exhibits and Schedules in this Agreement,

“Applicable Law” means any domestic or foreign statute, law (including the common
law and the law of equity), ordinance, rule, regulation, restriction, by-law (zoning or otherwise),
order, or any consent, exemption, approval or licence of or concerning a Governmental
Autharity, that applies in whole or in part to the transactions contemplated by this Agreement,

2
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the Seller, the Additional Sellers, the Buyer, the Purchased Business or any of the Purchased
Assets.

“Approval and Vesting Order” means an order granted by the Canadian Court
substantially in the form attached hereto as Exhibit B.

“Asset Sellers” means the Seller, Cinram Inc., Cinram Retail Services LLC, One K
Studios LLC, Cinram Distribution LLC and Cinram Manufacturing LLC.

“Assumed Contracts” has the meaning given to such term in Section 2.1(g).

“Assumed Employee Plan” means any Employee Plan that is set forth on Schedule

1.1(b).

“Assumed Employees” has the meaning given to such term in Section 8.7(a).
“Assumed Liabilitics” has the meaning given to such term in Section 2.3.
“Assumed Unecaptured Accruals” has the meaning given to such term in Section 2.3()).

“Bankruptcy Code” means Title 11 of the United States Code, as amended from time to
time.

“Bankruptcy Court” means the United States Bankruptcy Court for the District of
Delaware.

“Board of Trustees” means the board of trustees of Cinram International Income F und,
the beneficial owner of all of the outstanding shares of the Seller.

“Break Fee” has the meaning given that term in Section 8.8(e).
“Business™ has the meaning given to such term in Recital A.

“Business Day” means any day other than a Saturday or Sunday or a statutory holiday in
Toronto, Ontario and in New York, New York.

“Buyer” has the meaning given to such term in the preamble to this Agreement. The
Buyer expects to nominate one or more Canadian entities to take title to the Canadian Purchased
Assets, and one or more United States entities to take title to the United States Purchased Assets,
pursuant to the nomination provisions set forth in Section 12.7. Each of such new entities will be
the “Buyer” hereunder if and as the context requires.

“CCAA” means the Companies ' Creditors Arrangement Act (Canada).
“Canadian Court” means the Ontario Superior Court (Commercial List).

“CCAA Initial Order” means an order granted by the Canadian Court substantially in
the form attached hereto as Exhibit C.
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“CCAA Proceédings” means the proceedings commenced under the CCAA by the Seller
pursuant to the CCAA Initial Order.

“CCAA Recognition Order” means an order of the Bankruptcy Court entered in the
Chapter 15 Proceedings pursuant to section 1517 of the Bankruptcy Code recognizing the CCAA
Proceedings as foreign main proceedings,

“Chapter 15 Debtors” means the Seller, the Additional Sellers and Cinram (U.S)
Holding’s Inc.

“Chapter 15 Proceedings” means the proceedings commenced under chapter 15 of the
Bankruptcy Code by each of the Chapter 15 Debtors.

“Closing” means the completion of the sale and purchase of the Purchased Assets
pursuant to this Agreement at the Closing and all other transactions contemplated by this
Agreement that are to occur contemporaneously with the sale and purchase of the Purchased
Assets.

“Closing Date” means July 31, 2012, or such other date agreed to by the Parties in
writing, subject to satisfaction of the conditions to Closing set forth in Article 7.

“Code” means the United States Internal Revenue Code of 1986, as amended.

“Confidential Information” means the information (whether or not marked or identified
as confidential), including but not limited to intellectual property, methodology, technology and
programs, software, source code, product plans, designs, formulae, processes, techniques,
drawings, diagrams, visual demonstrations, ideas, concepts, costs, prices and names, data,
technical information, financial information, business plans, business processes and systems,
information relating to clients and prospective clients, agreements and terms thereof, strategies,
practices, marketing plans, advertising, commercial or sales materials, business opportunities,
personnel, research, development or know-how which has been or may hereafter be disclosed,
directly or indirectly, to the Buyer either orally, in writing or in any other form or medium
whatsoever pursuant {o or in contemplation of this Agreement, provided that Confidential
Information shall not include information that: (a) is now or subsequently becomes generally
available to the public through no fault or breach on the part of the Buyer; (b) is independently
developed by the Buyer without the use of any of the Confidential Information, provided that
such independent development is capable of being proven in a court of law; (c) is required to be
disclosed by court order or other lawful action of a Governmental Authority, but only to the
extent so ordered or required, and provided that the Buyer shall notify the Seller, so that the
Seller may attempt to obtain a protective order either restricting or preventing such disclosure; or
(d) 1s rightfully received by the Buyer from a third party without a duty of confidentiality to the
Seller or its Affiliates, provided that such rightful receipt by the Buyer is capable of being proven
in a court of law.

“Confidentiality Agreement” means the confidentiality and non-disclosure agreement
executed by the Buyer in favour of the Seller dated April 3, 2012.

4
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“Court Approval” means (a) the issuance of the Approval and Vesting Order by the
Canadian Court approving the sale of the Purchased Assets, (b) the entry of a Sale Recognition
Order by the Bankruptcy Court, and (c) with respect to both the Approval and Vesting Order and
the Sale Recognition Order, all opportunities for rehearing, reargument, petition for certiorari
and appeal being exhausted or having expired without any appeal, motion, or petition having
been filed and remaining pending, any requests for rehearing have been denied, no order having
been entered and remaining pending staying, enjoining, setting aside, annulling, reversing,
remanding, or superseding the same, the expiration of any required waiting or appeal period(s)
without an appeal having been filed and remaining pending, and all conditions to effectiveness
prescribed therein or otherwise by law or order having been satisfied.

“Court Orders” means the CCAA Initial Order, the Approval and Vesting Order, the
Provisional Relief Order, the CCAA Recognition Order, and the Sale Recognition Order.

“Data Room” means the virtual data room available at
https://goodmansdealroom.firmex.com/app/login.aspx.

“Effective Date” means April 30, 2012,
“Lffective Date Balance Sheet” has the meaning given that term in Section 4.8(d).

“Employee Plan” means any plan, arrangement, agreement or program sponsored,
administered or maintained by the Seller that has any application to the Seller’s employees
(including directors, officers, retired employees, former employees, individuals working on
contract with the Seller or other individuals providing services to the Seller of a kind normally
provided by employees) or their dependants or beneficiaries and consisting of or relating to, as

‘the case may be, any one or more of the following:

(a) retirement savings or pensions, group registered retirement savings plan, or
supplemental pension or retirement plan or retirement compensation arrangement;

(b)  any bonus, incentive or retention pay or compensation, deferred compensation,
profit sharing or deferred profit sharing, stock option, stock appreciation, stock purchase,
phantom stock, vacation or vacation pay, sick pay, severance or termination pay, employee loans
or separation from service benefits, or other type of plan or arrangement providing for
compensation or benefits additional to base pay or salary; and

(c)  any disability or wage continuation benefits during periods of absence from work,
or any other benefit, including supplemental unemployment, hospitalization, health,
medical/dental, disability, life insurance, death or survivor benefits, employment insurance, and
fringe benefits.

“Encumbrance” means any security interest, lien, prior claim, charge, hypothec,
hypothecation, reservation of ownership, pledge, encumbrance, mortgage or adverse claim of
any nature or kind other than licenses of Intellectual Property.
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“Environmental Claim” means any claim, action, cause of action, investigation or
notice by any Person alleging potential liability (including potential liability for investigatory
costs, cleanup costs, Governmental Authority response costs, natural resources damages,
property damages, personal injuries or penalties) arising out of, based on or resulting from (a) the
presence, Release or threatened Release of any Hazardous Materials at any location owned or
operated by the Seller or any Additional Seller, or (b) circumstances forming the basis of any
violation, or alleged violation, of any Environmental Law.

“Environmental Law” means any Applicable Law relating to pollution or protection of
the environment, natural resources or human health and safety (including occupational or
workplace health and safety), including laws relating to the exposure to, or Releases or
threatened Releases of, Hazardous Materials or otherwise relating to the manufacture, presence,
processing, distribution, use, treatment, storage, Release, transport, disposal, transfer, discharge
control, recycling, production, generation or handling of Hazardous Materials and all laws with
regard to recordkeeping, notification, disclosure and reporting requirements respecting
Hazardous Materials, each as amended and as now in effect.

3

“Environmental Permit” means any permit, licenses, approvals, authorizations
franchiscs, certificates, consents, registrations, certificates of authorization and de-pollution
attestation or other authorizations required under any Environmental Law to (a) conduct the
Purchased Business as currently conducted, or (b) in relation to the Purchased Assets.

“Escrow Agreement” has the meaning given that term in Section 3.1(a).
“European Business™ has the meaning given to such term in Recital D.

“European Material Customer” means those customers separately listed in a writing
provided by the Seller to the Buyer (which writing references this definition), which Seller
represents are the only customers of the European Business who represented 2% or more of sales
during 2011, with such exceptions as noted in such separate writing.

“European Purchase Price” has the meaning given to such term in Section 3.1(c).
“European Representations” has the meaning given to such term in Section 4.19.
“Excluded Assets” has the meaning given to such term in Section 2.2.

“Excluded Liabilities” has the meaning given to such term in Section 2.4.

“Filing Date” means the date of the Initial CCAA Order.

“Foreign Representative” means Cinram International ULC or such other foreign
representative as may be appointed by the Bankruptcy Court in the Chapter 15 Proceedings.

“GAAP” or “generally accepted accounting principles”, except to the extent otherwise
expressly provided herein, means generally accepted accounting principles in Canada from time
to time approved by the Canadian Institute of Chartered Accountants, or any successor institute,

6
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including International Financial Reporting Standards and those recommended in the Handbook
of the Canadian Institute of Chartered Accountants on the date on which such generally accepted
accounting principles are applied, on the basis that the Purchased Business is regarded as a going
concern, other than those principles requiring the recognition of impairment or similar
Encumbrances arising out of the CCAA Proceedings and events relating thereto.

“Governmental Authority” means any government, regulatory authority, governmental
department, agency, commission, bureau, court, judicial body, arbitral body or other law, rule or
regulation-making entity:

(a) having jurisdiction over any Asset Seller, the Buyer, the Purchased Assets or the
Assumed Liabilities on behalf of any country, province, state, locality or other geographical or
political subdivision thereof; or

(b)  exercising or entitled to exercise any administrative, judicial, legislative,
regulatory or Taxing authority or power,

“Governmental Authorizations” means authorizations, approvals, franchises, orders,
certificates, consents, directives, notices, licenses, permits, variances, registrations or other rights
issued to or required by any Asset Seller relating to the Purchased Business or any of the
Purchased Assets by or from any Governmental Authority.

“GST” means goods and services taxes imposed under the GST Legislation which, for
greater certainty, includes the provincial component of any harmonized sales tax imposed under
the GST Legislation.

“GST Legislation” means Part IX of the Excise Tax Act (Canada).

“Hazardous Materials” means any substance, including a solid, liquid, gas, odour, heat,
sound, vibration, radiation or combination of any of them, which is deemed to be, alone or in any
combination, “hazardous,” “hazardous waste,” “radioactive,” “deleterious,” “toxic,” “caustic,”
“dangerous,” a “contaminant,” a “pollutant,” a “dangerous good,” a “waste,” a “special waste,” a
“source of contamination” or a “source of a pollutant” under any Environmental Law whether or
not such substance is defined as hazardous under the Environmental Law involved; any
substances or materials the presence or concentration of which in soil, sediment, ground water or
surface water is regulated under any Environmental Law, including, without limitation, asbestos,
asbestos-containing materials, lead or lead-based paint, polychlorinated biphenyls, mould,
mildew or fungi, oil, waste oil, petroleum, petroleum productions, or urea formaldehyde foam
insulation; and any other material or substance which may pose a threat to the environment or to
human health or safety.

“Huntsville Facility” means the real property and related facility subject to the IDB
Lease.

“Huntsville Facility Purchase Price” has the meaning given to such term in Section
4.15(d).
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“ICA” means the /nvestment Canada Act (Canada), as amended.

“ICA Financial Statements” has the meaning given such term in Section 4.17(b).
“IDB” has the meaning given such term in Section 4.15(a).

“IDB Lease” has the meaning given such term in Section 4.15(a).

“including” and “includes” shall be interpreted on an inclusive basis and shall be
deemed to be followed by the words “without limitation™.

“Initial Designation Date” has the meaning given such term in Section 9.2(b).

“Intellectual Property” means trademarks and trademark applications, trade names,
certification marks, patents and patent applications, copyrights, know-how, formulae, processes,
inventions, technical expertise, research data, trade secrets, industrial designs and other similar
property, and all registrations and applications for registration thereof.

“Inventories” means, in respect of an entity, all inventories of finished goods (other than
finished goods, including replicated disks, that belong to customers), work in process, raw
materials and other materials and supplies, including packaging and similar materials.

“KERP” means the key employee retention plan adopted by Cinram in October, 2011,
including the letter agreements with the Seller’s two senior executives dated January 17, 2012.

“Letters of Credit” means the letters of credit listed in Schedule 1.1(c).
“Madison Purchase Right” has the meaning given to such term in Section 4.15(c).

“Material Adverse Effect” means a change in or an effect on the Purchased Business
and the European Business (taken as a whole), or circumstance, that materially and adversely
impacts the value of the Purchased Business and the European Business (taken as a whole) as at
the date of this Agreement, but shall exclude: (a) the commencement of the CCAA Proceedings
and the Chapter 15 Proceedings or any changes or effects resulting from the announcement or
pendency of the CCAA Proceedings or the Chapter 15 Proceedings; (b) changes, effects or

circumstances that generally, or in the regions in which the Purchased Business or the European -

Business operate, affect the industries in which the Purchased Business or the European Business
operate (including legal and regulatory changes); (¢) any change or prospective change in
Applicable Law or GAAP, or any interpretation of any of the foregoing; (d) general economic or
political conditions or changes, effects or circumstances affecting the financial or securities
markets generally; (e) changes, effects or circumstances relating to foreign currency exchange
rate fluctuations; (f) changes arising from the consummation of the transactions contemplated in
this Agreement, or the announcement of the execution of this Agreement, including (i) any
actions of competitors, (ii) any actions taken by or losses of employees, or (iii) any delays or
cancellations of orders for products or services; (g) any reduction in the price of services or
products offered by the Purchased Business or the European Business in response to the
reduction in price of comparable services or products offered by a competitor; (h) changes
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caused by acts of terrorism or war (whether or not declared); and (i) any change, effect or
circumstance that results from any action taken pursuant to or in accordance with this Agreement
or at the request of the Buyer.

“Material Contracts” means: (a) except pursuant to purchase orders issued in the
ordinary course of business, any contract for the purchase of materials, supplies, goods, services,
equipment or other assets that provides for aggregate payments by or to any Asset Seller of
$250,000 or more; (b) the customer contracts whose aggregate annual revenues to the Purchased
Business constituted at least 90% of the consolidated annual revenues of the Purchased Business
during 2011; (c} a contract which by its terms cannot be terminated by an Asset Seller for a
period in excess of 12 months without a payment or a penalty; (d) an employment or consulting
contract requiring an Asset Seller to pay annual compensation of $125,000 or more; (e)a
contract restricting in any manner an Asset Seller’s right to compete in any material line of
business with any other Person; (f) a contract regarding indemnification, other than those
contracts that contain customary indemnification clauses as part of the overall agreement; and (g)
a contract wherein an Asset Seller granted to another Person exclusive rights, all of which have
been separately listed in a writing provided by the Seller to the Buyer (which writing references
this definition).

“Material Customers™ means those customers separately listed in a writing provided by
the Seller to the Buyer (which writing references this definition), which Seller represents are the
only customers of the Purchased Business who represented 2% or more of sales during 2011,
with such exceptions as noted in such separate writing,

“Moelis” has the meaning given to such term in Recital B.

“Monetary Defaults” means monetary defaults under each of the Assumed Contracts,
Real Property Leases, Personal Property Leases and Assumed Employee Plans that the Buyer has
designated for assumption and assignment, excluding (a) amounts accrued on the Effective Date
Balance Sheet, (b) Assumed Uncaptured Accruals, and (¢) amounts that arose after April 30,
2012 in the ordinary course of business.

“Monitor” means the monitor appointed by the Canadian Court under the CCAA Initial
Order in respect of the CCAA Proceedings.

“Objecting Counterparty” has the meaning given such term in Section 9.2(g).
“Offer” has the meaning given to such term in Recital D.
“Olyphant Contract” has the meaning given to such term in Section 9.2(1).

“Olyphant Facility” means that certain manufacturing facility owned by Cinram
Manufacturing LLC located at 1400 E. Lackawanna Ave., Olyphant, Pennsylvania.

“Open Contract” has the meaning given such term in Section 9.2(d).

“Option” has the meaning given such term in Section 4.15(a).
9
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“Order” means any order, injunction, treaty, resolution, edict, judgment, decree, ruling,
writ, assessment or arbitration award of a Governmental Authority.

“OSC” has the meaning given that term in Section 4.7(a).

“Owned Real Property” means the Real Property that is not an Excluded Asset and all
plants, buildings, structures, improvements, appurtenances and fixtures (including fixed
machinery and fixed equipment) thereon, forming part thereof or benefiting such real or
immoveable property.

“Parent” has the meaning given that term in Section 4.7(a).

“Parent Financial Statements” has the meaning given that term in Section 4.7(b).
“Parent Reports” has the meaning given that term in Section 4.7(a).

“Partial Assignment” has the meaning given that term in Section 4.15(d).

“Parties” means the Seller and the Buyer collectively, and “Party” means either the
Seller or the Buyer.

“Permits” has the meaning given to such term in Section 2.1(h).
“Permitted Encumbrances” means:

(c)  Encumbrances listed or described on Schedule 1.1(d);

(d) Encumbrances given by the Seller as security to a public utility or any
Governmental Authority when required in the ordinary course of the Purchased Business but
only insofar as they relate to any obligations or amounts not due as at the Closing Date;

() reservations, limitations, provisos and conditions, if any, expressed in any original
grants of land by a Governmental Authority and any statutory limitations, exceptions,
reservations and qualifications on real property;

® statutory liens for current Taxes, assessments or other governmental charges not
yet due and payable or those being contested in good faith;

(g)  discrepancies in the legal description of the Real Property or any adjoining real or
immovable property which would be disclosed in an up-to-date survey which do not materially
adversely affect the use or value of the Real Property affected thereby (based on the current use
of such affected property), and any registered servitudes, easements, restrictions or covenants
that run with the Real Property, as set forth in a title commitment reasonably acceptable to the
Buyer;

(h)  rights of way for or reservations or rights of others for, sewers, water lines, gas
lines, electric lines, telegraph and telephone lines, and other similar utilities, or zoning by-laws,
ordinances or other restrictions as to the use of real or immovable property, which do not in the
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aggregate materially detract from the value of any affected property of the Seller (based on the
current use of such affected property) or materially impair the use of any property used in the
Purchased Business (based on the current use of such affect property) and provided the same are
complied with in all material respects up to the Closing Date, as set forth in a title commitment
reasonably acceptable to the Buyer;

(1) applicable municipal by-laws, development agreements, subdivision agreements,
sitc plan agrecments, servicing agreements, cost sharing reciprocal agreements and building
restrictions and other similar agreements which do not materially impair the use of the Real
Property affected thereby (based on the current use of such affect property) and provided the
same are complied with in all material respects to the Closing Date including the posting of any
required security for performance of obligations thereunder;

) all encroachment agreements, restrictive covenants, survey exceptions, reciprocal
easement agreements and other Encumbrances registered against title to any Real Property which
do not materially impair the use of such property provided same are complied with in all material
respects, as set forth in a title commitment reasonably acceptable to the Buyer;

(k) defects or irregularities in title to the Real Property which are of a minor nature
and do not in the aggregate materially impair the use of the Real Property affected thereby (based
on the current use of such affect property), as set forth in a title commitment reasonably
acceptable to the Buyer;

0] Encumbrances of mechanics, labourers, workmen, builders, contractors, suppliers
of material or architects or other similar encumbrances incidental to construction, maintenance or
repair operations which have either been registered or filed pursuant to Applicable Law against
the Seller or not yet registered or filed and which, in any such case, relate to obligations not due
and payable or which are being contested in good faith by appropriate proceedings diligently
conducted;

(m)  statutory Encumbrances relating to obligations not due and payable;

(n)  Encumbrances associated with, and financing statements evidencing, the rights of
equipment lessors under equipment Contracts or Personal Property Leases;

(0)  Encumbrances associated with the Real Property Leases or the real or immovablc
properties subject to the Real Property Leases including all offers to lease and monthly tenancies
and all other agreements in any way relating to the occupation of any such property and any
notice thereof; and

)] the Assumed Liabilities.

“Person” means any individual, partnership, limited partnership, limited liability
company, joint venture, syndicate, sole proprietorship, company or corporation with or without
share capital, unincorporated association, trust, trustee, executor, administrator or other legal
personal representative, Governmental Authority or other entity however designated or
constituted.
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“Personal Property Leases” has the meaning given to such term in Section 2.1(n).

“Prepaid Expenses” means, in respect of an entity, the full benefit of all prepaid
expenses, other than Tax prepayments and insurance prepayments, of such entity.

“Provisional Relief Order” means an order of the Bankruptey Court entered in the
Chapter 15 Proceedings pursuant to section 1519 of the Bankruptcy Code granting provisional
relief to the Chapter 15 Debtors.

“Purchase Price” has the meaning given to such term in Section 3.1.

“Purchased Accounts Reccivable” has the meaning given that term in Section 4.8(a).
“Purchased Assets” has the meaning given to such term in Section 2.1.

“Purchased Business” has the meaning given to such term in Recital C.

“Real Property” has the meaning given to such term in Section 2.1(0).

“Real Property Leases” has the meaning given to such term in Section 2.1(a).

“Real Property Taxes” means Taxes imposed with respect to the Owned Real Property
for the tax year that includes the Closing Date which are paid or accrued by the Asset Sellers in
the ordinary course of business.

“Reduced Purchase Price” has the meaning given to such term in Section 4.15(d).

“Regulatory Approvals” means approvals required under the ICA, and all other such
consents, approvals, permits and authorizations with any other Governmental Authorities whose
consent is required for consummation of the transactions contemplated by this Agreement.

“Rejection Notice” has the meaning given such term in Section 9.2(d).

“Release” means any release, spill, emission, discharge, leaking, pouring, emptying,
escaping, dumping, injection, deposit, disposal, dispersal, leaching or migration into the indoor
or outdoor environment (including ambient air, surface water, groundwater and surface or
subsurface strata) or into or out of any property.

“Released Party” has the meaning given to such term in Section 8.10.

“Sale Recognition Order” means an order of the Bankruptcy Court, substantially in the

form attached hereto as Exhibit D, in form and substance reasonably acceptable to the Buyer and
its counsel.

“Seller” has the meaning given to such term in the preamble to this Agreement.

“Seller Expenses” means all liabilities of the Seller incurred and relating to (a) the period
after the Effective Date in connection with the Seller’s strategic process and the transactions
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contemplated hereby to the professional advisors of the Seller and the Seller’s lenders, including
legal counsel, accountants, tax advisors, {inancial advisors and other advisors to the Seller and its
lenders, and (b) any premiums for the tail directors and officers’ insurance paid by the Seller as
permitted by Section 8.2, but excluding obligations under the KERP and any excise taxes
exigible on such Seller Expenses.

“Seller’s Representations” has the meaning given that term in Section 12.4.
“Sunset Date” has the meaning given to such term in Section 10. 1(b)(1).

“Superior Proposal” means any written Acquisition Proposal made after the date of this
Agreement that:

(a) is, in the opinion of the Board of Trustees, acting in good faith after receiving the
advice of its outside legal counsel and financial advisors, reasonably likely to be consummated at
the time and on the terms proposed, taking into account, to the extent considered appropriate by
the Board of Trustees, all financial, legal, regulatory and other aspects of such Acquisition
Proposal,

(b)  inrespect of which the funds or other consideration necessary to complete the
Acquisition Proposal have been demonstrated to be available to the reasonable satisfaction of the
Board of Trustees;

(¢)  did not result from a breach of Section 8.8; and

(d)  inrespect of which the Board of Trustees determines, in its good faith judgment,
after receiving the advice of its outside legal counsel and financial advisors that, having regard to
all of its terms and conditions, such Acquisition Proposal would, if consummated in accordance
with terms (but not assuming away any risk of non-completion), result in a transaction more
favourable to the Seller from a financial point of view than the transactions contemplated hereby.

“Tax” and “Taxes” means:

(@)  taxes, duties, fees, premiums, assessments, imposts, levies and other charges of
any kind whatsoever imposed by any Governmental Authority, including all interest, penalties,
fines, additions to tax or other additional amounts imposed by any Governmental Authority in
respect thereof, and including those levied on, or measured by, or referred to as, income, gross
receipts, profits, capital, transfer, land transfer, sales, goods and services, harmonized sales, use,
value-added, excise, stamp, withholding, business, franchising, property, development,
occupancy, employer health, payroll, employment, health, disability, severance, unemployment,
social services, education and social security taxes, all surtaxes, all customs duties and import
and export taxes, countervail and anti-dumping, all licence, franchise and registration fees and all
employment insurance, health insurance and Canada, Ontario and other government pension plan
premiums or contributions; and

(b)  any liability in respect of any items described in clause (a) payable by reason of
contract, assumption, transferee liability, operation of law, United States Income Tax Regulation
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Section 1.1502-6(a) (or any predecessor or successor thereof or any analogous or similar
provision under law) or otherwise;

“Title Company” has the meaning given to such term in Section 11.1.

