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Court File No. CV-10-8533-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’ CREDITORS
ARRANGEMENT ACT,R.8.C., 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF CANWEST PUBLISHING
INC./PUBLICATIONS CANWEST INC., CANWEST BOOKS
INC., AND CANWEST (CANADA) INC.

APPLICANTS
NOTICE OF MOTION

The Applicants will make a motion to a judge presiding over the Commercial List

on March 26, 2010 at 10:00 a.m., or as soon after that time as the motion can be heard, at 330

University Avenue, Toronto, Ontario.

PROPOSED METHOD OF HEARING:

The motion is to be heard orally.

THE MOTION IS FOR:

(a)

(b)

an Order substantially in the form attached to the motion record:

if necessary, abridging the time for service of this Notice of Motion and

dispensing with service on any person other than those served,

authorizing the LP Entities, subject to availability under the LP DIP Facility, the
LP DIP Definitive Documents and the Approved Cash Flow (all as defined in the
Initial Order), to make payments not to exceed a maximum aggregate amount of
$1,000,000 to employees with the prior consent of the Monitor and The Bank of
Nova Scotia in its capacity as Administrative Agent (the “LP Administrative
Agent”) for the senior lenders to the Limited Partnership if, in the opinion of the

LP Entities in consultation with the LP CRA, the employee’s services are critical



(©

(d)

(¢)

03]

(2

(h)

®

2.

may permit.

-2.

to the continued performance or orderly transition and/or discontinuation of
certain business critical functions, including the inter-entity arrangements
between the LP Entities and other affiliated entities (collectively, the “Shared

Services™);

approving the schedule of proposed employee payments in respect of employees
described in (b), above, contained in the confidential supplement to the Fifth
Report of the Monitor (the “Further Confidential Supplement”) and authorizing
the LP Entities to make the payments contemplated therein;

amending the initial order made herein on January 8, 2010 (the “Initial Order™)

as necessary to reflect recent changes to the management of the LP Entities;

approving amendments to the LP MIP and the Special Arrangements (as defined
in the Initial Order), as set out in the Further Confidential Supplement, and
authorizing the LP Entities to enter into such agreements, and make such
payments, as are contemplated by the LP MIP and the Special Arrangements, as

amended;

increasing the size of the LP MIP Charge to a maximum aggregate amount of
$4.3 million such that the key employees under the LP MIP and the Special
Arrangements are entitled to the benefit of the LP MIP Charge to secure amounts

owing to them under the LP MIP and the Special Arrangements;

authorizing the LP Entities to enter into a consulting agreement with Dennis
Skulsky (the “Skulsky Consulting Agreement”) substantially in the form
attached to the Further Confidential Supplement;

authorizing Douglas E.J. Lamb to execute the Skulsky Consulting Agreement on

behalf of the LP Entities;
sealing the Further Confidential Supplement; and

such further and other relief as counsel may request and this Honourable Court



THE GROUNDS FOR THIS MOTION ARE:

3. The Applicants were granted protection from their creditors under the Companies’
Creditors Arrangement Act, R.S.C. 1985 c. C-36, as amended (the “CCAA”), pursuant to an
Initial Order of this Honourable Court dated January 8, 2010;

Business Critical Employees

4. The LP Entities currently provide certain services (collectively, the “Shared

Services”) to related entities including Canwest Media Inc. (“CMI™);

5. Pursuant to the Agreement on Shared