“Title Commitment” means a preliminary title commitment in respect of each parcel
comprising the Owned Real Property and the Huntsville Facility.

“Title Insurance Policy” has the meaning given to such term in Section 8.1 1(b).
“Transfer Taxes” has the meaning given to such term in Section 8.6(c).

“Transferred Intellectual Property” has the meaning given to such term in Section
4.9(a).

“Transition Services Agreement” has the meaning given such term in Section 2.6.

“Uncaptured Accruals” means liabilities or contingent liabilities of the Purchased
Business that arose on or prior to, and that have not been paid in full as of, the Effective Date in
the ordinary course of business (other than liabilities or contingent liabilities that are, or relate (o,
Excluded Assets or Excluded Liabilitics), but that are not set forth on the Effective Date Balance
Sheet, the amount of which shall be agreed upon by the parties or determined by courts through
the CCAA Proceedings and/or the Chapter 15 Proceedings.

“Unpermitted Encumbrance” means any defect in the title of any of the Owned Real
Property or the Huntsville Facility or any other matter unacceptable to the Buyer with respect to
the Owned Real Property or the Huntsville Facility that does not constitute a Permitted
Encumbrance and that has a Material Adverse Effect on the Buyer’s ability to operate the
Business in its current manner from the Owned Real Property or the Huntsville Facility.

1.2 Exhibits and Schedules

The following Exhibits and Schedules form part of this Agreement:

Exhibit A - Offer for European Business
Exhibit B - Approval and Vesting Order
Exhibit C - CCAA Initial Order
Exhibit D - Sale Recognition Order
Exhibit E ~  Transition Services Agreement Matters
Exhibit F —~  Escrow Agreement
Exhibit G - Effective Date Balance Sheet
Exhibit H - ICA Financial Statements
14
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Exhibit [

Schedule 1.1(a)
Schedule 1.1(b)
Schedule 1.1(c)
Schedule 1.1(f)
Schedule 2.1(a)
Schedule 2.1(b)
Schedule 2.1(h)
Schedule 2.1(i)
Schedule 2.1(})
Schedule 2.1(n)
Schedule 2.1(0)
Schedule 2.2(p)
Schedule 4.3

Schedule 4.5

Schedule 4.6

Schedule 4.9

Representations Concerning Business in Europe

Accounts Payable

Assumed Employee Plans
Letters of Credit

Permitted Encumbrances
Real Property Leases
Equipment

Permits

Intellectual Property
Domain Names and Internet Addresses
Personal Property Leases
Real Property

Specifically Excluded Assets
Consents

Title

Contracts

Transferred Intellectual Property

1.3 Statutes

Unless specified otherwise, reference in this Agreement to a statute refers to that statute
as it may be amended, or to any restated or successor legislation of comparable effect.

1.4 Headings and Table of Contents

The inclusion of headings and a table of contents in this Agreement is for convenience of
reference only and shall not affect the construction or interpretation hereof,

1.5 Gender and Number

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

Except where otherwise expressly provided, all amounts in this A greement are stated and
shall be paid in United States dollars (US$).

1.7 Knowledge

Where any representation or warranty contained in this Agreement is qualified by
reference to the knowledge of the Seller it will be deemed to refer to the actual knowledge after
due inquiry of Steve Brown, John Bell, Neil Ballantine, Howard Berman and David Ashton,
without personal liability on the part of any of them.

1.8 Invalidity of Provisions

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

1.9 Eﬁtire Agreement

This Agreement and the agreements and other documents required to be delivered
pursuant to this Agreement constitute the entire agreement between the Parties, provided that the
Confidentiality Agreement shall remain in full force and effect, and set out all the covenants,
promises, warranties, representations, conditions and agreements between the Parties in
connection with the subject matter of this Agreement and supersede all prior agreements,
understandings, negotiations and discussions, whether oral or written, pre-contractual or
otherwise. There are no covenants, promises, warranties, representations, conditions,
understandings or other agreements, whether oral or written, pre-contractual or otherwise,
express, implied or collateral between the Parties in connection with the subject matter of this
Agreement except as specifically set forth in this Agreement and any document required to be
delivered pursuant to this Agreement.

1.10  Waiver, Amendment

Except as expressly provided in this Agreement, no amendment or waiver of this
Agreement shall be binding unless executed in writing by all Parties hereto. No waiver of any
provision of this Agreement shall constitute a waiver of any other provision nor shall any waiver
of any provision of this Agreement constitute a continuing waiver unless otherwise expressly
provided.

1.11  Governing Law; Jurisdiction and Venue

This Agreement, the rights and obligations of the Parties under this Agreement, and any
claim or controversy directly or indirectly based upon or arising out of this Agreement or the
transactions contemplated by this Agreement (whether based on contract, tort, or any other
theory), including all matters of construction, validity and performance, shall in all respects be
governed by, and interpreted, construed and determined in accordance with, the laws of the
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Province of Ontario and the federal laws of Canada applicable therein, without regard to the
conflicts of law principles thereof. The Parties consent to the jurisdiction and venue of the courts
of Ontario for the resolution of any such disputes arising under this Agreement. Each Party
agrees that service of process on such Party as provided in Section 12.8 shall be deemed
etfective service of process on such Party.

Notwithstanding the foregoing, any and all documents or orders that may be filed, made
or entered in the CCAA Proceedings or Chapter 15 Proceedings, and the rights and obligations of
the Parties thereunder, including all matters of construction, validity and performance
thereunder, shall in all respects be governed by, and interpreted, construed and determined in
accordance with the CCAA or the Bankruptcy Code, as applicable, without regard to the
conflicts of law principles thereof. The Parties consent to the jurisdiction and venue of the
Canadian Court or the Bankruptcy Court, as applicable, for the resolution of any such disputes,
regardless of whether such disputes arose under this Agreement. Each Party agrees that service
of process on such Party as provided in Section 12.8 shall be deemed effective service of process
on such Party.

ARTICLE 2. - PURCHASE AND SALE
2.1  Agreement to Purchase and Sell Purchased Assets

Upon and subject to the terms and conditions of this Agreement, and subject to receipt of
the Court Approval, at the Closing the Seller shall sell (and shall cause the other Asset Sellers to
sell) and the Buyer shall purchase, free and clear of all Encumbrances other than Permitted
Encumbrances, the Seller’s and the other Asset Sellers’ respective right, title and interest in and
to the following assets, property and undertaking, owned or used or held by them for use in, or
relating to, the Purchased Business (collectively, the “Purchased Assets”):

(@)  the leases of the premises listed and described in Schedule 2.1(a), all benefits,
rights and options pursuant to such leases and all leasehold improvements forming part thereof
(collectively, the “Real Property Leases™) and all subleases of real property held by any Asset
Seller as landlord, in each case subject to the designation rights granted to the Buyer in Section
9.2;

(b)  all machinery, equipment (including all trucks, cars and other motor vehicles),
parts, tools, office equipment, computers, servers, furniture, network equipment, electronic and
optical equipment, racks, routers, generators, cables, furnishings and accessories whether located
on the premises of any Asset Seller or elsewhere, including the assets summarized in Schedule
2.1(b), together with any additions thereto arising in the ordinary course of the Purchased
Business from the date of this Agreement to the Closing Date;

(c)  the Asset Sellers’ Accounts Receivable;
(d)  the Asset Sellers’ Inventorics;

(e) the Asset Sellers’ Prepaid Expenses;
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® all unbilled revenues of each Asset Seller relating to the Purchased Business;

(g)  all Material Contracts and all other contracts, agreements, leases, commercial
indemnities, third party licenses and other legally binding instruments relating to the Purchased
Business or the Purchased Assets to which an Asset Seller is a party or by which an Asset Seller
is bound, subject in each case to the designation rights granted to the Buyer in Section 9.2 (the
“Assumed Contracts”);

(h)  the permits, licences, approvals, authorizations and franchises which any Asset
Seller holds for the Purchased Business and which are required by each Asset Seller to own the
applicable Purchased Assets or to carry on the Purchased Business as set out in Schedule 2.1¢h)
(the “Permits™),

) the Intellectual Property used in the Purchased Business listed in Schedule 2.1(i);
) all domain names and internet addresses listed in Schedule 2.1(j);

(k) all assets, agreements and policies forming part of any Assumed Employee Plan,
subject in each case to the designation rights granted to the Buyer in Section 9.2;

) the goodwill of the Purchased Business together with the exclusive right to
represent the Buyer as carrying on the Purchased Business as successor to the Seller;

(m)  subject to Section 2.2(b), all business and financial records and files of the
Purchased Business, including all customer lists and lists of suppliers, all operating manuals and
specifications, but excluding Tax records and books and records pertaining thereto and all books
and records of the Asset Sellers not pertaining to the Purchased Assets or the Purchased
Business; provided, however, that the Asset Sellers may retain copies of (i) any records included
in the Purchased Assets and (ii) all personnel files, to the extent necessary or useful for the
administration any proceedings under the CCAA or any other proceeding to which it is or
becomes a party, the filing of any Tax return or compliance with any Applicable Law;

(n)  all leases of personal or moveable property that relate to the Purchased Business
listed on Schedule 2.1(n), including all benefits, rights and options pursuant to such leases and all
leasehold improvements forming part thereof, subject in each case to the designation rights
granted to the Buyer in Section 9.2 (the “Personal Property Leases™);

(0)  thereal or immoveable property owned by the Asset Sellers and used in the
Purchased Business listed on Schedule 2.1(0), and all plants, buildings, structures,
improvements, appurtenances and fixtures (including fixed machinery and fixed equipment)
thereon, forming part thereof or benefiting such real or immoveable property (the “Real
Property”),

(p)  all software and documentation therefor used in the Purchased Business,
including, all electronic data processing systems, program specifications, source codes, object
code, input data, report layouts, formats, algorithms, record file layouts, diagrams, functional
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specifications, narrative descriptions, flow charts, operating manuals, training manuals and other
related material;

(q)  all telephone, telex and telephone facsimile numbers and other directory listings
and e-mail and website addresses used in connection with the Purchased Business;

) all refundable Taxes previously paid by the Seller (including any Taxes paid
under the GST Legislation) and any claim or right of the Seller to any refund of Taxes for
periods ending on or prior to the Closing Date or which include the Closing Date; and

(s) cash on hand or on deposit with banks or other depositories, other cash
equivalents, certificates of deposit, money markets instruments, bank balances and rights in and
to bank accounts, excluding (for clarity) the Excluded Assets.

Contemporaneously with the sale of the other Purchased Assets, the Seller shall transfer
control of replicated disk inventories relating to the Assumed Contracts.

2.2 Excluded Assets

Notwithstanding any provision of this Agreement to the contrary, the Purchased Assels
shall not include any of the following assets of the Seller or the Additional Sellers (collectively,
the “Excluded Assets”):

(a) debts due or accruing to any Asset Seller from any shareholder, director, officer,
employee or Affiliate of the Seller;

(b)  the general ledger, accounting and Tax records, minute books, corporate seal,
taxpayer and other identification numbers and other documents relating to the organization,
maintenance and existence of any Asset Seller as a Person;

(c)  the Seller’s rights under this Agreement or the transactions contemplated hereby;

(d)  any deferred Tax assets of any Asset Seller reflecting either the differences
between the treatment of items for accounting and income Tax purposes or carryforwards, except
to the extent set forth on the Effective Date Balance Sheet, and the amount of any refunds of
Taxes paid in respect of income, gross receipts or profits of the Asset Sellers received after the
Effective Date and relating to the 2012 or prior taxation years;

(e) all contracts of insurance, insurance policies (including D&O policies), insurance
plans, insurance refunds, the interest of any Asset Seller in any insurance policies, including any
cash surrender value thereof, all assets of the foregoing and all rights and claims under or in
respect of the foregoing;

03] all contracts that are not Assumed Contracts, Real Property Leases or Personal
Property Leases or otherwise specifically set forth in Section 2.1, including any contracts that are
not designated by the Buyer pursuant to Section 9.2;
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(g)  all Tax records and books and records pertaining thereto and all books and
records of the Asset Sellers not included in Section 2.1(m);

(h)  the assets or business of [HC Corporation and Cinram Wireless LLC;
(1) the Purchase Price;
() all assets and properties of the Asset Sellers that are not Purchased Assets;

(k)  the shares of capital stock or other equity interest in Cinram (U.S.) Holding’s Inc.,
Synbar Equities Inc., Cinram International (Hungary) Prl.td, Cooperatie Cinram Netherlands UA
and 1362806 Ontario Limited, any intercompany receivables or payables, or any intercompany
investments;

)] subject to Section 8.16, the cash collateral securing Letters of Credit;
(m) all real property interests of Cinram Manufacturing LLC in the Olyphant Facility;
(n)  retainers held by the Seller’s advisors for post-Closing matters;

(0)  the amount of cash advanced by Cinram Wireless LLC or Cinram International
(Hungary) PrLtd to any Asset Seller since the Effective Date, any debt owing by Cinram
International (Hungary) PrLtd to any Asset Seller and the amount of cash equal to any repayment
of any debt owing by Cinram International (Hungary) PrLtd to any Asset Seller since the
Effective Date; and

(p)  those assets of the Asset Sellers set forth on Schedule 2.2(p).
2.3 Assumption of Liabilitics

The Buyer shall assume as of the Closing Date and shall pay, discharge and perform, as
the case may be, from and after the Closing Date, the following liabilities and obligations with
respect to the Purchased Business and/or the Purchased Assets to the extent not paid or
performed by the Asset Sellers prior to Closing (collectively, the “Assumed Liabilities”):

(a) liabilities of the Asset Sellers for the following items as of the Effective Date:
® trade accounts payable;
(i)  royalties;
(iii)  sales allowances;
(iv)  accrued freight,
(v)  accrued wages;

(vi)  accrued payroll taxes;
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(vil)  accrued vacation;

(viil) accrued medical benefits;

(ix)  accrued workers compensation;

(x) accrued temporary labor;

(xi)  accrued returns;

(xii) accrued commissions;

(xiii) accrued office, facilities, and information technology costs; and
(xiv) asset retirement obligations,

except for (A) those liabilities that relate to contracts that are not designated by the Buyer
pursuant to Section 9.2, and (B) other unsecured obligations at the Filing Date which the parties
agree are not to be assumed by the Buyer;

(b)  liabilities of the Asset Sellers of the types listed in Sections 2.3(a)(i) through (xv)
incurred on and after May 1, 2012 to the Filing Date, if incurred in the ordinary course of
business, except for (i) thosc liabilities that relate to contracts that are not designated by the
Buyer pursuant to Section 9.2, and (ii) other unsecured obligations at the Filing Date which the
parties agree are not to be assumed by the Buyer;

(c)  all habilities of the Asset Sellers in connection with the Purchased Business
incurred in the ordinary course of business on and after the Filing Date to and including the
Closing Date;

(d)  all liabilities set forth on the Effective Date Balance Sheet and accrued between
the Effective Date and the Closing Date in the ordinary course of business under Assumed
Contracts, Personal Property Leases, Real Property Leases and other contracts designated by the
Buyer under Section 9.2, subject to any applicable Purchase Price deductions set forth in Section
3.2;

(e)  allliabilities with respect to the post-Closing operation of the Purchased Business
or ownership of the Purchased Assets, including liabilities of the Asset Sellers following the
Closing under Assumed Contracts, Personal Property Leases, Real Property and other contracts
designated by the Buyer under Section 9.2;

® all liabilities with respect to Assumed Employees and Assumed Employee Plans
set forth in Section 8.7(b), including KERP obligations payable on or after the Closing Date, but
subject to the provisions regarding self insured claims set forth in Section 8.7(c);

(g)  Transfer Taxes;

(h)  all liabilities in respect of capitalized leases with respect to Purchased Assets;
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DMWEST #8961669 v29



290

(1) Real Property Taxes; and

() those Uncaptured Accruals with respect to which the Seller has agreed there will
be a reduction of the Purchase Price on a dollar-for-dollar basis (any such Uncaptured Accruals,
“Assumed Uncaptured Accruals”).

2.4 Excluded Liabilities

The following dcbts, obligations and liabilities of the Seller and/or the Additional Sellers
shall be and remain the sole responsibility of the Seller and/or the Additional Sellers, as
applicable, and the Buyer shall not assume, accept or undertake the following debts, obligations,
or liabilities of the Seller and/or the Additional Sellers (collectively, the “Excluded Liabilities”):

(a) all liabilities and obligations relating to the Excluded Assets;
(b)  all Seller Expenses;

() all liabilities and obligations with respect to employees who are not Assumed
Employees and that arise under or relate to Employee Plans that are not Assumed Employee
Plans (including any unfunded or underfunded pension liabilities), except as expressly set forth
in Section 8.7(c);

(d)  all liabilities and obligations related to Taxes in respect of income, gross receipts
or profits of the Asset Sellers; and

(e)  other than as expressly set forth herein as an Assumed Liability, any other liability
of the Seller or the Additional Sellers whatsoever.

2.5  Assignment of Purchased Assets

Notwithstanding anything in this Agreement to the contrary, this Agreement shall not
constitute an agreement to assign any Purchased Asset or any right thereunder if an attempted
assignment, without the consent of'a third party, would constitute a breach or in any way
adversely affect the rights of the Buyer or the Seller thereunder. If such consent is not obtained
or such assignment is not attainable pursuant to the CCAA, the Seller and the Buyer will
cooperate and use their respective commercially reasonable efforts to implement a mutually
agreeable arrangement pursuant to which the Buyer would obtain the benefits and assume the
obligations thereunder in accordance with this Agreement, provided, however, that the Buyer
acknowledges and agrees that nothing in this Section 2.5 shall operate to prohibit or diminish in
any way the right of the Seller to dissolve, wind up or otherwise cease operations or its corporate
existence in any manner or at any time subsequent to the Closing Date as it may determine in its
sole discretion, which may be exercised without regard to the impact any such action may have
on the Seller’s ability to fulfill its obligations under this Section 2.5.
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2.6 Transition Services

The parties shall negotiate in good faith and at or prior to the Closing enter into an
agreement, with effect as of Closing Date, with respect to the matters set forth on Exhibit E
attached hereto (the “Transition Services Agreement”).

ARTICLE 3. - PURCHASE PRICE AND RELATED MATTERS
3.1 Purchase Price

The aggregate purchase price for the Purchased Assets and pursuant to the Offer for the
European Business shall be $82,500,000, subject to adjustment as provided in Section 3.2 (the
“Purchase Price”), and shall be paid as follows:

(@) The sum of $5,000,000 shall be paid in cash by the Buyer upon execution of this
Agreement by the Parties as a deposit (the “Deposit”), which Deposit shall be paid to and held
by JPMorgan Chase Bank pursuant to an escrow agreement in the form attached hereto as
Exhibit F (the “Escrow Agreement”);

(b)  The Deposit shall be held pursuant to the Escrow Agreement until the Closing and
credited toward the Purchase Price at the Closing;

(¢)  The balance of the Purchase Price for the Purchased Business, after crediting the
Deposit pursuant to Section 3.1(b), and subject to the adjustments provided in Section 3.2, less
$10,000,000, shall be paid in cash at the Closing;

(d)  $10,000,000 of the Purchase Price shall be paid on the earlier of the closing of the
acquisition of the European Business and December 17,2012; and

(¢)  The Purchase Price pursuant to the Offer for the European Business (the
“European Purchase Price”), shall be paid as provided in the Offer.

3.2 Purchase Price Adjustments

The Purchase Price for the Purchased Assets shall be decreased, on a dollar-for-dollar
basis, to reflect (a) any distribution or other transfer of cash or assets from the Asset Sellers to
their owners (but not between or among the Asset Sellers) following the Effective Date, (b) any
Seller Expenses paid by the Asset Sellers prior to the Closing Date, (c) all fees and expenses
associated with the debtor-in-possession financing described in Section 8.2(c), including
commitment, agency and other fees, and interest expense, but excluding (for clarity) principal
amounts, (d) any breach remedy costs required to be paid to remedy Monetary Defaults in
connection with the Assumed Contracts, Real Property Leases, Personal Property Leases and
Assumed Employee Plans, (e) without duplication of any adjustments pursuant to previous
clause (d), any Assumed Uncaptured Accruals, and (f) the amount of any Taxes actually paid by
an Asset Seller after the Effective Date in respect of income, gross receipts or profits of the Asset
Sellers for the calendar years 2012 and prior, and shall be increased on a dollar-for-dollar basis
to reflect (a) any shortfall in the amount of cash required to fully repay at Closing any debtor-in-
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possession facility entered into in accordance with Section 8.2(c), and (b) amounts drawn under
the Letters of Credit from the date of this Agreement to the Closing Date. At least three (3)
Business Days prior to the Closing Date, the Seller shall deliver to the Buyer a worksheet setting
forth the Seller’s good faith estimate of the adjustments to the Purchase Price for the Purchased
Assets required by this Section 3.2, including supporting documentation. If the worksheet is not
acceptable to the Buyer, the Buyer shall promptly submit its comments on the worksheet to the
Seller, and together they shall endeavour in good faith to address such comments so as not to
delay the Closing. The Purchase Price for the Purchased Assets paid pursuant to Section 3.1(c)
shall be adjusted as agreed to by the Seller and the Buyer on the basis of the worksheet and their
discussions concerning the worksheet. The Purchase Price pursuant to the Offer for the
European Business shall be subject to any adjustments provided for in the Offer. The Purchase
Price shall not be adjusted, other than as set forth in this Section 3.2, in respect of amounts
required to be paid by the Asset Sellers hereunder.

3.3 Purchasc Price Allocation

Within thirty (30) days following the Closing, the Parties shall use their respective
commercially reasonable efforts to agree on the allocation of the Purchase Price for the
Purchased Assets and the value of the Assumed Liabilities among each of the Purchased Assets
(the “Allocation Statement”). The Allocation Statement shall be prepared in accordance with
Section 1060 of the Code and other applicable tax laws. The Buyer and the Seller shall report
the purchase and sale of the Purchased Assets in any Tax returns relating to the transactions
contemplated in this Agreement in a manner consistent with such allocation. If the Parties
cannot agree on the Allocation Statement, each Party shall be permitted to make such allocation
and report the purchase and sale of the Purchased Asscts in any Tax returns relating to the
transactions contemplated in this Agreement in a manner determined in its sole discretion.

ARTICLE 4. — REPRESENTATIONS AND WARRANTIES BY THE SELLER

The Seller represents and warrants to the Buyer as follows, and acknowledges that the
Buyer is relying upon the following representations and warranties in connection with its
purchase of the Purchased Assets:

4.1  Entity Power

The Seller is duly organized under the Canada Business Corporations Act and, subject to
Court Approval being obtained, has all necessary corporate power, authority and capacity to
enter into this Agreement and the agreements contemplated hereunder and to carry out its
obligations hereunder and thereunder. Each Additional Seller is duly organized under the
Applicable Laws of the jurisdiction of its organization and has all necessary entity power,
authority and capacity to carry out the actions necessary to consummate the transactions
contemplated hereunder. Each of the Asset Sellers is qualified to do business and is in good
standing in each of the jurisdictions in which the ownership or leasing of its assets or the conduct
of its businesses requires such qualification, except in the case where the failure to so qualify or
be licensed would not have a Material Adverse Effect. Each of the Seller and the Additional
Sellers has the requisite power and authority to own or lease and to operate and use its assets and
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properties, including the Purchased Assets, and carry on the Purchased Business as now
conducted.

4.2  Due Authorization and Enforceability of Obligations

Subject to Court Approval being obtained, the Seller has all necessary power, authority
and capacity to enter into this Agreement and the agreements contemplated hereunder, and to
carry out its obligations hereunder and thereunder, and the execution and delivery of this
Agreement and the consummation of the transactions contemplated by this Agreement have been
duly authorized by all necessary action (corporate or otherwise) of the Seller. Without limiting
the generality of the foregoing, the Seller has the power and authority to bind the Additional
Sellers to this Agreement. This Agreement constitutes a valid and binding obligation of the
Seller enforceable against it in accordance with its terms, subject to Court Approval, except
(a) as such enforceability may be limited by bankruptcy, insolvency, moratorium, reorganization
and similar laws affecting creditors generally, and (b) as such enforceability may be limited by
general principles of equity, regardless of whether asserted in a proceeding in equity or law.

43  Approvals and Consents

Except for (a) the Court Approval, (b) the Regulatory Approvals, (c) the consents,
approvals or waivers set forth on Schedule 4.3 that are required in connection with the
assignment of a Purchased Asset, and (d) any consents required of counterparties to non-Material
Contracts, no authorization, consent or approval of, or filing with or notice to, any Governmental
Authority, court or other Person is required in connection with the execution, delivery or
performance of this Agreement by the Seller or any Additional Seller and each of the agreements
to be executed and delivered by the Seller or any Additional Seller or the purchase of any of the
Purchased Assets hereunder, the absence of which would individually or in the aggregate
materially impair the ability of the Buyer and the Seller to complete the transactions
contemplated by this Agreement or materially impair the ability of the Buyer to own the
Purchased Assets and to operate the Purchased Business after the Closing in substantially the
same manner as it is operated as of the date of this Agreement.

4.4 Non-Contravention

Neither the execution and delivery of this Agreement or any other agreement or
document to which the Seller or any Additional Seller is or will become a party as contemplated
by this Agreement, the consummation of the transactions contemplated herein or therein nor
compliance by the Seller or any Additional Seller with any provisions hereof or thereof will
(a) conflict with or result (with or without notice, lapse of time or both) in a breach of any of the
terms, conditions or provisions of the articles, by-laws or other constating documents of the
Seller or any Additional Seller, or (b) conflict with or result in a breach or a default (or give rise
to any right of termination, cancellation, acceleration, modification or other right) under any of
the provisions of any note, bond, mortgage, indenture, franchise, permit, material contract or
other instrument or obligation to which the Seller or any Additional Seller is a party, or by which
the Seller or any Additional Seller is bound or affected, except for (i) any conflict, breach or
default as to which requisite waivers or consents shall have been obtained by the Seller or any
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Additional Seller before Closing, (ii) breaches which, upon receipt of Court Approval, shall not
impede the Closing, and (iii) breaches relating to the failure to obtain consent under the terms of
a contract that is not a Material Contract, which the Seller agrees to seek assignments for in the
Court Orders.

4.5  Title

(a) Except as set forth in Schedule 4.5, the Seller or the Additional Sellers are the
sole legal and beneficial owners, lessees or licensees of the Purchased Assets, with good and
valid title, or a valid leasehold or licensed interest, in the Purchased Assets, free and clear of all
Encumbrances except the Permitted Encumbrances. Upon delivery to the Buyer on the Closing
Date of the instruments of transfer contemplated by Section 11.2, and subject to the terms of the
Court Orders, the Seller or the Additional Sellers will thereby transfer to the Buyer good and
valid title to, or, in the case of property leased or licensed by the Seller or the Additional Sellers,
a valid leasehold or licensed interest in, all of the Purchased Assets, free and clear of all
Encumbrances except for Assumed Liabilities and the Permitted Encumbrances.

(b)  The Purchased Assets constitute all of the assets that are necessary and sufficient
to conduct the Purchased Business in the manner conducted as of the date of this Agreement,
except for the Excluded Assets.

(c) The Purchased Assets are, and at the Closing Date will be, in sufficient working
order and condition to operate the Purchased Business as it is operated as of the Effective Date.

4.6 Contracts

Subject to receipt of the Court Approval, each of the Assumed Contracts forming part of
the Purchased Assets that is a Material Contract is in full force and effect and constitutes a legal,
valid and binding obligation of an Asset Seller, and the other parties thereto, enforceable in
accordance with its terms, and such Asset Seller, is entitled to all of the benefits, rights and
privileges under each such Assumed Contract. Except as set forth on Schedule 4.6, none of the
Asset Sellers has received any notice that any Person intends or desires to modify, waive, amend,
rescind, releasc, cancel or terminate any Assumed Contract forming part of the Purchased Assets
that is a Material Contract. Except as set forth on Schedule 4.3, no Assumed Contract that is a
Material Contract requires the consent of any Person for such Assumed Contract to be assigned
to the Buyer. There is no contract, agreement or other arrangement granting any Person any
preferential right to purchase any of the Purchased Assets, other than such as shall be abrogated
by the Court Approval.

47  Public Company Reports; Financial Statements; Effective Date Balance Sheet

(a)  The Seller has made available to the Buyer each prospectus, report, proxy
statement or information statement or other documents filed or furnished by its parent issuer
Cinram International Income Fund (the “Parent”) with the Ontario Securities Commission
(“OSC”) on or after January 1, 2010 (collectively, the “Parent Reports™), and the Parent has
filed or furnished all forms, reports and documents required to be filed or furnished by it with the
OSC pursuant to relevant securities statutes, regulations, policics and rules since such time. As
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of their respective dates, the Parent Reports (i) were prepared in accordance with the applicable
requirements of the Securities Act (Ontario) and the rules and regulations thereunder and
complied with the then applicable accounting requirements, and (ii) did not contain any untrue
statement of a material fact or omit to state a material fact required to be stated therein or
necessary to make the statements made therein (with respect to any prospectus, in the light of the
circumstances under which they were made) not misleading.

(b)  Each of the consolidated balance sheets included in or incorporated by reference
into the Parent Reports (including the related notes and schedules) fairly presents in all material
respects the consolidated financial position of the Parent and its subsidiaries as of its date and
each of the consolidated statements of earnings, cash flows and unitholders’ equity included in or
incorporated by reference into the Parent Reports (including any related notes and schedules)
fairly presents in all material respects the results of operations, cash flows or changes in
unitholders’ equity, as the case may be, of the Parent and its subsidiaries for the periods set forth
therein, in each case in accordance with GAAP, except, in the case of unaudited statements, for
year-end audit adjustments and as otherwise may be noted therein. There are no obligations or
liabilities of any nature, whether accrued, absolute, contingent or otherwise, of the Parent or any
of its subsidiaries, other than those liabilities and obligations (i) that are disclosed or otherwise
reflected or reserved for in the financial statements and the notes thereto included in the Parent
Reports (the “Parent Financial Statements”), provided that such liabilities are reasonably
apparent on the face of the Parent Financial Statements, (ii) that are not required under GAAP to
be disclosed, reflected or reserved for in the Parent Financial Statements, (iii) that have been
incurred in the ordinary course of business since March 31, 2012, (iv) related to expenses
associated with the transactions contemplated by this Agreement, or (v) that have not had and
would not reasonably be expected to have a Material Adverse Effect.

© Based on the evaluation of Parent’s controls and procedures conducted in
connection with the preparation and filing of the Parent Reports, the Seller has no knowledge of
(i) any significant deficiencies or material weaknesses in the design or operation of the internal
control over financial reporting that are likely to adversely affect the Parent’s ability to record,
process, summarize and report financial data, or (ii) any fraud, whether or not material, that
involves management or other employees who have a role in the Parent’s internal control over
financial reporting.

(d)  Without limiting the generality of the foregoing provisions of this Section 4.7, the
Balance Sheet of the Purchased Business dated as of the Effective Date and attached hereto as
Exhibit G (the “Effective Date Balance Sheet”) fairly presents in all material respects the
financial position of the Purchased Business as of the Effective Date. The cash collateral assets
securing the Letters of Credit retained by the Seller pursuant to Section 2.2(1) are not included as
current assets on the Effective Date Balance Sheet.

4.8  Receivables, Payables and Inventories
(a) The Asset Sellers’ Accounts Receivable (collectively, the “Purchased Accounts

Receivable”) reflect valid transactions in the ordinary course of business;
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(b)  None of the Purchased Accounts Receivable is or was subject to any counterclaim
or set off (excluding royalty adjustments) that would adversely affect the Purchased Business;

() To the Seller’s knowledge, the Purchased Accounts Receivable are collectible in
the ordinary course of business using normal collection practices, less the amount of applicable
reserves for doubtful accounts and allowances set forth on the Effective Date Balance Sheet;

(d) All of the Accounts Payable included in the Assumed Liabilities arose in bona
fide, arms-length transactions in the ordinary course of business; and

()  The Asset Sellers have good and marketable title to their Inventories, free and
clear of all Encumbrances other than Permitted Encumbrances. All such Inventories, net of
obsolescence reserves, are in good and merchantable condition in all material respects and are
suitable and usable for the purposes for which they are intended.

4.9  Intellectual Property

Except as has been disclosed in writing by the Seller to the Buyer in a writing that
references this Section 4.9:

(a)  an Asset Seller owns or possesses sufficient legal rights to all Intellectual Property
necessary to conduct the Purchased Business as now conducted and as presently proposed to be
conducted, without any infringement of the rights of any other Person, all of which is included in
the Purchased Assets (the “Transferred Intellectual Property”);

(b) except as set forth on Schedule 4.9, there are no outstanding options, licenses or
contracts relating to any material Transferred Intellectual Property, nor is an Asset Seller bound
by or a party to any contract of any kind with respect to any material Transferred Intellectual
Property other than such licenses or contracts arising from the purchase of “off the shelf” or
standard products;

(c) all licenses of Transferred Intellectual Property are in full force and effect in
accordance with their terms, and neither an Asset Seller nor the counterparty thereto is in
material breach thereof; and

(d) there is no action, suit, proceeding or investigation filed or pending or, to the
knowledge of the Seller, threatened against an Asset Seller that questions the validity of any
Transferred Intellectual Property or that alleges an Asset Seller has violated the Intellectual
Property of another Person which if successful would have a Material Adverse Effect on the
Purchased Business.

4.10 Environmental Matters

Each of the Asset Sellers (a) is in compliance with Environmental Law, and (b) has
obtained and is in compliance with all Environmental Permits required for the occupation of its
facilities and the operation of the Purchased Business, except where failure to comply with
Environmental Laws, or to obtain or comply with Environmental Permits, would not reasonably
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be expected to have, individually or in the aggregate, a Material Adverse Effect. None of the
Asset Sellers has received any written communication, whether from a Governmental Authority,
employee or otherwise, alleging that it is not in such compliance. No Environmental Claims are
pending with respect to the Purchased Business, and to the Seller’s knowledge, no
Environmental Claims have been threatened against the Purchased Business in writing.

4.11 Labour and Employee Benefits Matters

(@)  The Seller has provided the Buyer with a complete and current copy of the plan
document of each Assumed Employee Plan or, if such plan document does not exist, an accurate
written summary of such Assumed Employee Plan and, as applicable and they relate to any
Assumed Employee Plan: (i) any trust agreements; (ii) the most recent financial and accounting
statement and report; (iii) the most recent actuarial report; (iv) the most recent annual
information returns or other returns filed with any Governmental Authority; (v) insurance
policies; (vi) administration or investment agreements; and (vii) the most recent employee
booklet with respect to each Assumed Employee Plan.

(b)  There is not currently pending or, to the knowledge of the Seller, any threatened
strike, material arbitration, material labour dispute or material grievance under any collective
labour agreement related to the Purchased Business, or any material slowdown, lockout or work
stoppage against or affecting an Asset Seller.

(¢} All amounts for unpaid vacation pay, wages, salaries, paid time off, reimbursable
employee cxpenses, commissions or bonuses have been adequately accrued for all Assumed
Employees. Since the Effective Date, the Seller has incurred no material liability for termination
or severance pay to employees of the Business.

(d)  Section 11 of the Data Room contains true and complete copies of all collective
labour agreements of the Asset Sellers that pertain to the employees of the Purchased Business,
which have been provided to the Buyer. To the knowledge of the Seller, there are no current
attempts to organize, certify or establish any labour union or employee association with respect
to the employees of the Purchased Business.

(e) No Assumed Employee Plan provides benefits, including death or medical
benefits (whether or not insured) beyond retirement or other termination of service other than
(i) coverage mandated solely by Applicable Law, (ii) death bencfits or retirement benefits under
any pension plan, or (iii) benefits the full costs of which are borne by participants and not by the
applicable Asset Seller, the employer or sponsor;

® Each of the Asset Sellers is in material compliance with all Applicable Laws
respecting employment and employment practices, including all laws respecting terms and
conditions of employment, health and safety, wages and hours, worker classifications, child
labour, immigration, employment discrimination, disability rights or benefits, equal opportunity,
plant closures and layoffs, affirmative action, workers’ compensation, labour relations, employee
leave issues and unemployment insurance. None of the Asset Sellers has received any written
communication, whether from a Governmental Authority, employee or otherwise, alleging that it
is not in such material compliance.
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(g)  With respect to cach Assumed Employee Plan: (i) if it covers employees in the
United States and is intended to qualify under Section 401(a), 401(k) or 403(a) of the Code, such
plan and the related trust has reccived a favourable determination letter from the United States
Internal Revenue Service that has not been revoked and there is no basis for the revocation of
such letter; (ii) it is and has been established, funded and administered in compliance in all
material respects with its terms, Applicable Law and any collective labour agreements, as
applicable, and none of the Asset Sellers have received any notice from any Person or
Governmental Authority questioning or challenging such compliance; (iii) there is no
investigation by a Governmental Authority nor any pending or, to the knowledge of the Seller,
threatened claims in writing against, by or on behalf of any Assumed Employee Plan or the
assets, fiduciaries or administrators thereof (other than routine claims for benefits); and to the
knowledge of the Seller no fact exists which could reasonably be expected to give rise to any
such investigation or claim; and (iv) all required employee and employer contributions,
premiums and expenses, to or in respect of, such Assumed Employee Plans have been timely
paid in full in accordance with their terms and Applicable Laws or, to the extent not yet due,
have been adequately accrued.

(h)  No amendments or improvements have been made to any Assumed Employee
Plan and no commitments to amend or improve any Assumed Employee Plan have been made or
promised by the Asset Sellers, nor has any intention to do so been communicated to any
cmployee of the Seller since December 31, 2011 (other than as set forth in the definition of
“KERP™).

4.12 Compliance with Laws; Permits

None of the Asset Sellers has received written notice from any Governmental Authority
that it is in violation in any material respect of any Applicable Law in respect of the conduct of
the Purchased Business or the ownership of its assets and properties. The Asset Sellers have not
received written notice that any material Permits currently held are not in good standing and full
force and effect.

413 Litigation

Except as disclosed in Section 10 of the Data Room, there is no action, suit, proceeding
or investigation filed or pending or, to the knowledge of the Seller, threatened against an Asset
Scller that would reasonably be expected to result, either individually or in the aggregate, in any
Material Adverse Effect. No Asset Seller is a party or subject to an Order that has not been
completely satisfied.

4,14 Insurance

Section 14 of the Data Room contains a complete and accurate list and description of all
primary, excess and umbrella policies, bonds and other forms of insurance currently owned or
held by or on behalf of and/or providing insurance coverage related to the Purchased Business.
All such policies are in full force and effect, and with respect to such policies, all premiums
currently payable or previously duc have been paid, and no notice of cancellation or termination
has been received with respect to any such policy.
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4.15 Huntsville, Alabama Real Property

(a)  Cinram, Inc. is the sole tenant under that certain Amended and Restated Lease
Agreement dated as of September 1, 1987, by and between The Industrial Development Board of
the City of Huntsville (the “IDB”), as lessor, and Laservideo, Inc., as lessee, as amended (the
“IDB Lease”). The Seller has delivered to the Buyer a true and complete copy of the IDB Lease.

(b)  The IDB Lease is in full force and effect. Neither Cinram, Inc. nor the IDB is in
breach or default under the IDB Lease, nor has Cinram, Inc. received any written notice alleging
any breach or default, and no event has occurred or circumstance exists which, with the delivery
of notice, the passage of time, or both, would constitute such a breach or default, or permit the
termination, modification or acceleration of rent under the IDB Lease. Cinram, Inc. has not
subleased, licensed, collaterally assigned or otherwise granted to any Person the right to use or
occupy any portion of the Huntsville Facility except pursuant to the Facility Lease Agreement
and Facility Lease Sublease Agreement disclosed in Section 4 of the Data Room that will be
terminated pursuant to Section 11.2(a)(vi).

(c)  The Bonds (as defined in the IDB Lease), including all principal and interest,
have been paid in full and all fees, charges and disbursements of the Trustee (as defined in the
IDB Lease) have been paid by Cinram, Inc. to the Trustee and by the Trustee to the holders of
the Bonds. The option to purchase the Huntsville Facility (the “Option”), as set forth in Section
11.2 of the IDB Lease, remains-in full force and effect.

(d) As of June 1, 2012, the total purchase price (the “Huntsville Facility Purchase
Price”) payable to the IDB pursuant to the exercise of the Option is $843,390, which increases at
the rate of $3,333.33 per month ($40,000 per year), from and after June 1, 2012. Pursuant to
Section 5 of that certain Partial Assignment of Lease and Equity in Project dated as of March 26,
1999, by and between Disc Manufacturing, Inc., as assignor, Cinram, Inc., as assignee, and the
IDB (the “Partial Assignment”), Cinram, Inc. has the option to reduce the Huntsville Facility
Purchase Price to $55,000 plus $1,000 for each 12 month period that elapses after April 1, 1991
(the “Reduced Purchase Price”) if Cinram, Inc. pays the Board the Purchase Price Modification
Payment (as defined in the Partial Assignment). On the date hereof the Purchase Price
Modification Payment is $746,000, which increases by $39,000 for each 12-month period that
clapses after February 1, 2012. Unless the IDB Lease is amended as set forth in Section 4.15(e),
the total amount that would be required to be paid to the IDB in connection with the exercise of
the Option and the purchase of the Huntsville Facility at the Closing would be either (i) the
amount of the Huntsville Purchase Price, or (ii) the sum of the amount of the Purchase Price
Modification Payment plus the Reduced Purchase Price.

(e) The IDB has approved an amendment to the IDB Lease pursuant to which the
Huntsville Facility Purchase Price would be fixed at $55,000 (without any requirement to make a
Purchase Price Modification Payment), provided that a lease amendment fee in the amount of
$366,000 is paid. The Seller shall pay the $366,000 lease amendment fee at the direction of the
Buyer prior to the Closing, so that at the Closing, the Option exercise price shall be fixed at
$55,000. Further, if the Buyer so requests in writing not less than thirty-five (35) days prior to
the Closing Date, the Seller shall cause the Option to be exercised by Cinram, Inc. so that at the
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Closing fee title to the Huntsville Facility shall transfer to Buyer or its nominee. The Option
exercise price will be borne by the Buyer at the Closing. Without limiting the generality of the
foregoing, at the timely request of the Buyer, Cinram, Inc. will notify the IDB in writing not less
than thirty (30) days prior to the Closing Date that the Option is being exercised and that the
purchase of the Huntsville Facility pursuant to the exercise of the Option will occur concurrently
with the Closing.

6 Except as disclosed by the Seller to the Buyer in a separate writing referencing
this section, there are no outstanding options, rights of first offer or rights of first refusal to
purchase or lease the Huntsville Facility or any portion thereof or interest therein, except for the
rights to purchase pursuant to that certain Warranty Deed, dated May 5, 1975, by and between
Madison County, Alabama, as grantor, and the IDB, as grantee, recorded in Deed Book 507,
Page 643, et seq., in the Office of the Judge of Probate, Madison County, Alabama (the
“Madison Purchase Right”), which by its terms expired on May 5, 1985. Prior to the Closing
Cinram, Inc. will obtain either a recordable instrument from Madison County terminating the
Madison Purchase Right or affirmative coverage from the title company insuring Purchaser's
interest free and clear of the Madison Purchase Right.

4.16 Competition Act

The Asset Sellers and their Affiliates do not have assets in Canada that cxceed $300
million, or gross revenues from sales in, from or into Canada, that exceed $300 million, all as
determined in accordance with Part IX of the Competition Act (Canada) and the Notifiable
Transactions Regulations thereunder.

4,17 1CA
For purposes of the ICA and the regulations thereunder:
(a) the Seller is a non-Canadian within the meaning of the ICA;

(b)  the relevant financial statements for the Asset Sellers, 1362806 Ontario Limited
and Cooperatie Cinram Netherlands UA for the purposes of determining the applicable value of
the assets of the Asset Sellers, 1362806 Ontario Limited and of Cooperatie Cinram Netherlands
UA are sct out in the financial statements attached hereto as Exhibit H (collectively, the “ICA
Financial Statements”),

(c)  the asset value of the intercompany investment in Cooperatie Cinram Netherlands
UA in the Seller’s December 31, 2011 balance sheet forming part of the ICA Financial
Statements is $1,097,041 .28, and the asset value of the intercompany investment in Cooperatie
Cinram Netherlands UA in 1362806 Ontario Limited’s December 31, 2011 balance sheet
forming part of the ICA Financial Statements is $33,712,075; and

(d)  Cooperatie Cinram Netherlands UA does not carry on a Canadian business or
control, directly or indirectly, an entity carrying a Canadian business or an entity in Canada.
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4.18 Hart Scott Rodino Antitrust Improvement Act

The non-United States assets owned by the Seller and the Additional Sellers did not
generate sales in or into the United States of $68.2 million or more during the most recent fiscal
year of the Seller and the Additional Sellers.

4.19 European Business

The Seller hereby makes the representations and warranties set forth in Exhibit I (the
“European Representations”), and acknowledges that the Buyer is relying on the European
Representations in connection with its purchase of the Purchased Assets.

4.20  Additional Sellers

The Additional Sellers will and do hereby provide the representations set forth in this
Article 4, mutatis mutandis.

ARTICLE 5. — REPRESENTATIONS AND WARRANTIES OF THE BUYER

The Buyer represents and warrants to the Seller as follows and acknowledges that the
Seller is relying upon the following representations and warranties in connection with its sale of
the Purchased Assets:

51 Corporate Power

The Buyer is a corporation existing under the laws of the State of Delaware and has all
necessary corporate power, authority and capacity to enter into this Agreement and make the
Offer and the agreements contemplated hereunder and thereunder and to carry out its obligations
hereunder and thereunder.

5.2 Due Authorization and Enforccability of Obligations

The execution and delivery of this Agreement and the Offer and the consummation of
the transactions contemplated by this Agreement and the Offer have been duly authorized by all
necessary corporate action of the Buyer. This Agreement and the Offer constitute valid and
binding obligations of the Buyer enforceable against it in accordance with their terms, subject to
Court Approval, except (a) as such enforceability may be limited by bankruptcy, insolvency,
moratorium, reorganization and similar laws affecting creditors generally, and (b) as such
enforceability may be limited by general principles of equity, regardless of whether asserted in a
proceeding in cquity or law.

53  Approvals and Consents

Except for the Court Approval, the Regulatory Approvals and any consents that may be
required in connection with the assignment of a Purchased Asset and the transactions
contemplated by the Offer, no authorization, consent or approval of, or filing with or notice to,
any Governmental Authority, court or other Person is required in connection with the execution,
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delivery or performance of this Agreement or the Offer by the Buyer and each of the agreements
to be executed and delivered by the Buyer or the purchaser of any of the Purchased Assets
hercunder or the completion of the transaction contemplated by the Offer, the absence of which
would materially impair the ability of the Buyer and the Scller to complete the transactions
contemplated by this Agreement.

5.4 Financing

The Buyer has, and on the Closing Date, will have, sufficient funds to consummate the
transactions contemplated by this Agreement and the Offer, including payment of the Purchase
Price and assumption of the Assumed Liabilities and the payment of the European Purchase
Price.

5.5  GST Registration

Prior to Closing, the Buyer (or the entity acquiring the Canadian Purchased Assets, if not
the Buyer) will be registered for the purposes of the GST Legislation and will provide its
registration number to the Seller.

5.6  Competition

The Buyer and its Affiliates do not have assets in Canada that exceed $100 million in
aggregate value, or gross revenues from sales in, from or into Canada, that exceed $100 million,
all as determined in accordance with Part IX of the Competition Act (Canada) and the Notifiable
Transactions Regulations thereunder.

ARTICLE 6. — ASSETS
6.1 As is, Where Is

The Buyer is an informed and sophisticated purchaser, and has engaged expert advisors,
experienced in the evaluation and purchase of property and assets such as the Purchased Assets
as contemplated hereunder and the European Business as contemplated by the Offer. The Buyer
has undertaken such investigations and has been provided with and has evaluated such
documents and information as it has deemed necessary to enable it to make an informed and
intelligent decision with respect to the execution, delivery and performance of this Agreement.
THE BUYER ACKNOWLEDGES AND AGREES THAT THE PURCHASED BUSINESS,
THE PURCHASED ASSETS AND THE EUROPEAN BUSINESS ARE SOLD “AS IS,
WHERE IS”, WITH ALL FAULTS, WITHOUT ANY REPRESENTATIONS OR
WARRANTIES, EXPRESS OR IMPLIED, IN FACT OR BY LAW WITH RESPECT TO THE
PURCHASED BUSINESS, THE PURCHASED ASSETS OR THE EUROPEAN BUSINESS
EXCEPT AS SET FORTH HEREIN OR IN THE OFFER, AND WITHOUT ANY RECOURSE
TO THE SELLER OR ANY OF ITS DIRECTORS, OFFICERS, SHAREHOLDERS,
REPRESENTATIVES OR ADVISORS, OTHER THAN FOR FRAUD OR AS OTHERWISE
EXPRESSLY PROVIDED HEREIN OR IN THE OFFER. THE BUYER AGREES TO
ACCEPT THE PURCHASED BUSINESS, THE PURCHASED ASSETS, THE ASSUMED
LIABILITIES AND THE EUROPEAN BUSINESS IN THE CONDITION, STATE AND
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LOCATION THEY ARE IN ON THE CLOSING DATE BASED ON ITS OWN INSPECTION,
EXAMINATION AND DETERMINATION WITH RESPECT TO ALL MATTERS AND
WITHOUT RELIANCE UPON ANY EXPRESS OR IMPLIED REPRESENTATIONS OR
WARRANTIES OF ANY NATURE MADE BY OR ON BEHALF OF OR IMPUTED TO THE
SELLER, EXCEPT AS EXPRESSLY SET FORTH IN THIS AGREEMENT. Unless
specifically stated in this Agreement, no representation, warranty, term or condition,
understanding or collateral agreement, whether statutory (including under the Sale of Goods Act
(Ontario)), express or implied, oral or written, legal, equitable, conventional, collateral or
otherwise, is being given by the Seller in this Agreement or in any instrument furnished in
connection with this Agreement, as to description, fitness for purpose, merchantability, quantity,
condition, quality, value, suitability, durability, assignability or marketability thereof, or in
respect of any other matter or thing whatsoever. Without limiting the generality of the
foregoing, the Buyer acknowledges that the Seller does not make any representation or warranty
with respect to: (a) any projections, estimates or budgets delivered to or made available to the
Buyer of future revenues, future results of operations (or any component thereof), future
collection of Accounts Receivable, future cash flows or future financial condition (or any
component thereof) of the Purchased Business or the European Business or the future business
operations of the Purchased Business or the European Business; or (b) any other information or
documents made available to the Buyer or its counsel, accountants or advisors with respect to the
Business, except as expressly set forth in this Agreement.

6.2  Diligence

The Buyer acknowledges and agrees that: (a) it has had an opportunity to conduct any
and all due diligence regarding the Purchased Assets, the Assumed Liabilities and the European
Business prior to the execution of this Agreement; (b) it has relied solely upon this Agreement
and 1ts own independent review, investigation and/or inspection of any documents and/or the
Purchased Assets, the Assumed Liabilities and/or the European Business; (c) it is not relying
upon any written or oral statements, representations, promises, warranties or guaranties
whatsoever, whether express, implied, by operation of law or otherwise, regarding the Purchased
Assets, Assumed Liabilities or the European Business, except as expressly stated in this
Agreement; and (d) the obligations of the Buyer under this Agreement are not conditional upon
any additional due diligence.

ARTICLE 7. — CONDITIONS
7.1 Conditions for the Benefit of the Buyer and the Seller

The obligation of the Buyer and of the Seller to complete the purchase of the Purchased
Assets and the Assumed Liabilities pursuant to this Agreement is subject to the satisfaction of, or
compliance with, on or prior to the Closing Date, each of the following conditions:

(a) no provision of any Applicable I.aw and no judgment, injunction, order or decree

that prohibit the consummation of the purchase and sale of the Purchased Assets pursuant to this
Agreement shall be in effect;
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(b)  the Canadian Court and the Bankruptcy Court, as applicable, shall have granted
the Court Orders and the Court Orders shall be in full force and effect; and

() all Regulatory Approvals shall have been obtained, or the applicable waiting
times, if any, shall have expired.

7.2 Conditions for the Benefit of the Buyer

The obligation of the Buyer to complete the purchase of the Purchased Assets and the
Assumed Liabilities pursuant to this Agreement is subject to the satisfaction of, or compliance
with, or waiver by the Buyer of, on or prior to the Closing Date, each of the following conditions
(each of which is acknowledged to be for the exclusive benefit of the Buyer):

(a)  the representations and warranties of the Seller set forth in this Agreement shall
be true and correct in all respects at Closing with the same force and effect as if made at and as
of such time, except: (i) that to the extent such representations and warranties expressly speak as
of an earlier date (e.g. speaking “as at the date hereof”), such representations and warranties shall
be true and correct in all respects as of such specified date; and (ii) for any inaccuracies, as at
Closing that would not, individually or in the aggregate, result in a Material Adverse Effect;

(b)  the covenants contained in this Agreement to be performed by the Seller at or
prior to Closing shall have been performed in all material respects as at Closing;

(c)  the Purchased Assets shall be assigned and transferred to the Buyer free and clear
of all Encumbrances, other than Permitted Encumbrances, pursuant to the Court Orders, requisite
consents or a legal, equitable, statutory or court-based proceeding, action or process;

(d)  the Buyer shall have received a certificate confirming the satisfaction of the
conditions contained in Sections 7.2(a) and 7.2(b), signed for and on behalf of the Seller without
personal liability by an executive officer of the Seller, in each case in form and substance
reasonably satisfactory to the Buyer;

(e) the Seller shall have satisfied its obligations set forth in Section 11.2(a) in all
material respects;

(H the Material Contracts referenced in clauses (a) and (b) of the definition of that
term which are designated by the Buyer for assumption and assignment pursuant to Section 9.2
shall have been assigned or transferred to the Buyer or its nominees, or replaced by new
contracts with, or otherwise dealt with in a manner acceptable to, the Buyer;

(g)  the consents of the Material Customers shall have been obtained, including
consents to such reasonable amendments to the Assumed Contracts with the Material Customers
as may be communicated by the Buyer to the Seller;

(h)  consents of the European Material Customers satisfactory to the Buyer shall have
been obtained, including consents to such reasonable amendments to the contracts with the
European Material Customers as may be communicated by the Buyer to the Seller; and
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1) there shall not have occurred any changes, effects or circumstance constituting, or
which would be reasonably likely to result in, a Material Adverse Effect.

7.3 Conditions for the Benefit of the Seller

The obligation of the Seller to complete the sale of the Purchased Assets and the
Assumed Liabilities pursuant to this Agreement is subject to the satisfaction of, or compliance
with, or waiver where applicable, by the Seller of, on or prior to the Closing Date, cach of the
following conditions (each of which is acknowledged to be for the exclusive benefit of the
Seller):

(a)  the representations and warranties of the Buyer set forth in this Agreement shall
be true and correct in all material respects at Closing with the same force and effect as if made at
and as of such time, except that to the extent such representations and warranties expressly speak
as of an earlier date, such representations and warranties shall be true and correct in all respects
as of such specified date;

(b)  the covenants contained in this Agreement to be performed by the Buyer at or
prior to Closing shall have been performed in all material respects as at Closing;

(c) the Seller shall have received a certificate confirming the satisfaction of the
conditions contained in Sections 7.3(a) and 7.3(b), signed for and on behalf of the Buyer without
personal liability by an executive officer of the Buyer, in form and substance reasonably
satisfactory to the Seller; and

(d)  the Buyer shall have satisfied its obligations set forth in Section 11.2(b) in all
material respects.

ARTICLE 8. - ADDITIONAL AGREEMENTS OF THE PARTIES
8.1 Access to Information

Subject to the terms of the Confidentiality Agreement, until the Closing, the Seller shall
give to the Buyer’s personnel engaged in this transaction and its accountants, legal advisers,
consultants and other representatives during normal business hours reasonable access to its
premises and to all of the books and records relating to the Purchased Business, the Purchased
Assets, the Assumed Liabilities and the European Business, and to the Seller’s personnel, and
shall furnish them with all such information relating to the Purchased Business, the Purchased
Assets, the Assumed Liabilities and the European Business as the Buyer may reasonably request
in connection with the transactions contemplated by this Agreement. Notwithstanding anything
in this Section 8.1 to the contrary, any such investigation shall be conducted upon reasonable
advance notice and in such manner as does not materially disrupt the conduct of the Business.

8.2  Conduct of Business Until Closing

Except: (a) as expressly provided in this Agreement; (b) with the prior written consent of
the Buyer (not to be unreasonably withheld or delayed); (¢) as necessary or advisable in
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connection with the CCAA Proceedings and/or Chapter 15 Proceedings; or (d) as otherwise
provided in the existing Court Orders or any further order of the Canadian Court or Bankruptcy
Court in connection with the CCAA Proceedings or Chapter 15 Proceedings, prior to the
Closing, to the extent reasonably practicable having regard to the CCAA Proceedings and
Chapter 15 Proceedings, the Seller shall, and shall cause the Additional Sellers to:

(a)  operate the Purchased Business only in the ordinary course in all material
respects, consistent with past practice, except to the extent otherwise required by Applicable Law
and the Seller’s contractual obligations (and in such cases, the Seller shall consult with and so
advise the Buyer with respect to the actions taken);

(b)  use commercially reasonable efforts to preserve the business organization of the
Purchased Business, including the services of its officers and employees, and its business
relationships and goodwill with customers, suppliers and others having business dealings with it;

(¢)  after consultation with the Buyer, but subject to Section 2.4 and Section 3.2, pay
and discharge the debts authorized by the Canadian Court in connection with the CCAA
Proceedings and the Bankruptcy Court in connection with the Chapter 15 Proceedings, including
(i) payments on any debtor-in-possession financing facility which has been approved by the
Buyer and uscd for the ongoing operation of the Business, it being the intent of the parties that
such lacility will be repaid in full by the Asset Sellers immediately prior to the Closing, and (i1)
payments of amounts owing to critical suppliers and licensors for goods and services supplied
both before and after the CCAA Proceedings and Chapter 15 Proceedings, including under any
Assumed Contracts;

. (d)  not transfer, lease, license, sell or otherwise dispose of any of the Purchased
Assets, other than inventory or obsolete assets in the ordinary course of the Business, consistent
with past practice;

(e) not enter into any contracts that would constitute a Material Contract without the
consent of the Buyer;

€)) not enter into any contracts with any Affiliates of the Parent;

(g)  notenter into, adopt, amend or terminate any contract relating to the
compensation or severance of any employee of the Purchased Business, except in the ordinary
course of business after consultation with the Buyer;

(h)  not make any material change to its accounting (including Tax accounting)
methods, principles or practices, except as may be required by GAAP;

(1) not declare or pay any dividends or distributions;
)] not issue or sell any capital stock or other equity interests or options, warrants,

calls, subscriptions or other rights to purchase any capital stock or other equity interests of the
Seller; or
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(k)  agree in writing to take any of the actions described in sub-clauses (a) through (1)
above.

Notwithstanding the foregoing, it is acknowledged and agreed that the Seller may arrange
and pay the premium for tail directors and officers’ insurance for its directors, officers and
trustees.

8.3  Approvals and Consents

(@)  To the extent required by Applicable Law, each of the Parties agrees to use
commercially reasonable efforts to prepare and file as promptly as practicable and, in any event,
within ten (10) days from the execution of this Agreement, all necessary documents,
registrations, statements, petitions, filings and applications for any Regulatory Approvals, and
shall request expedited processing if available. All filing fees payable in respect of any such
filing shall be paid by the Buyer.

(b)  For the purposes of the Regulatory Approvals, the Buyer and the Seller agree to:

(i) cooperate with each other in connection with any filing or submission and
in connection with any investigation or other inquiry, including any proceeding initiated by a
private party;

(i)  promptly notify each other of any communication (whether written or
oral) received by such Party from, or given by such Party to, any Governmental Authority and of
any material communication received or given in connection with any proceeding by a private
party, in cach case regarding any of the transactions contemplated hereby;

(iii)  give each other reasonable notice of all meetings and telephone calls with
any Governmental Authority and give a reasonable opportunity to participate in them (except to
the extent that a Governmental Authority expressly requests that cither party should not be
present at the meeting or part or parts of the meeting); and

(iv)  provide each other with drafts of all written communications intended to
be sent to any Governmental Authority, including in connection with any proceeding by a private
party, give each other a reasonable opportunity to comment on them, not send such
communications without the prior approval of the other (such approval not to be unreasonably
withheld or delayed) and provide each other with final copies of all such communications
(except that in relation to all disclosures under this subclause (iv), business secrets and other
confidential material may be redacted so long as cach party acts reasonably in identifying such
material for redaction).

The foregoing obligations in this Section 8.3(b) shall be subject to any attorney-client, work
product or other privilege, and each of the Parties shall coordinate and cooperate fully with the
other Party in exchanging such information and providing such assistance as such other Parties
may reasonably request in connection with the foregoing.
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(c)  Ifany objections are asserted with respect to the transactions contemplated hereby
under any Applicable Law or if any suit is instituted by any Governmental Authority or any
private party challenging any of the transactions contemplated hereby as violative of any
Applicable Law or if a filing pursuant to this Section 8.3(c) is reasonably likely to be rejected or
conditioned by a Governmental Authority, each of the Parties shall use commercially reasonable
efforts to resolve such objections or challenge as such Governmental Authority or private party
may have to such transactions, including to vacate, lift, reverse or overturn any action, whether
temporary, preliminary or permanent, so as to permit consummation of the transactions
contemplated by this Agreement.

(d)  Inaddition, each Party shall use its commercially reasonable efforts to satisty (or
cause the satisfaction of) the conditions precedent to such Party’s obligations hereunder as set
forth in Article 7 to the extent the same is within its control and to take, or cause to be taken, all
other action and to do, or cause to be done, all other things reasonably necessary, proper or
advisable under all Applicable Law to consummate the transactions contemplated by this
Agreement, including using its commercially reasonable efforts to obtain all consents, approvals
or authorizations required in connection with the assignment of the Personal Property Leases,
Real Property Leases and the Assumed Contracts to the Buyer.

(e) For greater certainty, nothing in this Section 8.3 shall require the Buyer to offer,
commit or undertake any commitments or obligations or accept any terms or conditions that
would individually or in the aggregate require material expenditures or investments by the
Buyer, materially restrict the Buyer’s ability to operate or re-structure the Purchased Business or
require any employment commitments that materially exceed the Buyer’s obligations as set out
in Section 8.7.

8.4  Access of the Seller and the Buyer to Records

(a) The Seller shall, for a period of six years from the Closing Date, have access to,
and the right to copy, at its expense, for bona fide business purposes and for purposes of the
CCAA Proceedings and Chapter 15 Proceedings, and during usual business hours, upon
reasonable prior notice to the Buyer, all books and records relating to the Purchased Business,
the Purchased Assets and the Assumed Liabilities which are transferred and conveyed to the
Buyer pursuant to this Agreement. The Buyer shall retain and preserve all such books and
records for such six year period.

(b)  From and after the Closing, the Asset Sellers shall retain all books and records of
the Assets Sellers and the Buyer shall have access to, and the right to copy, at its expense, for
bona fide business purposes, and during usual business hours, upon reasonable prior notice to the
applicable Asset Seller, all books and records of the Asset Sellers. The Asset Scllers shall retain
and preserve all such books and records for a period six years following the Closing.

8.5 Further Assurances

Each of the Parties hereto shall promptly do, make, execute or deliver, or cause to be
done, made, executed or delivered, all such further acts, documents and things as the other Party
hereto may reasonably require from time to time for the purpose of giving effect to this
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Agreement and shall use commercially reasonable efforts and take all such steps as may be
reasonably within its power to fulfill the conditions and to implement to their full extent the
provisions of this Agreement, provided that in no event shall the Seller be obligated to take any
action that is likely to result in a Material Adverse Effect, nor shall either Party be obligated to
make a payment or deliver anything of value to a third party in order to obtain a consent, other
than filing with and payment of filing fees to Governmental Authorities in connection with the
Regulatory Approvals as provided in Section 8.3(a).

8.6 Tax Matters

(a) The Buyer and the Seller agree to furnish or cause to be furnished to each other,
as promptly as practicable, such information and assistance relating to the Purchased Assets and
the Assumed Liabilities as is reasonably necessary for the preparation and filing of any Tax
return, claim for refund or other required or optional filings relating to Tax matters, for the
preparation for and proof of facts during any Tax audit, for the preparation for any Tax protest,
for the prosecution of any suit or other proceedings relating to Tax matters and for the answer to
any governmental or regulatory inquiry relating to Tax matters.

(b)  For purposes of any income Tax return related to the transactions contemplated in
this Agreement, the Buyer and, to the extent applicable, the Seller, agree to report the
transactions contemplated in this Agreement in a manner consistent with the Purchase Price
allocation determined in accordance with Section 3.3, and the Buyer and the Seller shall not
voluntarily take any action inconsistent therewith in any such Tax return, refund claim, litigation
or otherwise, unless required by applicable Tax laws. The Buyer and the Seller shall each be
responsible for the preparation of their own statements required to be filed under the Income Tax
Act (Canada) and the Code and other similar forms in accordance with applicable Tax laws.

(c)  All amounts payable by the Buyer to the Seller pursuant to this Agreement are
exclusive of any GST, or any other federal, provincial, state or local or foreign value-added, sale,
use, consumption, multi-staged, ad valorem, personal property, customs, excise, stamp, transfer,
land or real property transfer, or similar Taxes, duties, or charges, or any recording or filing fees
or similar charges (collectively, “Transfer Taxes”). Transfer Taxes are the responsibility of the
Buyer, including with respect to the Huntsville Facility if the Option is exercised. The Buyer and
the Seller agree to cooperate to determine the amount of Transfer Taxes payable in connection
with the transactions contemplated under this Agreement.

(d) At the request of the Buyer, the Seller shall, together with the Buyer, jointly make
the election provided for in paragraph 167(1)(b) of the GST Legislation to have subsection
167(1.1) of the GST Legislation apply in respect of the sale of the Purchased Assets under this
Agreement. [f the Buyer requests the Seller to make such election, the Buyer shall:

(1) file the election within the time prescribed by subsection 167(1.1) of the
GST Legislation; and

(ii) at all times indemnify and hold harmless the Seller and its directors,
officers and employees, against and in respect of any and all amounts assessed by the Minister of
National Revenue (Canada) (including all reasonable legal and professional fees incurred by the
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Seller or its directors, officers and/or employees, as a consequence of or in relation to any such
assessment) as a consequence of the Minister determining, for any reason, that the election is
unavailable, inapplicable, invalid or not properly made.

(¢)  The Secller and the Buyer will jointly execute, and each of them will file promptly
following the Closing Date, an election under Section 22 of the Jncome Tax Act (Canada), and
any corresponding provisions of any applicable provincial income Tax legislation with respect to
any debts referred to in Section 22 and any corresponding provisions of any applicable provincial
income Tax legislation. For the purposes of such elections, the Buyer, acting reasonably and in
consultation with the Seller, will designate the portion of the Purchase Price allocable to the
debts in respect of which such elections are made. For greater certainty, the Seller and the Buyer
agree to prepare and file their respective Tax returns in a manner consistent with such election(s).

€3] The Seller and the Buyer will jointly execute an election in the prescribed manner
and within the prescribed time limits, to have the rules in subsection 20(24) of the Income Tax
Act (Canada) apply to the obligations of the Seller in respect of undertakings which arise from
the operation of the Purchased Business and to which paragraphs 12(1)(a) and 12(1)(e) of the
Income Tax Act (Canada) apply. The Buyer and the Seller acknowledge that the Seller is
transferring assets to the Buyer which have a value equal to the amount elected under subsection
20(24) of the Income Tax Act (Canada) as consideration for the assumption by the Buyer of such
obligations of the Seller.

(g)  The Buyer hereby waives compliance by the Seller with the Bulk Sales Act
(Ontario), with section 6 of the Retail Sales Tax Act (Ontario) and with any similar provision
contained in any other Applicable Law.

(h)  To the extent permitted under subsection 221(2) of the GST Legislation and any
equivalent or corresponding provision under any applicable provincial or lerritorial legislation,
the Buyer shall self-assess and remit directly to the appropriate Governmental Authority any
goods and services tax and harmonized sales tax imposed under the GST Legislation and any
similar value added or multi-staged tax imposed by any applicable provincial or territorial
legislation payable in connection with the transfer of any of the Real Property. The Buyer shall
make and file a return(s) in accordance with the requirements of subsection 228(4) of the GST
Legislation and any equivalent or corresponding provision under any applicable provincial or
territorial legislation.

(1) The Seller and its Affiliates shall prepare and file, and pay the Taxes shown as
due on any Tax returns in respect of the Purchased Business or the Purchased Assets, for all
periods ending on or before the Closing Date, to the extent such Taxes would otherwise be or
become an Encumbrance on the Purchased Assets or be imposed by the taxing authority on the
Buyer as the purchaser of the Purchased Business or on the Purchased Assets. Further, (i) the
Asset Sellers shall retain liability for all Taxes in respect of income, gross receipts or profits of
the Asset Sellers or the Purchased Business (and, for clarity, not for other Taxes, including
Transfer Taxes or Real Property Taxes) that relate to a period prior to the Closing Date,
regardless of when asserted, and shall address such Taxes in the CCAA Proceedings and the
Chapter 15 Proceedings, and (ii) the Buyer shall not assume or otherwise be liable for any Taxes
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in respect of income, gross receipts or profits of the Asset Sellers or the Purchased Business that
relate to a period prior to the Closing Date.

) The Buyer shall be responsible for all Taxes of or with respect to the Purchased
Business or the Purchased Assets for all periods beginning after the Closing Date and shall be
responsible for preparing and filing all Tax returns in connection therewith.

8.7  Employee Matters

(a)  Prior to but conditional on Closing and with effect on the Closing Date, the Buyer
shall offer employment to all employees of the Seller and the other Asset Sellers who are
engaged primarily in the Purchased Business, other than those employees who the Buyer
designates in writing to the Seller prior to the Closing. Promptly following the execution of this
Agreement, the Seller will provide the Buyer with such information concerning the employees
and their compensation as the Buyer may reasonably request in order to make its determinations.
Offers of employment by the Buyer shall be on terms substantially similar in the aggregate as
those in effect immediately prior to Closing. The employees of the Seller and the other Asset
Sellers who are engaged primarily in the Purchased Business, who are offered employment by
the Buyer and who accept the Buyer’s offer of employment, shall be referred to in this
Agreement as “Assumed Employees”.

(b)  The Buyer shall assume and be responsible for all liabilities and obligations with
respect to the Assumed Employees that first arise following the Closing Date, including any
required notice of termination, termination or severance pay (in each case whether required
under Applicable Law or under contract), employment insurance, workplace safety and
insurance/workers’ compensation, salary or wages and other compensation, benefits offered by
the Buyer, payments required by Applicable Law, KERP obligations and claims under Assumed
Employee Plans. The Buyer shall indemnify and hold the Asset Sellers harmless from and
against any and all damages which the Seller or other Asset Seller may suffer or incur in
connection with such assumed liabilities and obligations.

(¢)  Subject to the further provisions of this Section 8.7(c), the Seller may pay and
discharge all liabilities and obligations with respect to any employees up to and including the
Closing Date, without deduction or setoff to the Purchase Price. The Asset Sellers shall be
responsible for all liabilities and obligations with respect to any employees up to and including
the Closing Date and all liabilities and obligations with respect to any employees who are not
Assumed Employees, including, in both cases, liabilities and obligations related to any notice of
termination, termination or severance pay (in each case whether required under Applicable Law
or under contract), employment insurance, workplace safety and insurance/workers’
compensation, salary or wages and other compensation, benefits offered by the Seller and the
other Asset Sellers, payments required by Applicable Law and claims under Employee Plans,
except for (i) obligations described in Sections 2.3(a), (b) and (c) with respect to employees in
the ordinary course of business from the Effective Date to the Closing Date, excluding self
insured medical claims and self insured Pennsylvania worker’s compensation claims based on
occurrences prior to the Filing Date, and (ii) payments and entitlements under the Assumed
Employee Plans after the Closing Date, each of which shall be the obligation of the Buyer. For

43

DMWEST #8961669 v29



greater certainty, the Seller retains all self insured medical obligations to employees and all self
insured Pennsylvania worker’s compensation claims, regardless of when asserted, if the claims
are based on occurrences prior to the Filing Date, and agrees to deal with such claims in the
CCAA Proceedings and the Chapter 15 Proceedings.

(d)  Effective as of the Closing Date, the Seller and the other Asset Sellers assign to
the Buyer, and the Buyer assumes, the Assumed Employee Plans and all of the Seller’s and other
Asset Sellers’ rights, obligations and liabilities under and in relation to the Assumed Employee
Plans and shall be assigned and receive all assets of the Assumed Employee Plans. The Seller
and the other Asset Sellers and the Buyer agree to cooperate to take all reasonable actions to
affect such assignment and to obtain any required Governmental Authorizations in respect of
such assignment.

()  To the extent that service is relevant for purposes of eligibility and vesting (and,
in order to calculate the amount of any vacation, sick days, severance, layoff, and pension benefit
accruals) under any Assumed Employee Plan, other than as would result in duplication of
benefits, each Assumed Employee shall be credited for service earned prior to the Closing Date
with the Seller or its Affiliates in addition to service earned with the Buyer on and after the
Closing Date.

® All provisions contained in this Agreement with respect to the Assumed
Employees, the Assumed Employee Plans or compensation of Assumed Employees are included
for the sole benefit of the Parties. Nothing contained herein shall (i) confer upon any former,
current or future employee of the Seller or the Buyer or any legal representative or beneficiary
thereof any rights or remedies, including any right to employment or continued employment, of
any nature, for any specified period, (i1) cause the employment status of any former, present or
future employee of the Buyer to be other than terminable at will or in accordance with
Applicable Law, (iii) confer any third party beneficiary rights upon any Assumed Employee or
any dependent or beneficiary thereof or any heirs or assigns thereof, (iv) obligate the Buyer to
maintain the Assumed Employee Plans for any period of time or offer benefits of any nature to
Assumed Employees following the Closing Date, or (v) limit or restrict the ability of the Buyer
to make changes to Assumed Employee compensation or benefits after the Closing Date.

() Pursuant to Treasury Regulations Section 1.409A-1(h)(4), the Seller’s and other
Asset Sellers’ termination of the employment of United States employees of the Purchased
Business who become Assumed Employees shall not constitute a “separation from service”
within the meaning of Section 409A of the Code and the Treasury Regulations thereunder,
including Treasury Regulations Section 1.409A-1(h).

(h)y  Itisacknowledged and agreed that, subject to Section 2.4 and Section 3.2, the
Seller and the other Asset Sellers may prior to Closing pay to their employees the amount due
(i) in the ordinary course consistent with past practice (except for post-Filing Date payments of
severance), and (ii) under the KERP (including payments due on June 30, 2012, payments
relating to completion of the transactions contemplated hereby and payments relating to
participants’ termination prior to or at Closing).
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1 The Asset Sellers shall, after consultation with the Buyer, be entitled to terminate
the employment of their employees as they deem appropriate and to deal with any claim arising
from such termination under the CCAA Proceedings or Chapter 15 Proceedings, as applicable;
provided that if any such termination results in an Assumed Liability under this Agreement, the
Asset Sellers shall obtain the Buyer’s approval in advance of any such termination.

8.8 Deal Protection

(a) Except as expressly provided in this Section 8.8, the Seller shall not, directly or
indirectly, through any Person, and shall cause its Affiliates not to:

(M solicit, assist, initiate, knowingly encourage or otherwise knowingly
facilitate (including by way of furnishing information) any inquirics or proposals, whether
publicly or otherwise, regarding an Acquisition Proposal, provided that, for greater certainty, the
Seller may advise any Person making an unsolicited Acquisition Proposal that such Acquisition
Proposal does not constitute a Superior Proposal when the Board of Trustees has so determined;

(i) enter into, continue or participate in any discussions or negotiations with
any Person regarding an Acquisition Proposal; or

(i)  accept or enter or propose publicly to accept or enter into any agreement,
understanding or arrangement in respect of an Acquisition Proposal (other than a confidentiality
agreement permitted by Section 8.8(c)(ii)(1)).

(b)  The Seller shall promptly notify the Buyer of any Acquisition Proposal or inquiry
(in each case written or oral) that is reasonably expected to lead to an Acquisition Proposal, in
each case received after the date hereof, of which any of its dircctors, officers or financial
advisors are or become aware.

(c) Notwithstanding Sections 8.8(a) and 8.8(b) and any other provision of this
Agreement, if at any time following the date of this Agreement the Board of Trustees receives a
written Acquisition Proposal that was not solicited after entering into this Agreement in breach
of Section 8.8(a), the Board of Trustees may (directly or through its advisors or representatives):

(1) contact the person making such Acquisition Proposal and its
Representatives to clarify the terms and conditions of such Acquisition Proposal and the
likelihood of consummation so as to determine whether such proposal is, or could reasonably be
expected to lead to, a Superior Proposal; and

(i) if, in the opinion of the Board of Trustees, acting in good faith and after
receiving advice from its outside financial advisor and outside legal counsel, the Acquisition
Proposal (disregarding, for the purposes of any such determination, any term of such Acquisition
Proposal that provides for a due diligence investigation and/or a financing condition) is, or could
reasonably be expected to lead to, a Superior Proposal, the Seller may:
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(1)  furnish information with respect to the Seller and its subsidiaries to
the person making such Acquisition Proposal and its representatives (pursuant to
a customary form of confidentiality agreement); and/or

(2)  consider such Acquisition Proposal and/or, participate and/or
engage in discussions with the person making such Acquisition Proposal and its
representatives;

provided that the Buyer is promptly provided with a list and copies of all information provided to
such person not previously provided to the Buyer and is promptly provided with access to the
information that was provided to such person.

(d)  The Seller shall ensure that its officers and directors and those of its subsidiaries
and any financial or other advisors or representatives retained by it are aware of the provisions of
this Section 8.8, and it shall be responsible for any breach of this Section 8.8 by any such Person
or its advisors or representatives.

(e) If the Seller terminates this Agreement pursuant to Section 10.1(c)(iii) or the
Buyer terminates this Agreement under Sections 10.1(d)(iii) or 10.1(d)(v), concurrently with
such notice of termination the Seller shall pay to the Buyer a fee in the amount of $2,250,000
(the “Break Fee”) as liquidated damages and not as a penalty, and the Buyer shall be returned
the Deposit from the escrow, and such fee and the return of such Deposit shall be the exclusive
remedy of the Buyer on account of such termination.

® Nothing in this Section 8.8 or otherwise in this Agreement shall require the Buyer
to participate in any auction or similar process with respect to the purchase of the Purchased
Assets and the Purchased Business and the transactions contemplated by this Agreement.

8.9 Notices of Material Breach

If at any time: (a) the Buyer becomes aware of any material breach by the Seller of any
representation, warranty, covenant or agreement contained herein and such breach is capable of
being cured by the Seller; or (b) the Seller becomes aware of any material breach by the Buyer of
any representation, warranty, covenant or agreement contained herein and such breach is capable
of being cured by the Buyer, the Party becoming aware of such breach shall promptly notify the
other Party in writing of such breach.

8.10 Relcase

Effective as of the Closing Date, the Buyer forever releases and discharges the Seller and
its Affiliates and its and their respective present and former sharcholders, officers, directors,
employees, auditors, advisors, legal counsel and agents (each, a “Released Party”), from any
and all demands, claims, liabilities, actions, causes of action, counterclaims, suits debts, sums of
money, accounts, indebtedness, liability or obligation of whatever nature based in whole or in
part on any act or omission, transaction, dealing or other occurrence existing or taking place on
or prior to the Closing relating to, arising out of or in connection with, the Purchased Assets or
the Purchased Business, including, for greater certainty, any and all claims, demands,
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complaints, actions, losses, liabilities, judgments, settlements, damages, penalties, consequential
damages, exemplary damages, fines, liens, remediation, abatement, costs and expenses of
investigation, remediation or cleanup in defense of or resulting from any claim, action or suit,
demand or administrative proceeding or any requirement of any Governmental Authority,
whether known or unknown, and whether in law or in equity, whether direct or consequential,
compensatory, exemplary, liquidated or unliquidated, which the Buyer or its respective legal
representatives, successors, assigns, heirs, executors or administrators has, shall have or may
ever have against any Released Party with respect to any environmental condition, investigation
or remediation with respect to the Real Property (owned or leased) of any Released Party.
Notwithstanding the generality of the foregoing, the foregoing release shall not release any
Released Party from its obligations under this Agreement, nor shall it expand, contract or
otherwise affect in any way the Assumed Liabilities assumed at the Closing by the Buyer or the
Excluded Liabilities retained by the Seller.

8.11 Title Policies and Documents

(a) To the extent not previously provided, as soon as reasonably practicable after
exccution of this Agreement, the Seller and/or the Asset Sellers shall provide the Buyer with (i) a
complete legal description and tax parcel numbers for each parcel of Owned Real Property and
the Huntsville Facility, (ii) for each parce! of Owned Real Property and the Huntsville Facility, a
copy of any title policy, title commitment or any certificate of title that the Seller and/or the
Asset Sellers possess, evidencing title to each parcel of Owned Real Property and the Huntsville
Facility as of the date of the applicable certificate, commitment or policy, and (iii) complete and
legible copies of all instruments and documents that the Seller and/or the Asset Sellers possess
affecting title to the Owned Real Property and the Huntsville Facility.

(b)  Promptly thereafter and based on the legal descriptions and/or tax parcel numbers
provided, the Seller shall cause the Title Company to issue, at the expense of the Buyer, one or
more Title Commitments for the issuance of an extended coverage owner’s policy or policies of
title insurance in the amount determined under Section 8.11(c), insuring as of the Closing Date
the Buycr’s fee simple title to the Owned Real Property and, following the exercise of the
Option, the Huntsville Facility (each, a “Title Insurance Policy”). The Seller shall cause the
Title Company to deliver to the Buyer duplicate copies of the Title Commitments and Schedule
B items thereto and all other documents referenced therein. In addition, within two Business
Days after receipt of a written request from the Buyer, the Seller and/or the Asset Sellers will
execute and deliver authorizations that may be sent by the Buyer to Governmental Authorities
that authorize such Governmental Authorities to reveal to the Buyer all information, if any, in
any files such Governmental Authorities have on the Owned Real Property and the Huntsville
Facility, or any part thereof, provided such authorizations do not authorize or request inspections
with respect to the Owned Real Property and the Huntsville Facility, in each case to the extent
such authorizations are required of the Seller and/or the Asset Sellers. The Seller shall be
responsible for the costs of discharging any and all financial encumbrances, including all deeds
of trusts, mortgages and mechanics and materialmen’s liens, on the Owned Real Property and the
Huntsville Facility, including the cost to record releases or discharges, unless any of the
foregoing is a Permitted Encumbrance. The Seller and the Asset Sellers agree, at their cost, to
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execute all customary affidavits, in reasonable form, and other reasonable documents requested
by the Title Company in order to obtain each Title Insurance Policy.

(¢)  The value of the Owned Real Property and the Huntsville F acility for Transfer
Tax, documentary stamps and other relevant purposes will equal the value of each parcel as
reasonably agreed upon by the Parties.

8.12 Title Review/Permitted Encumbrances

The Buyer shall notify the Seller in writing of any Unpermitted Encumbrance. The Seller
shall have ten (10) days after notice of any Unpermitted Encumbrance is delivered by the Buyer
within which the Seller shall deliver notice to the Buyer in writing as to whether the Seller elects
to cure, or insure around any such matter; provided, however, that the Seller shall be required to
cure any monetary Unpermitted Encumbrance (i.e., an exception which can be deleted as an
exception upon the delivery of sufficient funds to the Title Company) at or prior to Closing.
Except with respect to a monetary Unpermitted Encumbrance, failure to notify the Buyer in
writing within such period of its election to cure or insure around shall be deemed the Seller’s
election not to cure or insure around. The Buyer shall have ten (10) days following receipt of the
Seller’s notice or deemed notice electing not to cure or insure around in which to (a) elect to
waive its objection to any Unpermitted Encumbrance that the Seller does not elect to cure or
insure around, (b) remove the Owned Real Property or Huntsville Facility subject to the
Unpermitted Encumbrance from the Purchased Assets, which shall result in a mutually-agreeable
reduction of the Purchase Price, or (c) terminate this Agreement in accordance with Article 10,
but only if the existence of the Unpermitted Encumbrance and the removal of the Owned Real
Property pursuant to clause (b) would result in a Material Adverse Effect if the rights, benefits or
privileges under such title exception(s) are asserted or enforced. If the Buyer fails to notify the
Seller in writing of the Buyer’s election within such ten- (10-) day period, the Buyer shall be
deemed to have elected to proceed in accordance with clause (a) of the preceding sentence.

8.13  Surveys.

To the extent not previously provided, as soon as reasonably practicable after execution
of this Agreement, the Asset Sellers shall deliver to the Buyer any surveys that the Asset Sellers
possess of the Owned Real Property and the Huntsville Facility, or any part thereof.

8.14  Prorations and Charges.

All Taxes and assessments relating to the Owned Real Property and the Huntsville
Facility for any tax year prior to the real estate tax year in which the Closing occurs shall be paid
in full by the Seller or the applicable Asset Seller on or before the Closing Date or an amount
sufficient to fully discharge the same shall be deposited in escrow with the Title Company for
payment to the relevant Tax authority. The Seller shall pay the premium for each Title Insurance
Policy and the escrow fees at or prior to the Closing, without a reduction of the Purchase Price
therefor. All other costs associated with the Closing of the transactions contemplated by this
Agreement shall be paid in accordance with common escrow practices in the county in which the
Owned Real Property or the Huntsville Facility is located.
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8.15 Casualty Losses

Notwithstanding any provision in this Agreement to the contrary, if, before the Closing,
all or any material portion of the Purchased Assets is (a) condemned or taken by eminent
domain, or (b) a material portion is damaged or destroyed by fire or other casualty, the Seller
shall notify the Buyer promptly in writing of such fact, and, at the Buyer’s sole discretion, (i) the
Buyer may elect to terminate this Agreement, or (ii) the Buyer may elect to consummate the
transactions contemplated by this Agreement without regard to such event, in which case (A) in
the event of condemnation or taking, the Seller shall assign or pay, as the case may be, any
proceeds thereof to the Buyer at the Closing, or (B) in the event of fire or other casualty, the
Seller shall, at its option, either restore such damage or assign the insurance proceeds therefrom
to the Buyer at Closing.

8.16 Letters of Credit

The Buyer will arrange for the replacement of the Letters of Credit within two (2) months
following the Closing Date. If any Letter of Credit is drawn after the Closing Date and before
being replaced, the Buyer shall be liable to the issuer of such Letter of Credit for the amount so
drawn. The Buyer will cause to be paid to the Seller any cash collateral received in connection
with the replacement of the Letters of Credit. The Buyer will provide to the issuer of each Letter
of Credit not less than five (5) Business Days prior to the Closing “know your customer” and
other similar information regarding the Buyer as may be reasonably requested by each issuer of a
Letter of Credit to comply with applicable law or customary procedures of the applicable issuer.

8.17 European Business Closing

The closing of the acquisition of the European Business by the Buyer and/or its nominees
pursuant to the Offer shall occur no sooner than December 17, 2012.

ARTICLE 9. - COURT ORDERS; DESIGNATION RIGHTS
9.1 Court Orders

(a)  Aspromptly as practicable after execution of this Agreement the Seller shall: (i)
bring an application for the issuance of the Initial CCAA Order with the Canadian Court; (ii) file
a motion for the issuance of the Approval and Vesting Order; (iii) file a motion for entry of the
Provisional Relief Order and the CCAA Recognition Order with the Bankruptcy Court; (iv) file a
motion for entry of the Sale Recognition Order; and (v) serve such parties as the CCAA, the
Canadian Court, the Bankruptcy Code, the Bankruptcy Court, and the Buyer may require for
applications and motions seeking issuance or entry of each of the Court Orders. In connection
with the foregoing, the Buyer shall, in consultation with the Seller, determine which liabilities
arc to be compromised or extinguished under the Court Orders.

(b)  The Buyer shall cooperate with the Seller acting reasonably, as may be necessary,
in obtaining the Court Orders prior to any applicable dates set forth in Section 10.1.
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(c)  Notice of the application and motions seeking the issuance and entry of the Court
Orders shall be served by the Seller on all Persons required to receive notice under applicable
laws and the requirements of the CCAA, the Canadian Court, the Bankruptcy Code, the
Bankruptcy Court and any other Person determined necessary by the Seller or the Buyer.

(d)  Inthe event leave to appeal is sought, an appeal is taken or a stay pending appeal
is requested with respect to any of the Court Orders, the Seller shall promptly notify the Buyer of
such leave to appeal, appeal or stay requcst and shall promptly provide to the Buyer a copy of the
related notice(s) or Order(s). The Seller shall also provide the Buyer with copies of any motion
or application filed in connection with any leave to appeal or appeal from such Orders within two
(2) Business Days after receipt thereof by the Seller.

(e) From and after the date hereof, the Seller shall not take any action that is intended
to result in, or fail to take any action the intent of which failure to act would result in, the
reversal, voiding, modification or staying of any of the Court Orders.

® From and after the date hereof, the Seller shall provide such prior notice as may
be reasonable under the circumstances before filing any materials with the Canadian Court or the
Bankruptcy Court that relate, in whole or in part, to this Agreement or the Buyer and shall
consult in good faith with the Buyer regarding the content of such materials prior to any such
filing.

9.2 Designation Rights

(a)  The Approval and Vesting Order and Sale Recognition Order, or other orders
obtained by from the Canadian Court and the Bankruptcy Court, shall provide for the assumption
by the Seller, and the assignment to the Buyer, pursuant to Section 11.3 of the CCAA and
Section 365 of the Bankruptcy Code, as applicable, of those Assumed Contracts, Real Property
Leases, Personal Property Leases and Assumed Employee Plans designated by the Buyer for
assumption and assignment on the terms and conditions set forth in the remainder of this Section
9.2.

(b)  Onor before July 6, 2012, the Seller shall provide notice to the counterparties
(except any Material Customers with respect to which consent is required pursuant to Section
7.2(g)) to executory leases and other contracts related to the Purchased Assets (without regard to
whether the Buyer has designated such for assumption and assignment) that such executory
leases and contracts may be assumed and assigned to the Buyer. Any notice provided to such
contracting parties shall be in a form acceptable to the Buyer, acting reasonably. The Buyer
shall, by July 15, 2012 (the “Initial Designation Date”), identify the Assumed Contracts, Real
Property Leases, Personal Property Leases and Assumed Employee Plans, in each case including
the name and address of the counterparty, that the Buyer has determined up to that point that it
intends to have assumed and assigned to the Buyer on the Closing Date by providing a list
thereof to the Seller. The Buyer shall be allowed to designate any additional Assumed Contracts,
Real Property Leases, Personal Property Leases and Assumed Employee Plans, as to which
notice was given to the applicable counterparty pursuant to this Section 9.2(b), for assumption
and assignment, or remove any Assumed Contracts, Real Property Leases, Personal Property
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Leases and Assumed Employee Plans from the designation for assumption and assignment at the
Closing at any time before or at the Closing.

(c)  The Seller will deliver to the Buyer as soon as practicable a schedule containing a
reasonable estimate of the amounts that will be required to remedy all Monetary Defaults with
respect to any contract identified to the Seller by the Buyer. The Seller shall reasonably
cooperate with and provide additional information to the Buyer identifying as promptly as
reasonably practicable all Assumed Contracts, Real Property Leases, Personal Property Leases
and Assumed Employee Plans that may be subject to assumption and assignment or rejection
pursuant to Section 11.3 of the CCAA and Section 365 of the Bankruptcy Code, as applicable.

(d) Prior to the Closing Date, the Seller shall not permit any executory lease or other
contract related to the Purchased Assets to be rejected pursuant to Section 11.3 of the CCAA or
Section 365 of the Bankruptcy Code, as applicable, without the prior written consent of Buyer.
From and after the Closing Date, the Buyer may, in its sole discretion, designate any Assumed
Contracts, Real Property Leases, Personal Property Leases or Assumed Employee Plans not
assigned to the Buyer on the Closing Date (each, an “Open Contract”) for assumption and
assignment to the Buyer; provided, that the Asset Sellers may, on not fewer than ten (10)
Business Days’ prior written notice to the Buyer designating the Applicable Open Contract(s)
(each such notice, a “Rejection Notice”), cause to be rejected any Open Contract set forth in the
Rejection Notice, subject to the right of the Buyer, upon receipt of the Rejection Notice and prior
to the rejection of the applicable Open Contract, to either (i) designate such Open Contract for
assumption and assignment in accordance with the procedures set forth in Section 9.2(j), with
such changes therein as are required by the Canadian Court or the Bankruptcy Court, as
applicable, or (ii) agree in writing to reimburse the applicable Asset Seller for the out of pocket
expenses incurred under such Open Contract from and after the date of the Rejection Notice until
the date on which the Buyer provides the Asset Seller with notice of the Buyer’s decision as to
whether to assume such Open Contract or permit its rejection, in which case the applicable Asset
Seller shall refrain from rejecting such Open Contract until the date it receives notification of

* such decision by the Buyer. The Asset Sellers shall act reasonably and in good faith in providing

any Rejection Notices, including with respect to the quantity of Open Contracts set forth therein,
and shall cooperate with the Buyer in determining whether or not to assume any Open Contract.
The Buyer shall endeavor in good faith to complete the assumption and assignment or rejection
process for all Open Contracts by September 15, 2012,

(e)  Inthe event that the Buyer shall determine in accordance with this Section 9.2 to
reject or refuse assignment of any Assumed Contracts, Real Property Leases, Personal Property
Leases and Assumed Employee Plans, the Buyer shall have no obligations with respect thereto,
including any obligation to cure any defaults thereunder.

69 With respect to each of the Assumed Contracts, Real Property Leases, Personal
Property Leases and Assumed Employee Plans designated by the Buyer for assumption and
assigniment, subject to Court Approval (or such other order of the Canadian Court and
Bankruptcy Court and/or the consent of the applicable counterparties to the extent necessary to
effect the assignment thereof), the Seller shall assume and assign to Buyer and Buyer shall
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assume all designated Assumed Contracts, Real Property Leases, Personal Property Leases or
Assumed Employee Plans.

(g)  The Seller shall use its commercially reasonable efforts to establish the amount
necessary to cure all Monetary Defaults under all Assumed Contracts, Real Property Leases,
Personal Property Leases and Assumed Employee Plans that the Buyer has designated for
assumption and assignment. To the extent that any counterparty objects to the proposed cure
amount or to the assumption or assignment of any such agreement on any other grounds (each,
an “Objecting Counterparty”), the Seller shall reasonably cooperate with the Buyer to
negotiate with such Objecting Counterparty, including attending meetings and conferences with
such Objecting Counterparty and its representatives as the Buyer reasonably requests and
providing the Buyer with reasonable access to the books and records of the Seller to defend the
proposed assignment and assumption and cure amount. Under no circumstances shall the Seller,
without the prior written consent of the Buyer, (1) compromise or commence any action with
respect to a negotiated cure amount required to be made under the CCAA and Bankruptcy Code
to effectuate the assumption or assignment, (ii) agree to any other amendments, supplements, or
modifications of, or waivers with respect to, any of the Assumed Contracts, Real Property
Leases, Personal Property Leases and Assumed Employee Plans that the Buyer has designated
for assumption and assignment, or (ii1) take any action (or fail to take any action) to reject,
repudiate or disclaim any of the Assumed Contracts, Real Property Leases, Personal Property
Leases and Assumed Employee Plans that the Buyer has designated for assumption and
assignment.

(h)  Any of the Assumed Contracts, Real Property Leases, Personal Property Leases
and Assumed Employee Plans that are not assumed by Buyer on the terms set forth in this
Section 9.2 shall be an Excluded Asset.

6] The Olyphant Facility is owned by Cinram Manufacturing LLC and is an
Excluded Asset, while all of the machinery, equipment, Inventories, Accounts Receivable,
Prepaid Expenses, Assumed Contracts, Permits, Intellectual Property and other assets owned or
used or held for use by Cinram Manufacturing LLC in connection with the Olyphant Facility are
Purchased Assets, subject in the case of the Assumed Contracts to the rejection rights set forth in
this Section 9.2, including this Section 9.2(i). Following the Closing Date, the Buyer will
operate the Olyphant Facility, using the Purchased Assets relating thereto, pursuant to the terms
of the Transition Services Agreement. Notwithstanding the prior provisions of this Section 9.2,
the Seller shall take all reasonable steps within the CCAA Proceedings and the Chapter 15
Proccedings to allow the Buyer to assume any contract identified by the Buyer relating to the
Olyphant Facility for assumption and assignment (each, an “Olyphant Contract”) in accordance
with the procedures set forth in Section 9.2(j), with such changes therein as are required by the
Canadian Court or the Bankruptcy Court, as applicable.

6)) Within three (3) Business Days of receipt of the Buyer’s notification of the
designation of an Open Contract or an Olyphant Contract for assumption and assignment, the
Seller shall provide notice of the designation to the counterparty to such designated Open
Contract or Olyphant Contract and the proposed amount that will be required to remedy a
Monetary Default that may be necessary for the assumption and assignment of the same in a
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form acceptable to the Buyer and approved by the Canadian Court or the Bankruptcy Court in a
Court Order.

ARTICLE 10. - TERMINATION
10.1 Termination

This Agreement may be terminated at any time prior to Closing, subject to any approvals
required from the Canadian Court or the Bankruptcy Court in connection with the CCAA
Proceedings or the Chapter 15 Proceedings, as follows:

(a) by mutual written consent of the Seller and the Buyer;
(b) by either party, upon written notice to the other, if:

1) the Closing has not occurred on or before September 15, 2012 or such
later date agreed to by both the Seller and the Buyer in writing (the “Sunset Date”), provided
that such right shall not be available to any Party whose breach hereof has been the principal
cause of, or has directly resulted in, the event or condition purportedly giving rise to the right to
terminate this Agreement pursuant to this clause;

(i)  any condition set forth in Section 7.1 is not satisfied, or such condition is
incapable of being satisfied, by the Sunset Date, unless the Party secking termination is in
material breach of its obligations under this Agreement;

(i)  a Governmental Authority issues an Order prohibiting the transactions
contemplated hereby, which Order shall have become final and non-appealable; or

(iv)  the CCAA Proceedings or Chapter 15 Proceedings are dismissed and such
dismissal does not expressly contemplate and provide for consummation of the transactions
provided for in this Agreement;

(c) by the Seller, upon written notice to the Buyer, if:

(1) the CCAA Proceedings or Chapter 15 Proceedings are terminated or
dismissed, unless such termination or dismissal was advocated by the Seller in breach of this
Agreement;

(i) any condition set forth in Section 7.3 is not satisfied, or such condition is
incapable of being satisfied, by the Sunset Date, unless the Seller is in material breach of its
obligations undcr this Agreement;

(iif)  such termination is for the purpose of entering into a binding written

agreement with respect to a Superior Proposal (other than a confidentiality agreement permitted
by Section 8.8(c)), subject to compliance with Section 8.8; or
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(iv)  the Seller has determined to reject the Offer due to a failure of the
condition precedent to the consummation of the acquisition of the European Business set forth in
Section 6(f) of the Offer; and

(d) by thc Buyer, upon written notice to the Seller:

) if any condition set forth in Section 7.2 is not satisfied, or such condition
is incapable of being satisfied, by the Sunset Date, unless the Buyer is in material breach of its
obligations under the Agreement;

(iiy  as provided in Section 8.12 and Section 8.15;

(i)  if the Seller withdraws or secks authority to withdraw the Approval and
Vesting Order or the Sale Recognition Order;

(iv)  if there are any Uncaptured Accruals with respect to which the Seller has
not agreed that there will be a reduction of the Purchase Price on a dollar-for-dollar basis; or

) if the Seller sells, transfers or otherwise disposes, directly or indirectly, of
any material portion of the Purchased Assets, except in connection with the CCAA Proceedings
and/or the Chapter 15 Proceedings, and except with the consent of the Buyer.

10.2 Effect of Termination

If this Agreement is terminated by the Seller under Section 10.1(b)(ii) or Section
10.1(c)(i1) based on a malerial breach being committed by the Buyer and the Buyer is unable to
timely cure such breach, the Seller shall be entitled to the full amount of the Deposit and all
interest accrued thereon as liquidated damages and not as a penalty and as its sole and exclusive
remedy against the Buyer. If this Agreement is terminated by the Buyer under Section
10.1(d)(iii) or Section 10.1(d)(v), or if this Agreement is terminated by the Buyer under Section
10.1(b)(i1) or Section 10.1(d)(i) based on a material breach being committed by the Seller and the
Seller is unable to timely cure such breach (excluding, for clarity, the non-fulfillment of a
condition dependent on the action or inaction of a third party, including the Canadian Court, the
Bankruptcy Court, applicable regulatory authorities and/or Material Customers or counterparties
to Material Contracts, where the Seller is not in material breach of its covenants hereunder or
where the failure of the condition to be fulfilled is not a result of any material breach by the
Seller of its covenants hereunder), then the Seller shall pay to the Buyer the Break Fee, as

liquidated damages and not as a penalty, as the Buyer’s sole and exclusive remedy against the
Seller.

ARTICLE 11. - CLOSING
11.1  Location and Time of the Closing; Effective Time

The Closing shall take place on the Closing Date at the Toronto, Ontario offices of
Goodmans LLP, 333 Bay Street, Suite 3400, Toronto, Ontario M5H 2S7, or at such other
location as may be agreed upon by the Parties hereto. Notwithstanding the foregoing, the
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transfer of the Owned Real Property, including the Huntsville Facility if the Buyer requires the
exercise of the Option, in connection with the Closing shall take place through a traditional real
estate escrow with a title company mutually selected by the Parties (the “Title Company”).
While legal title to the Purchased Assets and the Purchased Business will transfer to the Buyer
on the Closing Date, the transactions contemplated by this Agreement shall be effective as of the
Effective Date. The Buyer shall be entitled to the benefit of all revenues and profits of the
Purchased Business as of the Effective Date, and shall bear the responsibility of all expenses and
losses of the Purchased Business as of the Effective Date.

11.2  Closing Deliveries
(a) At the Closing, the Seller shall deliver to the Buyer:

(i) the documents required to be delivered by the Seller pursuant to
Section 7.2;

(ii)  areceipt for the Purchase Price for the Purchased Business;
(iii)  certified copies of cach of the Court Orders;

(iv)  all certificates, deeds, bills of sale, endorsements, assignments and other
instruments of transfer and conveyance as may be required to transfer the Purchased Assets to
the Buyer, each in a form reasonably satisfactory to the Buyer;

(v)  (A) certificates of recent date as to the good standing of the Seller and the
Additional Sellers from their jurisdictions of organization, as applicable, and (B) to the extent
obtainable, certificates as to the payment of all applicable Taxes by the Seller and the Additional
Sellers, executed by the appropriate Governmental Authorities where they are organized and
conduct business;

(vi)  evidence reasonably satisfactory to the Buyer of the termination of (A) the
Madison Purchase Right, (B) the other agreements identified by the Buyer to the Seller prior to
the date hereof in a writing that references this section;

(vii)  if the Buyer requires that the Option be exercised, evidence reasonably
satisfactory to the Buyer that the Option was duly exercised so that the Buyer or its nominee
acquires fee title to the Huntsville Facility at the Closing;

(viii) acounterpart to the Escrow Agreement and the Transition Services
Agreement;

(ix)  anaffidavit in customary form from each Asset Seller that owns Real
Property with respect to compliance with the Foreign Investment in Real Property Act (Code
Section 1445, as amended, and the regulations issued thereunder);

(x)  apurchase certificate issued by the Workplace Safety and Insurance
Board; and
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(xi)  any other documents reasonably requested by the Buyer in order to effect,
or evidence the consummation of, the transactions contemplated herein or otherwise provided for
under this Agreement.

(b) At the Closing, the Buyer shall deliver to the Seller:

(1) an instrument of assumption of liabilities with respect to the Assumed
Liabilities in a form satisfactory to the Seller, acting reasonably;

(i)  aduly executed election pursuant to GST Legislation and any certificates,
elections or other documents required to be delivered pursuant to Section 8.6(d);

(iii)  the documents required to be delivered by the Buyer pursuant to
Section 7.3;

(iv)  the Purchase Price for the Purchased Business, by wire transfer of
immediately available funds to an account designated by the Seller prior to Closing;

(v)  if the Buyer requires that the Option be exercised, all documents required
to exercise the Qption so that the Buyer or its nominee acquires fee title to the Huntsville Facility
at the Closing;

(vi)  acounterpart to the Escrow Agreement and the Transition Services
Agreement;

(vii) an agreement between the Buyer and each issuer of the Letters of Credit
wherein the Buyer assumes the reimbursement obligations in respect thereof as contemplated by
Section 8.16; and

(viii) any other documents reasonably requested by the Seller in order to effect,
or evidence the consummation of, the transactions contemplated herein or otherwise provided for
under this Agreement.

ARTICLE 12. - GENERAL MATTERS
12.1 Dissolution of Seller; Name Changes

(a) The Buyer acknowledges and agrees that nothing in this Agreement shall operate
to prohibit or diminish in any way the right of any of the Seller or any of its Affiliates to
dissolve, wind up or otherwise cease operations in any manner or at any time subsequent to the
Closing Date as they may determine in their sole discretion, subject to their satisfaction of their
obligations under this Agreement.

(b)  Promplly following the Closing, the Seller and its North American Affiliates shall
cause their corporate names to be changed to names that do not include the word “Cinram”, if
they have not done so prior to the Closing; provided, however, that the name of Cinram Wireless
LLC shall not be required to be changed until the termination of its key customer contract,
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following which its name shall promptly be changed to a name that does not include the word
“Cinram”.

12.2  Confidentiality

Without limiting the provisions of the Confidentiality Agreement, until the transaction
contemplated by this Agreement is completed, the Buyer shall not, except as contemplated
below, directly or indirectly, use for its own purposes or communicate to any other Person any
Confidential Information rclating to the Seller or to the Purchased Assets or the Business
(including with respect to employees, customers and suppliers) which become known to the
Buyer, its accountants, legal advisers or representatives as a result of the Seller making the same
available in connection with the transactions contemplated hereby. The foregoing shall not
prevent the Buyer from disclosing or making available to its accountants, professional advisers
and bankers and other lenders, whether current or prospective, any such Confidential Information
for use solely in connection with completing the transactions contemplated hereby.

12.3 Public Notices

No press release or other announcement concerning the transactions contemplated hereby
shall be made by the Seller or by the Buyer without the prior consent of the other Party (such
consent not to be unreasonably withheld) provided, however, that subject to the last sentence of
this Section 12.3, any Party may, without such consent, make such disclosure if the same is
required by Applicable Law (including disclosure required in connection with the CCAA
Proceedings or the Chapter 15 Proceedings) or by any stock exchange on which any of the
securities of such Party or any of its Affiliates are listed or by any insolvency or other court or
securities commission or other similar Governmental Authority having jurisdiction over such
Party or any of its Affiliates, and, if such disclosure is required, the Party making such disclosure
shall use commercially reasonable efforts to give prior oral or written notice to the other, and if
such prior notice is not possible, to give such notice immediately following the making of such
disclosure. Notwithstanding the foregoing: (a) this Agreement may be filed by the Seller with
the Canadian Court and/or the Bankruptcy Court; and (b) the transactions contemplated in this
Agreement may be disclosed by the Seller to the Canadian Court and/or the Bankruptcy Court,
subject (o redacting confidential or sensitive information as permitted by Applicable Law and
rules. The Parties further agree that:

(@) the Monitor and/or Foreign Representative may prepare and file reports and other
documents with the Canadian Court and/or the Bankruptcy Court, as applicable, containing
references to the transactions contemplated by this Agreement and the terms of such
transactions; and

(b)  the Seller and its professional advisors may prepare and file such reports and
other documents with the Canadian Court and/or the Bankruptcy Court containing references to
the transactions contemplated by this Agreement and the terms of such transactions as may
reasonably be necessary to complete the transactions contemplated by this Agreement or to
comply with their obligations to the Canadian Court and the Bankruptcy Court.
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Wherever possible, the Buyer shall be afforded an opportunity to review and comment on such
materials prior to their filing. The Parties shall issue a joint press release announcing the
execution and delivery of this Agreement, in form and substance mutually agreed to by them.

12.4 Survival

The representations and warranties of the Seller in this Agreement or in any agreement
document or certificate delivered pursuant to or in connection with this Agreement or the
transactions contemplated hereby (the “Seller’s Representations™) are set forth solely for the
purpose of Section 7.2(a) and none of them shall survive the Closing. Except as provided in
Section 10.2, the Seller shall not have any liability, whether before or after the Closing, for any
breach of the Seller’s Representations, and the Buyer acknowledges that its exclusive remedy for
any such breach shall be termination of this Agreement prior to the Closing (but only if permitted
by Section 10.1) and the fees set forth in Section 10.2.

12.5 Expenses

Except as otherwise specifically provided herein, the Seller and the Buyer shall be
responsible for the expenses (including fees and expenses of legal advisers, accountants and
other professional advisers) incurred by them, respectively, in connection with the negotiation
and settlement of this Agreement and the completion of the transactions contemplated hereby.

12.6 Non-Recourse

No past, present or future director, officer, manager, member, employee, incorporator,
member, partner, stockholder, Affiliate, agent, attorney or representative of the respective Parties
hereto, in such capacity, shall have any liability for any obligations or liabilities of the Buyer or
the Seller, as applicable, under this Agreement or for any claim based on, in respect of, or by
reason of, the transactions contemplated hereby.

12.7 Assignment; Binding Effect

No Party may assign its rights or benefits under this Agreement without the consent of
the other Party hereto; provided that the Buyer may without the consent of the Seller nominate
one or more Canadian entities to take title to the Canadian Purchased Assets at the Closing, and
one or more United States entities to take title to the United States Purchased Assets at the
Closing. This Agreement shall be binding upon and inure to the benefit of the Parties and their
respective permitted successors and permitted assigns. Nothing in this Agreement shall create or
be deemed to create any third Person beneficiary rights in any Person or entity not a Party to this
Agreement. A nominee of the Buyer pursuant to this Section 12.7 shall be subject to the last
sentence of Section 9 of the Offer on the same basis as the Buyer.

12.8 Notices

7

Any notice, request, demand or other communication required or permitted to be given to
a Party pursuant to the provisions of this Agreement will be in writing and will be effective and
deemed given under this Agreement on the earliest of: (a) the date of personal delivery; (b) the
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date of transmission by facsimile, with confirmed transmission and receipt (if sent during normal
business hours of the recipient, if not, then on the next Business Day); (c) twa (2) days after
deposit with a nationally-recognized courier or overnight service such as Federal Express; or

(d) five (5) days after mailing via certified mail, return receipt requested. All notices not
delivered personally or by facsimile will be sent with postage and other charges prepaid and
properly addressed to the Party to be notified at the address set forth for such Party:

(a) If to the Buyer at: Cinram Acquisition, Inc.
2525 East Camelback Road, Suite 850
Phoenix, Arizona 85016
Attention:  Jahm Najafi
Telephone: (602) 476-0600
Facsimile:  (602) 476-0625

with copies (which shall notinitself ~ Ballard Spahr LLP

constitute notice) to: One East Washington Street, Suite 2300
Phoenix, Arizona 85016
Attention:  Karen McConnell
Telephone: (602) 798-5403
Facsimile: (602) 798-5595

Davies Ward Phillips & Vineberg LLP
44th Floor

| First Canadian Place

Toronto, Ontario M5X 1B1

Attention:  Richard Elliott
Telephone: (416) 863-5506
Facsimile: (416) 863-0871

(b) If to the Seller at: Cinram International Inc.
2255 Markham Road,
Scarborough, ON M1B 2W3
Attention:  Steve Brown
Telephone: 416-298-8190
Facsimile: 416-332-2403

with copies (which shall Goodmans LLP
not in itself constitute 333 Bay Street, Suite 3400
notice) to: Toronto, ON, M5H 2S7

Attention:  Robert Chadwick/ Neill May/
Melaney Wagner

Telephone: (416) 979-2211

Facsimile: (416) 979-1234
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And to: Shearman & Sterling LLP
599 Lexington Avenue
New York, New York 10022
Attention:  Douglas P. Bartner/
Jill K. Frizzley
Telephone: (212) 848-4000
Facsimile: (646) 848-8174

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.

12.9  Counterparts; Facsimile Signatures

This Agreement may be signed in counterparts and each of such counterparts shall
constitute an original document and such counterparts, taken together, shall constitute one and
the same instrument. The signature of any of the Parties hereto may be evidenced by a facsimile,
scanned email or internet transmission copy of this Agreement bearing such signature.

[The remainder of this page left intentionally blank]
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SCHEDULE B
DEFINITIONS

“Approval and Vesting Order” shall have the meaning given to such term in the
Purchase Agreement.

“Bankruptcy Code” means Title 11 of the United States Code, as amended from time to
time.

“Business Day” means any day on which banks are not required or authorized by law to
close in New York City.

“CCAA” means the Companies Creditors’ Arrangement Act, as amended.

“CCAA Initial Order” means an Order of the Canadian Court substantially in the form
attached as Schedule D hereto.

“Consent Date” means July 10, 2012.
“Effective Time” means the time of consummation of the Transactions.

“Governmental Entity” means any government, regulatory authority, governmental
department, agency, commission, bureau, official, minister, Crown corporation, court, body,
board, tribunal or dispute settlement panel or other law, rule or regulation-making organization
or entity: (a) having or purporting to have jurisdiction on behalf of any nation, province, territory
or state or any other geographic or political subdivision of any of them; or (b) exercising, or
entitled or purporting to exercise any administrative, executive, judicial, legislative, policy,
regulatory or taxing authority or power.

“Majority Consenting Lenders” means Consenting Lenders representing not less than a
majority of the aggregate Obligations under the First Lien Credit Agreement held by all
Consenting Lenders.

“Moniter” means the monitor appointed by the Canadian Court under the CCAA Initial
Order in respect of the CCAA Proceedings.

“North America Transaction Effective Time” means the time of the consummation of
the transactions under the North America Purchase Agreement.

“Person” means an individual, a corporation, a partnership, a limited liability company, a
trust, an unincorporated association, a Governmental Entity or any agency, instrumentality or
political subdivision of a Governmental Entity, or any other entity or body.



SCHEDULE C
FORM OF CONSENT AGREEMENT

This Consent to the Support Agreement is made as of the date below (the “Consent
Agreement”) by the undersigned (the “Consenting Party”) in connection with the Support
Agreement dated as of June 22, 2012 (together with the Purchase Agreement attached thereto,
the “Agreement”) among the Companies and the Consenting Lenders. Capitalized terms used
herein have the meanings assigned in the Agreement unless otherwise defined herein.

WHEREAS, the Consenting Party (or an affiliate or client of the Consenting Party for which it
has discretionary authority to manage or administer the obligations under the First Lien Credit
Agreement or Second Lien Credit Agreement) is, or intends to become, a legal or beneficial
holder of loans under the First Lien Credit Agreement and the Second Lien Credit Agreement as
applicable in the principal amount set out below its name on the signature pages hereto (together
with the related Obligations owing to Consenting Party under the Credit Agreements, its “Debt”)
and desires to become party to the Agreement as a Consenting Lender.

NOW THEREFORE in consideration of the premises and for other good and valuable
consideration, the receipt and sufficiency of which is hereby acknowledged, the Consenting
Party agrees as follows:

1. The Consenting Party hereby agrees to be fully bound as a Consenting Lender under the
Agreement in respect of its Debt.

2. The Consenting Party hereby represents and warrants that all of the representations and
warranties set out in Section 2 of the Agreement are true and correct with respect to the
Consenting Party and its Debt.

3. This Consent Agreement shall be governed by and construed in accordance with the laws
of the State of New York and the federal laws applicable therein.

[Remainder of this page intentionally left blank; next page is signature page]
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DATED as of

Per:

Name;
Title:

Address:

Principal Amount of Debt Held under the First
Lien Credit Agreement:

Term Advances:

Revolving Credit
Advances:

Principal Amount of Debt Held under the
Second Lien Credit Agreement:
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(see attached)
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DRAFT: 1- June 22, 2012 at 10:26 PM

Court File No.
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE ) MONDAY, THE 25™
JUSTICE ) DAY OF JUNE, 2012

IN THE MATTER OF THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE
OR ARRANGEMENT OF CINRAM INTERNATIONAL
INC., CINRAM INTERNATIONAL INCOME FUND, CII
TRUST AND THE COMPANIES LISTED IN SCHEDULE
“A”

Applicants

INITIAL ORDER

THIS APPLICATION, made by Cinram International Inc. (“CIr”), Cinram
International Income Fund (“Cinram Fund”), CII Trust and the companies listed in Schedule
“A” hereto (collectively, the “Applicants”), pursuant to the Companies’ Creditors
Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”) was heard this day at 330

University Avenue, Toronto, Ontario.

ON READING the affidavit of John Bell sworn ®, 2012 and the Exhibits thereto (the
“Bell Affidavit”) and the Pre-filing Report of the Proposed Monitor, FTI Consulting Canada
Inc. (“FTI”), and on being advised that the Pre-Petition First Lien Agent (as hereinafter
defined) and the Administrative Agent under the Second Lien Credit Agreement (the “Pre-
Petition Second Lien Agent”, with the lenders under the Second Lien Credit Agreement being
the “Pre-Petition Second Lien Lenders”) were given notice of this Application, and on

hearing the submissions of counsel for the Applicants and Cinram International Limited



1. June 22, 2012 at 10:26 PM

DRAFT

Page 2

Partnership (the “Cinram LP”), FTI and the Pre-Petition First Lien Agent and the DIP Agent
(as hereinafter defined) (collectively, the “Agent”), and on reading the consent of FTI to act as

the Court-appointed monitor (the “Monitor”),
SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Application and
the Application Record is hereby abridged and validated so that this Application is

properly returnable today and hereby dispenses with further service thereof.
CAPITALIZED TERMS

2. THIS COURT ORDERS that unless otherwise indicated or defined herein,

capitalized terms have the meaning given to them in the Bell Affidavit.
APPLICATION

3. THIS COURT ORDERS AND DECLARES that the Applicants are companies to
which the CCAA applies. Although not an Applicant, Cinram LP (together with the
Applicants, the “CCAA Parties”) shall enjoy the benefit of the protections and

authorizations provided by this Order.
PLAN OF ARRANGEMENT

4, THIS COURT ORDERS that the Applicants, or any one of them, shall have the
authority to file and may, subject to further order of this Court, file with this Court a plan
of compromise or arrangement (hereinafter referred to as the “Plan”) between, inter alia,

one or more of the CCAA Parties and one or more classes of creditors.
POSSESSION OF PROPERTY AND OPERATIONS

S. THIS COURT ORDERS that the CCAA Parties shall remain in possession and
control of their respective current and future assets, undertakings and properties of every
nature and kind whatsoever, and wherever situate including all proceeds thereof (the

“Property”). Subject to further Order of this Court, the CCAA Parties shall each continue
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to carry on business in the ordinary course and in a manner consistent with the
preservation of their business (the “Business™) and the Property. The CCAA Parties shall
each be authorized and empowered to continue to retain and employ the employees,
consultants, agents, experts, accountants, counsel and such other persons (collectively
“Assistants”) currently retained or employed by them, with liberty to retain such further
Assistants as they deem reasonably necessary or desirable in the ordinary course of

business or for the carrying out of the terms of this Order.

6. THIS COURT ORDERS that the CCAA Parties shall be entitled to continue to
utilize the central cash management system currently in place, including the CCAA
Parties’ current business forms, cheques and bank accounts, as described in the Bell
Affidavit, including for the purpose of completing intercompany transfers among the
CCAA Parties (other than between a CCAA Party that is not a Fund Entity (as hereinafter
defined) and a Fund Entity) in the ordinary course of business, or replace it with another
substantially similar central cash management system (the “Cash Management System”™)
and that any present or future bank providing the Cash Management System shall not be
under any obligation whatsoever to inquire into the propriety, validity or legality of any
transfer, payment, collection or other action taken under the Cash Management System, or
as to the use or application by the CCAA Parties of funds transferred, paid, collected or
otherwise dealt with in the Cash Management System, shall be entitled to provide the Cash
Management System without any liability in respect thereof to any Person (as hereinafter
defined) other than the CCAA Parties, pursuant to the terms of the documentation
applicable to the Cash Management System, and shall be, in its capacity as provider of the
Cash Management System, an unaffected creditor under the Plan with regard to any claims
or expenses it may suffer or incur in connection with the provision of the Cash

Management System.

7. THIS COURT ORDERS that, subject to the terms and conditions of the DIP Credit
Agreement (as hereinafter defined) and subject to the applicable cash flow budget
approved by the DIP Lenders (as hereinafter defined) (the “Cash Flow Budget”), the
CCAA Parties shall be entitled but not required to pay the following expenses and satisfy

the following obligations whether incurred prior to, on or after this Order:
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(a)

(b)

©

(d)

(©

(H)

Page 4

all outstanding and future wages, salaries, employee and pension benefits,
vacation pay and expenses payable on or after the date of this Order to
employees and contractors, in each case incurred in the ordinary course of

business and consistent with existing compensation policies and arrangements;

the fees and disbursements of any Assistants retained or employed by the CCAA
Parties in respect of these proceedings or any other similar or ancillary
proceedings in other jurisdictions in which the CCAA Parties or any subsidiaries
or affiliates are domiciled or in respect of related corporate matters, at their
standard rates and charges, including the fees and disbursements of legal
counsel, financial advisors and investment bankers retained by the CCAA

Parties;

all amounts owing for goods and services actually supplied to the CCAA
Parties, or to obtain the release of goods contracted for prior to the date of this
Order, with the prior consent of the Monitor and the Agent, if in the opinion of
the CCAA Parties and the Monitor the supplier is critical to the Business and
ongoing operations of any of the CCAA Parties;

with the prior consent of the Monitor and the Agent, all amounts owing in
respect of the CCAA Parties’ customer programs including rebates, refunds,
relocation payments, warranties and similar programs or obligations (the

“Customer Programs”):
H

with the prior consent of the Monitor, amounts owing by one or more of the
CCAA Parties to another CCAA Party (other than between a CCAA Party that is
not a Fund Entity and a Fund Entity) in order to settle their intercompany
accounts and to make intercompany loans in the ordinary course of business,

including as a result of the shared services (as described in the Bell Affidavit);

and

with the prior consent of the Monitor, any amounts owing prior to the date of

this Order in respect of customs or duties for goods supplied to the CCAA

336



337

DRAFT: 1. sune 22, 2012 at 10:26 PM

8.

Page 5

Parties wheré such goods have been paid for but lawfully retained or subject to a

possessory lien.

THIS COURT ORDERS that, subject to the terms and conditions of the DIP Credit

Agreement and subject to the Cash Flow Budget, and except as otherwise provided to the

contrary herein, the CCAA Parties shall be entitled but not required to pay all reasonable

expenses incurred by the CCAA Parties in carrying on the Business in the ordinary course

after this Order, and in carrying out the provisions of this Order, which expenses shall

include, without limitation:

(@

(b)

©

9.

all expenses and capital expenditures reasonably necessary for the preservation
of the Property or the Business including, without limitation, payments on
account of insurance (including directors and officers insurance and directors
and officers tail insurance, provided that the premium for the tail insurance does

not exceed $300,000), maintenance and security services;

payment for goods or services actually supplied to the CCAA Parties following
the date of this Order; and

payments and credits in respect of the Customer Programs.

THIS COURT ORDERS that the CCAA Parties shall remit, in accordance with

legal requirements, or pay:

(a)

(b)

any statutory deemed trust amounts in favour of the Crown in right of Canada or
of any Province thereof or any other taxation authority which are required to be
deducted from employees’® wages, including, without limitation, amounts in
respect of (i) employment insurance, (ii) Canada Pension Plan, and (iii) income

taxes;

all goods and services or other applicable sales taxes (collectively, “Sales
Taxes”) required to be remitted by the CCAA Parties in connection with the sale
of goods and services by the CCAA Parties, but only where such Sales Taxes

are accrued or collected after the date of this Order, or where such Sales Taxes
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were accrued or collected prior to the date of this Order but not required to be

remitted until on or after the date of this Order, and

(c)  any amount payable to the Crown in right of Canada or of any Province thereof
or any political subdivision thereof or any other taxation authority in respect of
municipal realty, municipal business or other taxes, assessments or levies of any
nature or kind which are entitled at law to be paid in priority to claims of

secured creditors and which are attributable to or in respect of the carrying on of

the Business by the CCAA Parties.

10.  THIS COURT ORDERS that until a real property lease is disclaimed in accordance
with the CCAA, the CCAA Parties shall pay all amounts constituting rent or payable as
rent under real property leases (including, for greater certainty, common area maintenance
charges, utilities and realty taxes and any other amounts payable to the landlord under the
lease) or as otherwise may be negotiated between the CCAA Parties and the landlord from
time to time (“Rent”), for the period commencing from and including the date of this
Order, twice-monthly in equal payments on the first and fifteenth day of each month, in
advance (but not in arrears). On the date of the first of such payments, any Rent relating to

the period commencing from and including the date of this Order shall also be paid.

11.  THIS COURT ORDERS that, except as specifically permitted herein, the CCAA
Parties are hereby directed, until further Order of this Court: (a) to make no payments of
principal, interest thereon or otherwise on account of amounts owing by the CCAA Parties
to any of their creditors as of this date; (b) to grant no security interests, trust, liens,
charges or encumbrances upon or in respect of any of the Property; and (c) to not grant

credit or incur liabilities except in the ordinary course of the Business.

RESTRUCTURING

12. THIS COURT ORDERS that the CCAA Parties shall, subject to such requirements
as are imposed by the CCAA and such covenants as may be contained in the Definitive

Documents (as hereinafter defined), have the right to:
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permanently or temporarily cease, downsize or shut down any of their business
or operations, and to dispose of redundant or non-material assets not exceeding

$500,000 in any one transaction or $1,000,000 in the aggregate;

terminate the employment of such of their employees or temporarily lay off such
of their employees as they deem appropriate and to deal with any claims arising

from such termination in the Plan;

in accordance with paragraphs 13 and 14, vacate, abandon or quit the whole but
not the part of any leased premises and/or disclaim any real property lease and ’
any ancillary agreements relating to the leased premises, in accordance with
section 32 of the CCAA;

disclaim such of their arrangements or agreements of any nature whatsoever
with whomsoever, whether oral or written, as the CCAA Parties deem
appropriate, in accordance with section 32 of the CCAA and to deal with any

claims arising from such disclaimer in the Plan; and

pursue all avenues of refinancing and offers for their Business or the Property, in
whole or part, subject to prior approval of this Court being obtained before any

material refinancing or any sale (except as permitted by subparagraph (a)

above),

all of the foregoing to permit the CCAA Parties to proceed with an orderly restructuring

or sale of the Business, including effecting the Proposed Transaction (the

“Restructuring”).

13.

THIS COURT ORDERS that the CCAA Parties shall provide each of the relevant

landlords with notice of the relevant CCAA Party’s intention to remove any fixtures from

any leased premises at least seven (7) days prior to the date of the intended removal. The

relevant landlord shall be entitled to have a representative present in the leased premises to

observe such removal and, if the landlord disputes the CCAA Party’s entitlement to

remove any such fixture under the provisions of the lease, such fixture shall remain on the

premises and shall be dealt with as agreed between any applicable secured creditors, such
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landlord and the relevant CCAA Party, or by further Order of this Court upon application
by the relevant CCAA Party on at least two (2) days notice to such landlord and any such
secured creditors. If a CCAA Party disclaims the lease governing such leased premises in
accordance with Section 32 of the CCAA, it shall not be required to pay Rent under such
lease pending resolution of any such dispute (other than Rent payable for the notice period
provided for in Section 32(5) of the CCAA), and the disclaimer of the lease shall be
without prejudice to the CCAA Party’s claim to the fixtures in dispute.

14.  THIS COURT ORDERS that if a notice of disclaimer is delivered pursuant to
Section 32 of the CCAA, then (a) during the notice period prior to the effective time of the
disclaimer, the landlord may show the affected leased premises to prospective tenants
during normal business hours, on giving the relevant CCAA Party and the Monitor 24
hours’ prior written notice, and (b) at the effective time of the disclaimer, the relevant
landlord shall be entitled to take possession of any such leased premises without waiver of
or prejudice to any claims or rights such landlord may have against the CCAA Party in
respect of such lease or leased premises and such landlord shall be entitled to notify the
CCAA Party of the basis on which it is taking possession and to gain possession of and re-
lease such leased premises to any third party or parties on such terms as such landlord
considers advisable, provided that nothing herein shall relieve such landlord of its

obligation to mitigate any damages claimed in connection therewith.

SUPPORT AGREEMENT

15. THIS COURT ORDERS that the Applicants party to the support agreement dated
as of June 22, 2012 (the “Support Agreement”) between, among others, certain
Applicants and certain Pre-Petition First Lien Lenders (the “Initial Consenting
Lenders”), appended as Exhibit F to the Bell Affidavit, are authorized and empowered to
take all steps and actions in respect thereof and to comply with all of their obligations
pursuant thereto and the Applicants will cooperate with the Pre-Petition First Lien Agent
in providing notice in any reasonable manner to lenders (the “Pre-Petition First Lien
Lenders”) under the Pre-Petition First Lien Credit Agreement (as hereinafter defined) of

the Support Agreement to enable additional Pre-Petition First Lien Lenders to execute a
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Consent Agreement in the form attached as Schedule “C” to the Support Agreement and to

become bound thereby as Consenting Lenders (as defined in the Support Agreement).

16.  THIS COURT ORDERS that any Pre-Petition First Lien Lender under the Pre-
Petition First Lien Credit Agreement (other than an Initial Consenting Lender) who wishes
to become a Consent Date Lender (as defined in the Support Agreement) and become
entitled to the Early Consent Consideration (as defined in the Support Agreement) (if such
Early Consent Consideration becomes payable pursuant to the terms of the Support
Agreement, and subject to such Pre-Petition First Lien Lender providing evidence
satisfactory to the Applicants in accordance with the Support Agreement of the aggregate
principal amount of loans held under the Pre-Petition First Lien Credit Agreement by such
Pre-Petition First Lien Lender as at the Consent Date) must execute a Consent Agreement
and return it to the Applicants in accordance with the instructions set out in the Support
Agreement such that it is received by the Applicants prior to the Consent Date and, upon
doing so, such Pre-Petition First Lien Lender shall become a Consent Date Lender and

shall be bound by the terms of the Support Agreement. ‘

17. THIS COURT ORDERS that as soon as practicable after the Consent Date, the
Applicants shall provide to the Monitor copies of all executed Consent Agreements

received from Pre-Petition First Lien Lenders prior to the Consent Date.

18.  THIS COURT ORDERS that the Applicants are authorized to pay the Early
Consent Consideration to the Consent Date Lenders in accordance with the Support

Agreement if the Consent Date Lenders become entitled thereto.

19.  THIS COURT ORDERS that the Consent Date Lenders shall be entitled to the
benefit of and are hereby granted a charge (the “Consent Consideration Charge”) on the
Charged Property as security for the obligations to pay the Early Consent Consideration to
the Consent Date Lenders if they become entitled thereto in accordance with the Support
Agreement. The Consent Consideration Charge shall have the priority set out in
paragraphs 57 and 59 herein. “Charged Property” as used in this Order shall mean all
assets, undertakings and properties of every nature and kind whatsoever, and wherever

situate including all proceeds thereof of the CCAA Parties other than Cinram Fund, CII
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Trust, Cinram International General Partner Inc. and Cinram LP (collectively, the “Fund
Entities”).

NO PROCEEDINGS AGAINST THE CCAA PARTIES OR THE PROPERTY

20.  THIS COURT ORDERS that until and including July 25, 2012, or such later date
as this Court may order (the “Stay Period”), no proceeding or enforcement process in any
court or tribunal (each, a “Proceeding”) shall be commenced or continued against or in
respect of the CCAA Parties or the Monitor, or affecting the Business or the Property,
except with the written consent of the CCAA Parties and the Monitor, or with leave of this
Court, and any and all Proceedings currently under way against or in respect of the CCAA
Parties or affecting the Business or the Property are hereby stayed and suspended pending
further Order of this Court.

21.  THIS COURT ORDERS that until and including the Stay Period, no Proceeding
shall be commenced or continued against or in respect of any of the CCAA Parties’ direct
or indirect subsidiaries that are also party to an agreement with a CCAA Party (whether as
surety or guarantor or otherwise) (each, a “Subsidiary Counterparty”), including any
contract or credit agreement, or against or in respect of any of a Subsidiary Counterparty’s
current and future assets, undertakings and properties of every nature and kind whatsoever,
and wherever situate including all proceeds thereof (the “Subsidiary Property”) with
respect to any guarantee, contribution or indemnity obligation, liability or claim in respect
of or that relates to any agreement involving a CCAA Party and a Subsidiary Counterparty
or the obligations, liabilities and claims of and against the CCAA Parties (collectively, the
“Related Claims Against Subsidiaries”), except with the written consent of the CCAA
Parties and the Monitor, or with leave of this Court, and any and all Proceedings currently
under way by a Person against or in respect of any Subsidiary Counterparty or Subsidiary
Property in respect of Related Claims Against Subsidiaries are hereby stayed and
suspended pending further Order of this Court. For the purposes of paragraphs 21 and 23
of this Order: (a) “Subsidiary Counterparty” does not include Cinram Optical Discs
S.A.S. that has filed insolvency proceedings in France; and (b) in the event a direct or

indirect subsidiary of the CCAA Parties files insolvency proceedings in a foreign
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jurisdiction (other than the United States), “Subsidiary Counterparty” shall be deemed to

exclude any such subsidiary.
NO EXERCISE OF RIGHTS OR REMEDIES

22.  THIS COURT ORDERS that during the Stay Period, all rights and remedies of any
individual, firm, corporation, governmental body or agency, or any other entities (all of the
foregoing, collectively being “Persons” and each being a “Person”) against or in respect
of the CCAA Parties or the Monitor, or affecting the Business or the Property, are hereby
stayed and suspended except with the written consent of the CCAA Parties, the Monitor
and the DIP Agent, or leave of this Court, provided that nothing in this Order shall (i)
empower the CCAA Parties to carry on any business which the CCAA Parties are not
lawfully entitled to carry on, (ii) affect such investigations, actions, suits or proceedings by
a regulatory body as are permitted by Section 11.1 of the CCAA, (iii) prevent the filing of
any registration to preserve or perfect a security interest, or (iv) prevent the registration of

a claim for lien.

23. THIS COURT ORDERS that during the Stay Period, all rights and remedies of any
Person against or in respect of a Subsidiary Counterparty or Subsidiary Property in respect
of Related Claims Against Subsidiaries are hereby stayed and suspended and shall not be
commenced, proceeded with or continued, except with the written consent of the CCAA
Parties and the Monitor, or leave of this Court, provided that nothing in this Order shall: i)
empower any Subsidiary Counterparty to carry on any business which such Subsidiary
Counterparty is not lawfully entitled to carry on, (i) affect such investigations, actions,
suits or proceedings by a regulatory body as are permitted by Section 11.1 of the CCAA,
(iii) prevent the filing of any registration to preserve or perfect a security interest, or (iv)

prevent the registration of a claim for lien.
NO INTERFERENCE WITH RIGHTS

24.  THIS COURT ORDERS that during the Stay Period, no Person shall discontinue,
fail to honour, alter, interfere with, repudiate, terminate or cease to perform any right,

renewal right, contract, agreement, licence or permit in favour of or held by the CCAA
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Parties, except with the written consent of the CCAA Parties and the Monitor, or leave of
this Court.

CONTINUATION OF SERVICES

25.  THIS COURT ORDERS that dufing the Stay Period, all Persons having oral or
written agreements with a CCAA Party or statutory or regulatory mandates for the supply
of goods and/or services, including without limitation all computer software,
communi:cation and other data services, licenses, centralized banking services, payroll
services, insurance, transportation services, utility or other services to the Business or a
CCAA Party, are hereby restrained until further Order of this Court from discontinuing,
altering, interfering with or terminating the supply of such goods or services as may be
required by the CCAA Parties, and that the CCAA Parties shall be entitled to the continued
use of their current premises, telephone numbers, facsimile numbers, internet addresses
and domain names, provided in each case that the normal prices or charges for all such
goods or services received after the date of this Order are paid by the CCAA Parties in
accordance with normal payment practices of the CCAA Parties or such other practices as
may be agreed upon by the supplier or service provider and each of the applicable CCAA
Parties and the Monitor, or as may be ordered by this Court.

NON-DEROGATION OF RIGHTS

26.  THIS COURT ORDERS that, subject to paragraphs 20 to 25, notwithstanding
anything else in this Order, no Person shall be prohibited from requiring immediate
payment for goods, services, use of lease or licensed property or other valuable
consideration provided on or after the date of this Order, nor shall any Person be under any
obligation on or after the date of this Order to advance or re-advance any monies or
otherwise extend any credit to the CCAA Parties. Nothing in this Order shall derogate
from the rights conferred and obligations imposed by the CCAA.
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KEY EMPLOYEE RETENTION PROGRAM

27.  THIS COURT ORDERS that the key employee retention program (the “KERP”)
as described in the Bell Affidavit relating to key employees, including certain key officers
(collectively, the “Key Employees”) is hereby approved.

28.  THIS COURT ORDERS that the CCAA Parties (and any other person that may be
appointed to act on behalf of the CCAA Parties, including without limitation, any trustee,
liquidator, receiver, interim receiver, receiver and manager or other person acting on
behalf of any such person) are authorized and directed to perform the obligations under the
KERP, including making all payments to the Key Employees of amounts due and owing
under the KERP at the time specified and in accordance with the terms of the KERP.

29.  THIS COURT ORDERS that the CCAA Parties are hereby authorized to execute
and deliver such additional documents as may be necessary to give effect to the KERP,
subject to prior approval of such documents by the Monitor or as may be ordered by this

Court.

30.  THIS COURT ORDERS that the Key Employees shall be entitled to the benefit of
and are hereby granted a charge (the “KERP Charge”) on the Charged Property, which
charge shall not exceed an aggregate amount of $3 million, as security for the obligations
of the CCAA Parties to the Key Employeces under the KERP. The KERP Charge shall have
the priority set out in paragraph 57 and 59 herein.

31.  THIS COURT ORDERS that the summary of the KERP attached as Exhibit K to
the Bell Affidavit be sealed, kept confidential and not form part of the public record, but
rather shall be placed separate and apart from all other contents of the Court file, in a
sealed envelope attached to a notice that sets out the title of these proceedings and a

statement that the contents are subject to a sealing order and shall only be opened upon
further Order of this Court.
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INVESTMENT BANKER

32.  THIS COURT ORDERS that CII is authorized to carry out and perform its
obligations under its engagement letter with Moelis & Company LLC (the “Engagement
Letter”) as investment banker for the CCAA Parties (the “Investment Banker”)
(including payment of the amounts due to be paid pursuant to the terms of the Engagement
Letter, including but not limited to any success or transaction fee under the Engagement

Letter).

33, THIS COURT ORDERS that all claims of the Investment Banker pursuant to the
Engagement Letter are not claims that may be compromised pursuant to any Plan under
the CCAA, any proposal (“Propesal”) under the Bankruptcy and Insolvency Act or any
other restructuring and no such Plan, Proposal or restructuring shall be approved that does
not provide for the payment of all amounts due to the Investment Banker pursuant to the

terms of the Engagement Letter.

34.  THIS COURT ORDERS that notwithstanding any order in these proceedings, the
CCAA Parties are authorized to make all payments required by the Engagement Letter,

including all fees and expenses, if and when due.

35.  THIS COURT ORDERS that the Investment Banker, its affiliates, partners,
directors, employees, agents and controlling persons shall have no liability with respect to
any and all losses, claims, damages or liabilities, of any nature or kind, to any person in
connection with or as a result of either its engagement by CII as Investment Banker or any
matter referred to in the Engagement Letter except to the extent such losses, claims,
damages or liabilities result from the gross negligence or wilful misconduct of the

Investment Banker in performing its obligations under the Engagement Letter.
PROCEEDINGS AGAINST TRUSTEES, DIRECTORS AND OFFICERS

36.  THIS COURT ORDERS that during the Stay Period, and except as permitted by
subsection 11.03(2) of the CCAA, no Proceeding may be commenced or continued against
any of the former, current or future trustees, directors or officers of the Applicants with

respect to any claim against the trustees, directors or officers that arose before the date
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hereof and that relates to any obligations of the CCAA Parties whereby the trustees,
directors or officers are alleged under any law to be liable in their capacity as trustees,
directors or officers for the payment or performance of such obligations, until a
compromise or arrangement in respect of the CCAA Parties, if one is filed, is sanctioned

by this Court or is refused by the creditors of the CCAA Parties or this Court.

TRUSTEES’, DIRECTORS’ AND OFFICERS’ INDEMNIFICATION AND CHARGE

37.  THIS COURT ORDERS that the Applicants shall indemnify their trustees,
directors and officers against obligations and liabilities that they may incur as trustees,
directors or officers of the Applicants after the commencement of the within proceedings,
except to the extent that, with respect to any trustee, officer or director, the obligation or
liability was incurred as a result of the trustee’s, director’s or officer’s gross negligence or

wilful misconduct.

38.  THIS COURT ORDERS that the trustees, directors and officers of the Applicants
shall be entitled to the benefit of and are hereby granted a charge (the “Directors’
Charge”) on the Charged Property, which charge shall not exceed an aggregate amount of
$13 million, as security for the indemnity provided in paragraph 37 of this Order. The
Directors’ Charge shall have the priority set out in paragraphs 57 and 59 herein.

39.  THIS COURT ORDERS that, notwithstanding any language in any applicable
insurance policy to the contrary, (a) no insurer shall be entitled to be subrogated to or
claim the benefit of the Directors’ Charge, and (b) the Applicants’ trustees, directors and
officers shall only be entitled to the benefit of the Directors’ Charge to the extent that they
do not have coverage under any directors’ and officers’ insurance policy, or to the extent
that such coverage is insufficient to pay amounts indemnified in accordance with

paragraph 37 of this Order.

APPOINTMENT OF MONITOR

40.  THIS COURT ORDERS that FTI is hereby appointed pursuant to the CCAA as the
Monitor, an officer of this Court, to monitor the business and financial affairs of the

CCAA Parties with the powers and obligations set out in the CCAA or set forth herein and



1. June 22, 2012 at 10:26 PM

DRAFT

Page 16

that the CCAA Parties and their shareholders, officers, directors, trustees, partners and

Assistants shall advise the Monitor of all material steps taken by the CCAA Parties

pursuant to this Order, and shall co-operate fully with the Monitor in the exercise of its

powers and discharge of its obligations and provide the Monitor with the assistance that is

necessary to enable the Monitor to adequately carry out the Monitor’s functions.

41.

THIS COURT ORDERS that the Monitor, in addition to its prescribed rights and

obligations under the CCAA, is hereby directed and empowered to:

(a)
(b)

(©

(d)

(e)

monitor the CCAA Parties’ receipts and disbursements;

report to this Court at such times and intervals as the Monitor may deem
appropriate with respect to matters relating to the Property, the Business, and

such other matters as may be relevant to the proceedings herein;

assist the Applicants, to the extent required by the Applicants, in their
dissemination, to the DIP Agent and the administrative agent (the “Pre-Petition
First Lien Agent”) under the amended and restated credit agreement dated
April 11, 2011 (the “Pre-Petition First Lien Credit Agreement”) and their
counsel and financial advisors, on a weekly or bi-weekly basis as set out in the
DIP Credit Agreement of financial and other information as agreed to between
the Applicants party thereto and the Agent which may be used in these

proceedings including reporting on a basis to be agreed with the Agent;

advise the CCAA Parties in their preparation of the CCAA Parties’ cash flow
statements and reporting required by the Agent, which information shall be
reviewed with the Monitor and delivered to the Agent and its counsel and
financial advisors on a periodic basis, but not less than bi-weekly, or as

otherwise agreed to by the Agent;

advise the CCAA Parties in their development of the Plan and any amendments
to the Plan;
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assist the CCAA Parties, to the extent required by the CCAA Parties, with any
matters relating to any of the CCAA Parties’ subsidiaries and any foreign
proceedings commenced in relation thereto, including retaining independent
legal counsel, agents, experts, accountants or such other persons as the Monitor

deems necessary or advisable respecting the exercise of this power;

assist the CCAA Parties, to the extent required by the CCAA Parties, with the
holding and administering of creditors’ or shareholders’ meetings for voting on

the Plan;

have full and complete access to the Property, including the premises, books,
records, data, including data in electronic form, and other financial documents of
the CCAA Parties, to the extent that is necessary to adequately assess the CCAA
Parties’ business and financial affairs or to perform its duties arising under this
Order;

assist the CCAA Parties and/or the Investment Banker with respect to any sales

and marketing process to sell the Property and the Business or any part thereof;

be at liberty to engage independent legal counsel or such other persons as the
Monitor deems necessary or advisable respecting the exercise of its powers and

performance of its obligations under this Order; and

perform such other duties as are required by this Order or by this Court from

time to time.

THIS COURT ORDERS that the Monitor shall not take possession of the Property

and shall take no part whatsoever in the management or supervision of the management of

the Business and shall not, by fulfilling its obligations hereunder, be deemed to have taken

or maintained possession or control of the Business or Property, or any part thereof,

43.

THIS COURT ORDERS that nothing herein contained shall require the Monitor to

occupy or to take control, care, charge, possession or management (separately and/or

collectively, “Possession™) of any of the Property that might be environmentally
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contaminated, might be a pollutant or a contaminant, or might cause or contribute to a
spill, discharge, release or deposit of a substance contrary to any federal, provincial or
other law respecting the protection, conservation, enhancement, remediation or
rehabilitation of the environment or relating to the disposal of waste or other
contamination including, without limitation, the Canadian Environmental Protection Act,
the Ontario Environmental Protection Act, the Ontario Water Resources Act, or the
Ontario Occupational Health and Safety Act and regulations thereunder (the
“Environmental Legislation”), provided however that nothing herein shall exempt the
Monitor from any duty to report or make disclosure imposed by applicable Environmental
Legislation. The Monitor shall not, as a result of this Order or anything done in pursuance
of the Monitor’s duties and powers under this Order, be deemed to be in Possession of any
of the Property within the meaning of any Environmental Legislation, unless it is actually

in possession.

44.  THIS COURT ORDERS that that the Monitor shall provide any creditor of the
CCAA Parties and the Agent with information provided by the CCAA Parties in response
to reasonable requests for information made in writing by such creditor addressed to the
Monitor. The Monitor shall not have any responsibility or liability with respect to the
information disseminated by it pursuant to this paragraph. In the case of information that
the Monitor has been advised by the CCAA Parties is confidential, the Monitor shall not
provide such information to creditors unless otherwise directed by this Court or on such

terms as the Monitor and the CCAA Parties may agree.

45.  THIS COURT ORDERS that, in addition to the rights and protections afforded the
Monitor under the CCAA or as an officer of this Court, the Monitor shall incur no liability
or obligation as a result of its appointment or the carrying out of the provisions of this
Order, save and except for any gross negligence or wilful misconduct on its part. Nofhing

in this Order shall derogate from the protections afforded the Monitor by the CCAA or any

applicable legislation.

46.  THIS COURT ORDERS that the Monitor, counsel to the Monitor, Canadian
counsel to the CCAA Parties and U.S. Counsel to the CCAA Parties (together with
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Canadian counsel to the CCAA Parties, “CCAA Parties’ Counsel”) and the Canadian and
U.S. counsel to the DIP Agent and DIP Lenders and the Pre-Petition First Lien Agent and
Pre-Petition First Lien Lenders (collectively, the “Lenders’ Counsel”) and the financial
advisor of the DIP Lenders and Pre-Petition First Lien Lenders (the “Lenders’ Financial
Advisor”) shall be paid their reasonable fees and disbursements (including any pre-filing
fees and disbursements), in each case at their standard rates and charges, by the CCAA
Parties as part of the costs of these proceedings. The CCAA Parties are hereby authorized
and directed to pay the accounts of the Monitor, counsel for the Monitor, CCAA Parties’
Counsel, Lenders’ Counsel and Lenders’ Financial Advisor on a bi-weekly basis and, in
addition, the CCAA Parties are hereby authorized to pay to the Monitor, counsel to the
Monitor, and CCAA Parties’ Counsel, new retainers in the aggregate amount of up to
$250,000 to be held by them as security for payment of their respective fees and

disbursements outstanding from time to time.

47.  THIS COURT ORDERS that the Monitor and its legal counsel shall pass their
accounts from time to time, and for this purpose the accounts of the Monitor and its legal
counsel are hereby referred to a judge of the Commercial List of the Ontario Superior

Court of Justice.

48.  THIS COURT ORDERS that the Monitor, counsel to the Monitor, the Investment
Banker, the CCAA Parties’ Counsel, the Lenders’ Counsel and the Lenders’ Financial
Advisor shall be entitled to the benefit of and are hereby granted a charge (the
“Administration Charge”) on the Charged Property, which charge shall not exceed an
aggregate amount of $3.5 million, as security for their professional fees and disbursements
incurred at the standard rates and charges of the CCAA Parties’ Counsel, Lenders’
Counsel, Lenders’ Financial Advisor and the Monitor and, in the case of the Investment
Banker, pursuant to the Engagement Letter, both before and after the making of this Order
in respect of these proceedings. The Administration Charge shall have the priority set out

in paragraphs 57 and 59 hereof,
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DIP FINANCING

49.  THIS COURT ORDERS that the Applicants party thereto are hereby authorized
and empowered to obtain and borrow under a credit facility from JP Morgan Chase Bank
N.A., as administrative agent (the “DIP Agent”), and as lender and certain other lenders
(collectively, the “DIP Lenders”) in order to finance the CCAA Parties’ working capital
requirements and other general corporate purposes and capital expenditures, provided that
borrowings under such credit facility shall not exceed US$15 million unless permitted by

further Order of this Court.

50.  THIS COURT ORDERS THAT such credit facility shall be on the terms and
subject to the conditions set forth in the DIP credit agreement between the Applicants
party thereto and the DIP Lenders dated as of June 22, 2012 (the “DIP Credit
Agreement”), filed, as such terms of such DIP Credit Agreement may be amended by the
Applicants party thereto and the DIP Lenders with the consent of the Monitor.

S1. THIS COURT ORDERS that each of Schedule 2.01, Part D, E and G of Schedule
5.15, Part A2 of Schedule 5.17, Schedule 7.06 and Schedule 7.08 to the DIP Credit
Agreement be sealed, kept confidential and not form part of the public record, but rather
shall be placed separate and apart from all other contents of the Court file, in a sealed
envelope attached to a notice that sets out the title of these proceedings and a statement
that the contents are subject to a sealing order and shall only be opened upon further Order

of this Court.

52.  THIS COURT ORDERS that the Applicants party thereto are hereby authorized
and empowered to execute and deliver the DIP Credit Agreement and such mortgages,
charges, hypothecs and security documents, guarantees and other definitive documents
(such documents, together with the DIP Credit Agreement, collectively, thé “Definitive
Documents”), as are contemplated by the DIP Credit Agreement or as may be reasonably
required by the DIP Lenders pursuant to the terms thereof, and the Applicants party thereto
are hereby authorized and directed to pay and perform all of their indebtedness, interest,

fees, liabilities and obligations to the DIP Lenders under and pursuant to the DIP Credit
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Agreement and the Definitive Documents as and when the same become due and are to be

performed, notwithstanding any other provision of this Order.

53.  THIS COURT ORDERS that the DIP Lenders shall be entitled to the benefit of and
are hereby granted a charge (the “DIP Lenders’ Court Charge”) on the Charged
Property, including, without limitation, the real property described in Schedule “B” hereto,
which DIP Lenders’ Court Charge shall not secure an obligation that exists before this
Order is made. The DIP Lenders’ Court Charge and any contractual security interests
granted pursuant to the Definitive Documents (collectively with the DIP Lenders’ Court
Charge, the “DIP Lenders’ Charge”) shall attach to the Charged Property and shall
secure all obligations under the Definitive Documents. The DIP Lenders’ Charge shall

have the priority set out in paragraphs 57 and 59 hereof.
54. THIS COURT ORDERS that, notwithstanding any other provision of this Order:

(@)  the DIP Lenders may take such steps from time to time as it may deem
necessary or appropriate to file, register, record or perfect the DIP Lenders’

Charge or any of the Definitive Documents;

(b)  upon the occurrence of an event of default under the Definitive Documents or
the DIP Lenders’ Charge (A) the DIP Agent and DIP Lenders may cease making
advances to the Applicants, and (B) the DIP Agent, DIP Lenders, Pre-Petition
First Lien Agent and Pre-Petition First Lien Lenders may (i) set off and/or
consolidate any amounts owing by the DIP Lenders or the Pre-Petition First
Lien Lenders to the Applicants against the obligations of the Applicants to the
DIP Lenders or Pre-Petition First Lien Lenders under the DIP Credit Agreement,
the Definitive Documents, the DIP Lenders’ Charge or the Pre-Petition First
Lien Credit Agreement and may make demand, accelerate payment and give
other notices, and (ii) upon five days notice to the CCAA Parties and the
Monitor, exercise any and all of its rights and remedies against the Applicants or
the Charged Property under or pursuant to the DIP Credit Agreement, Definitive
Documents, DIP Lenders’ Charge, Pre-Petition First Lien Credit Agreement or

the Personal Property Security Act of Ontario or any other applicable
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jurisdiction, the Uniform Commercial Code of the applicable jurisdiction and/or
Mortgages Act (Ontario) and equivalent legislation in the applicable jurisdiction,
including, without limitation, to apply to this Court for the appointment of a
receiver, receiver and manager or interim receiver, or for a bankruptcy order
against the Applicants and for the appointment of a trustee in bankruptcy of the

Applicants; and

(c)  the foregoing rights and remedies of the DIP Lenders shall be enforceable
against any trustee in bankruptcy, interim receiver, receiver or receiver and

manager of the Applicants or the Charged Property.

55. THIS COURT ORDERS AND DECLARES that all claims of the DIP Agent and
DIP Lenders pursuant to the Definitive Documents are not claims that may be
compromised pursuant to any Plan filed by the CCAA Parties or any one of them under the
CCAA, or any Proposal filed by the CCAA Parties or any one of them under the
Bankruptcy and Insolvency Act of Canada (the “BIA™) or any other restructuring, and the
DIP Agent and the DIP Lenders shall be treated as unaffected in any Plan, Proposal or
other restructuring with respect to any obligations outstanding to the DIP Agent or DIP

Lenders under or in respect of the Definitive Documents.

56.  THIS COURT ORDERS that the CCAA Parties or any one of them shall not file a
Plan or Proposal in these proceedings or proceed with any other restructuring that does not
provide for the indefeasible payment in full in cash of the obligations outstanding under
the DIP Credit Agreement and the other Definitive Documents as a pre-condition to the
implementation of any such Plan or Proposal or any other restructuring, without the prior
written consent of the DIP Agent. Further, if the Support Agreement terminates in
accordance with Section 7(a)(iv)(C) thereof, the stays of proceedings provided for herein
shall not apply to the Pre-Petition First Lien Agent, Pre-Petition First Lien Lenders or their
respective rights under or in respect of the Pre-Petition First Lien Credit Agreement and
the Pre-Petition First Lien Agent and Pre-Petition First Lien Lenders may (A) set off
and/or consolidate any amounts owing by the Pre-Petition First Lien Lenders to the

Applicants against the obligations of the Applicants to the Pre-Petition First Lien Lenders
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under the Pre-Petition First Lien Credit Agreement and may make, demand, accelerate
payment and give other notices, and (B) upon 5 days notice to the CCAA Parties and the
Monitor, exercise any and all of their rights and remedies under or pursuant to the Pre-
Petition First Lien Credit Agreement or the Personal Property Security Act of Ontario or
any other applicable jurisdiction, the Uniform Commercial Code of the applicable
jurisdiction and/or Mortgages Act (Ontario) and equivalent legislation in the applicable
jurisdiction, including, without limitation, to apply to this Court for the appointment of a
receiver, receiver and manager or interim receiver, or for a bankruptcy order against the

Applicants and for the appointment of a trustee in bankruptcy of the Applicants.

VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER

57. THIS COURT ORDERS that the priorities of the Directors’ Charge, the
Administration Charge, the KERP Charge, the Consent Consideration Charge and the DIP

Lenders’ Charge, as among them, shall be as follows, subject to paragraph 59 of this
Order:

First — Administration Charge (to the maximum amount of $3.5 million);
Second — DIP Lenders’ Charge;

Third - Directors’ Charge (to the maximum amount of $13 million);
Fourth — KERP Charge (to the maximum amount of $3 million); and
Fifth — Consent Consideration Charge.

58.  THIS COURT ORDERS that the filing, registration or perfection of the Directors’
Charge, the Administration Charge, the KERP Charge, the Consent Consideration Charge
or the DIP Lenders’ Charge (collectively, the “Charges™) shall not be required, and that
the Charges shall be valid and enforceable for all purposes, including as against any right,
title or interest filed, registered, recorded or perfected subsequent to the Charges coming

into existence, notwithstanding any such failure to file, register, record or perfect.
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59.  THIS COURT ORDERS that each of the Directors” Charge, the Administration
Charge, the KERP Charge, the Consent Consideration Charge and the DIP Lenders’
Charge (all as constituted and defined herein) shall constitute a charge on the Charged
Property and such Charges shall rank in priority to all other security interests, trusts, liens,
charges and encumbrances, claims of secured creditors, statutory or otherwise
(collectively, “Encumbrances”) in favour of any Person, notwithstanding the order of
perfection or attachment, except for any validly perfected security interest in favour of a
“secured creditor” as defined in the CCAA existing as at the date hereof other than any
validly perfected security interest in favour of the Pre-Petition First Lien Agent, Pre-
Petition Second Lien Agent, Pre-Petition First Lien Lenders or Pre-Petition Second Lien
Lenders; provided that the Consent Consideration Charge is subordinate to the prior
payment in full of all obligations under the Pre-Petition First Lien Credit Agreement in
respect of the First-Out Revolving Credit Commitments (as defined in the Pre-Petition
First Lien Credit Agreement). No Charge created by this Order shall attach to or create
any claim, lien, charge, security interest or encumbrance on the property of a customer of a
CCAA Party or where a customer has title to such property, notwithstanding that such
property may be in a CCAA Party’s possession. Nothing in this Order affects the priority
of the Pre-Petition First Lien Agent, Pre-Petition Second Lien Agent, Pre-Petition First
Lien Lenders and the Pre-Petition Second Lien Lenders against the rights of third parties
(other than beneficiaries of the Charges) as of the date of this Order.

60.  THIS COURT ORDERS that except as otherwise expressly provided for herein, or
as may be approved by this Court, the CCAA Parties shall not grant any Encumbrances
over any Charged Property that rank in priority to, or pari passu with, any of the Directors’
Charge, the Administration Charge, the KERP Charge, the Consent Consideration Charge
or the DIP Lenders’ Charge, unless the CCAA Parties also obtain the prior written consent
of the Monitor, the DIP Lenders and the beneficiaries of the Directors’ Charge, the
Administration Charge, the KERP Charge and the Consent Consideration Charge, or
further Order of this Court.

61.  THIS COURT ORDERS that the Directors’ Charge, the Administration Charge,
the KERP Charge, the Consent Consideration Charge, the DIP Credit Agreement, the
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Definitive Documents and the DIP Lenders’ Charge shall not be rendered invalid or
unenforceable and the rights and remedies of the chargees entitled to the benefit of the
Charges (collectively, the “Chargees”) and/or the DIP Lender thereunder shall not
otherwise be limited or impaired in any way by (a) the pendency of these proceedings and
the declarations of insolvency made herein; (b) any application(s) for bankruptcy order(s)
issued pursuant to BIA, or any bankruptcy order made pursuant to such applications; (c)
the filing of any assignments for the general benefit of creditors made pursuant to the BIA;
(d) the provisions of any federal or provincial statutes; or (e) any negative covenants,
prohibitions or other similar provisions with respect to borrowings, incurring debt or the
creation of Encumbrances, contained in any existing loan documents, lease, sublease, offer
to lease or other agreement (collectively, an “Agreement”) which binds the CCAA

Parties, and notwithstanding any provision to the contrary in any Agreement:

(@)  neither the creation of the Charges nor the execution, delivery, perfection,
registration or performance of the DIP Credit Agreement or the Definitive
Documents shall create or be deemed to constitute a breach by the CCAA

Parties of any Agreement to which it is a party;

(b)  none of the Chargees shall have any liability to any Person whatsoever as a
result of any breach of any Agreement caused by or resulting from the
Applicants entering into the DIP Credit Agreement, the creation of the Charges,

or the execution, delivery or performance of the Definitive Documents; and

()  the payments made by the CCAA Parties pursuant to this Order, the DIP Credit
Agreement or the Definitive Documents, and the granting of the Charges, do not
and will not constitute preferences, fraudulent conveyances, transfers at
undervalue, oppressive conduct, or other challengeable or voidable transactions

under any applicable law.

62.  THIS COURT ORDERS that any Charge created by this Order over leases of real
property in Canada shall only be a Charge in the CCAA Parties’ interest in such real

property leases.
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FOREIGN PROCEEDINGS

63.  THIS COURT ORDERS that Cinram International ULC is hereby authorized and
empowered to act as the foreign representative in respect of the within proceedings for the

purposes of having these proceedings recognized in a jurisdiction outside Canada.

64.  THIS COURT ORDERS that Cinram International ULC is hereby authorized, as
the foreign representative of the CCAA Parties and of the within proceedings, to apply for
foreign recognition of these proceedings, as necessary, in any jurisdiction outside of
Canada, including as “Foreign Main Proceedings” in the United States pursuant to Chapter
15 of the U.S. Bankruptcy Code, and to take such actions necessary or appropriate in
furtherance of the recognition of these proceedings or the prosecution of any sale

transaction (including the Proposed Transaction) in any such jurisdiction.

65.  THIS COURT HEREBY REQUESTS the aid and recognition of any court,
tribunal, regulatory or administrative body having jurisdiction in Canada, in the United
States or in any other foreign jurisdiction, to give effect to this Order and to assist the
CCAA Parties, the Monitor and their respective agents in carrying out the terms of this
Order. All courts, tribunals, regulatory and administrative bodies are hereby respectfully
requested to make such orders and to provide such assistance to the CCAA Parties and to
the Monitor, as an officer of this Court, as may be necessary or desirable to give effect to
this Order, to grant representative status to Cinram International ULC in any foreign
proceeding, or to assist the CCAA Parties and the Monitor and their respective agents in

carrying out the terms of this Order.

66.  THIS COURT ORDERS that each of the CCAA Parties and the Monitor be at
liberty and is hereby authorized and empowered to apply to any court, tribunal, regulatory
or administrative body, wherever located, for the recognition of this Order and for
assistance in carrying out the terms of this Order and any other Order issued in these

proceedings.
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SERVICE AND NOTICE

67.  THIS COURT ORDERS that the Monitor shall (1) without delay, publish in the
Globe and Mail and the Wall Street Journal a notice containing the information prescribed
under the CCAA, (ii) within five days after the date of this Order, (A) make this Order
publicly available in the manner prescribed under the CCAA, (B) send, .in the prescribed
manner, a notice to every known creditor who has a claim against the CCAA Parties of
more than $5000, and (C) prepare a list showing the names and addresses of those
creditors, save and except creditors who are individuals, and the estimated amounts of
those claims, and make it publicly available in the prescribed manner, all in accordance

with Section 23(1)(a) of the CCAA and the regulations made thereunder.

68.  THIS COURT ORDERS that the CCAA Parties and the Monitor be at libeﬁy to
serve this Order, any other materials and orders in these proceedings, any notices or other
correspondence, by forwarding true copies thereof by prepaid ordinary mail, courier,
personal delivery or electronic transmission to the CCAA Parties’ creditors or other
interested parties at their respective addresses as last shown on the records of the CCAA
Parties and that any such service or notice by courier, personal delivery or electronic
transmission shall be deemed to be received on the next business day following the date of

forwarding thereof, or if sent by ordinary mail, on the third business day after mailing.

69.  THIS COURT ORDERS that the CCAA Parties, the Monitor, and any party who
has filed a Notice of Appearance may serve any court materials in these proceedings by e-
mailing a PDF or other electronic copy of such materials to counsels’ email addresses as
recorded on the Service List from time to time, and the Monitor may post a copy of any or

all such materials on the Monitor’s Website.

GENERAL

70.  THIS COURT ORDERS that the CCAA Parties or the Monitor may from time to
time apply to this Court for advice and directions in the discharge of its powers and duties

hereunder.
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71. THIS COURT ORDERS that nothing in this Order shall prevent the Monitor from
acting as an interim receiver, a receiver, a receiver and manager, or a trustee in bankruptcy

of the CCAA Parties, the Business or the Property.

72. . THIS COURT ORDERS that any interested party (including the CCAA Parties and
the Monitor) may apply to this Court to vary or amend this Order on not less than seven
(7) days notice to any other party or parties likely to be affected by the order sought or
upoﬁ such other notice, if any, as this Court may order, provided however that the DIP
Lenders shall be entitled to rely on this Order as issued for all advances made under the
DIP Credit Agreement and Definitive Documents up to and including the date this Order

may be varied or amended.

73.  THIS COURT ORDERS that, notwithstanding the immediately preceding
paragraph, no order shall be made varying, rescinding or otherwise affecting the provisions
of this Order with respect to the DIP Credit Agreement or the Definitive Documents,
unless notice of a motion is served on the Monitor and the CCAA Parties and the DIP

Agent, returnable no later than ®.

74.  THIS COURT ORDERS that this Order and all of its provisions are effective as of
12:01 a.m. Eastern Standard/Daylight Time on the date of this Order.
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Additional Applicants

Cinram International General Partner Inc.
Cinram International ULC
1362806 Ontario Limited
Cinram (U.S.) Holding’s Inc.
Cinram, Inc.

IHC Corporation

Cinram Manufacturing LLC
Cinram Distribution LLC
Cinram Wireless LLC
Cinram Retail Services, LLC
One K Studios, LLC
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SCHEDULE B
Charged Real Property Description
2255 Markham Road, Toronto, Ontario
Firstly:
PIN 06079-0067 (LT)

Part of Lot 18, Concession 3 Scarborough, designated as Parts 2 and 3 on Plan 64R6927 and
Part 1 on Plan 64R7116, confirmed by 64B1990, subject to SC574898, Toronto, City of
Toronto

Secondly:
PIN 06079-0280 (LT)

Part of Lot 18, Concession 3 Scarborough, designated as Parts 2 and 3 on Plan 66R23795,
subject to an easement over Part 3 on Plan 66R23795 as in SC574898, City of Toronto
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This is Exhibit “G” referred to in the
affidavit of John Bell
sworn before me, this 23

June 23, 2017. : L
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June 23, 2012

FTI Consulting Canada Inc.
79 Wellington Street West
Suite 2010, P.O. Box 104
Toronto, ON M5SK 1G8

Attention: Paul Bishop
Dear Sir:

Re:  Proceedings under the Companies’ Creditors Arrangement Act (‘CCAA”)
Responsibilities/Obligations and Disclosure with Respect to Cash Flow Projections

In connection with the Application by Cinram International Income Fund, Cinram International
Inc. and their Canadian and U.S. subsidiaries (“Cinram”) for the commencement of proceedings
under the CCAA in respect of Cinram, the management of Cinram (“Management™) has prepared
the attached Cash Flow Forecast and the assumptions on which the Cash-Flow Forecast is based.

Cinram confirms that:
1. The Cash Flow Forecast and the underlying assumptions are the responsibility of Cinram;
2. All material information relevant to the Cash Flow Forecast and to the underlying
assumptions has been made available to FTI Consulting Canada Inc., in its capacity as
Monitor; and

3. Management has taken all actions that it considers necessary to ensure:

a. The individual assumptions underlying the Cash Flow Forecast are appropriate in
the circumstances; and

b. That the individual assumptlons underlying the Cash Flow Forecast taken as a
whole, are appropriate in the circumstances.

inram International Inc.

\6095152
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This 1s Exhibit “H” referred to in the

affidavit of John Bell

- sworn before me, this 23rd




Execution Version

SENIOR SECURED PRIMING AND SUPERPRIORITY DEBTOR-IN-POSSESSION
CREDIT AGREEMENT
Dated as of June 22, 2012
between
CINRAM INTERNATIONAL ULC
CINRAM INTERNATIONAL INC.

CINRAM (U.S.) HOLDING’S INC.,,
as Borrower

THE GUARANTORS REFERRED TO HEREIN,
as Guarantors

THE LENDERS FROM TIME TO TIME PARTY HERETO
and

JPMORGAN CHASE BANK, N.A.,
as Administrative Agent
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SENIOR SECURED PRIMING AND SUPERPRIORITY DEBTOR-IN-POSSESSION
CREDIT AGREEMENT (this “Agreement”), dated as of June 22, 2012, among CINRAM
INTERNATIONAL ULC, a Nova Scotia unlimited liability company (“ULC”); CINRAM
INTERNATIONAL INC.,, a corporation organized under the law of Canada (“Cinram™);
CINRAM, INC., a corporation organized under the law of the State of Delaware (“CIUS”);
CINRAM (U.S.) HOLDING’S INC., a corporation organized under the law of the State of De-
laware (the “Borrower”); each of 1362806 ONTARIO LIMITED (“1362806”), IHC
CORPORATION (“IHC”), CINRAM MANUFACTURING LLC (“Cinram Manufactur-
ing”), CINRAM DISTRIBUTION LLC (“Cinram Distribution”), CINRAM WIRELESS
LLC (*“Cinram Wireless”), CINRAM RETAIL SERVICES, LLC (“Cinram Retail”), ONE
K STUDIOS, LLC (“One K” and together with ULC, Cinram, CIUS, 1362806, IHC, Cin-
ram Manufacturing, Cinram Distribution, Cinram Wireless and Cinram Retail, the “Gua-
rantors” and, together with the Borrower, the “Obligors™), each of the foregoing as an applicant
in the CCAA Proceedings; each of the lenders listed on Schedule 2.01 hereto and from time to
time party hereto (each a “Lender” and, collectively, the “Lenders”); the agents from time to
time party hereto; and JPMORGAN CHASE BANK, N.A., as administrative agent (in such
capacity, together with its successors in such capacity, and any subagent appointed pursuant to
Article X, the “Administrative Agent”).

PRELIMINARY STATEMENTS

WHEREAS, the Borrower is party to that certain amended and restated Credit Agree-
ment, dated as of April 11,2011 (the “Pre-Petition Credit Agreement”), among the Obligors, cer-
tain affiliates of the Obligors, the lenders from time to time party thereto, the Administrative
Agent and the other agents party thereto;

WHEREAS, the Obligors have commenced or are about to commence cases or applica-
tions (the “CCAA Proceedings”) to obtain protection from their creditors under the Companies’
Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”), in the Ontario Su-
perior Court of Justice (Commercial List) (the “CCAA Court”).

WHEREAS, upon the entry of the Initial Order, the Obligors propose to file a voluntary
petition for relief under Chapter 15 of Title 11 of the United States Code 11 U.S.C. §§101-1532,
as amended (the “U.S. Bankruptcy Code”) in the United States Bankruptcy Court for the District
of Delaware (the “U.S. Bankruptcy Court”, together with the CCAA Court, the “Bankruptcy
Courts”).

WHEREAS, the Borrower has requested and the Lenders have agreed to provide a senior
secured priming and super-priority loan facility (the “DIP Facility”) to the Borrower, the
proceeds of which will be used (i) to pay related transaction costs, fees and expenses, (ii) to pro-
vide working capital from time to time for the Borrower and the Obligors, and (iii) for other gen-
eral corporate purposes.

NOW, THEREFORE, in consideration of the premises and of the mutual covenants and
agreements contained herein and such other good and valuation consideration, the receipt and
sufficiency of which are hereby acknowledged, the parties hereto hereby agree as follows:

LEGAL_US_E # 98739475.10
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ARTICLE 1

DEFINITIONS AND ACCOUNTING TERMS

SECTION 1.01. Certain Defined Terms. As used in this Agreement, the follow-
ing terms shall have the following meanings (such meanings to be equally applicable to both the
singular and plural forms of the terms defined):

“Administration Charge” means the court ordered administration charge granted
in the Initial Order in an amount not to exceed the amount set forth in the Initial Order.

“Administrative Agent” has the meaning specified in the recital of parties to this

Agreement.

“Administrative Agent’s Account” means an account designated by the Adminis-
trative Agent in a notice to the Borrower and the Lenders.

“Administrative Questionnaire” means an administrative questionnaire in a form
supplied by the Administrative Agent.

“Advance Payments” means any loans, advances, signing bonuses or advance vo-
lume discount payments to customers under or in connection with Media Contracts.

“Affected Lender” has the meaning specified in Section 2.18(b).

“Affiliate” means, as to any Person, any other Person that, directly or indirectly,
controls, is controlled by or is under common control with such Person or is a director or officer
of such Person. For purposes of this definition, the term “control” (including the terms “control-
ling”, “controlled by” and “under common control with”) of a Person means the possession, di-
rect or indirect, of the power to vote 10% or more of the capital stock or other ownership inter-
ests of such Person or to direct or cause the direction of the management and policies of such
Person, whether through the ownership of capital stock or other ownership interests, by contract
or otherwise.

“Agreement” has the meaning set forth in the preamble.

“AML Legislation” has the meaning specified in Section 11.16(a).

“Applicable Lending Office” means such Lender’s applicable Domestic Lending
Office in the case of a U.S. Base Rate 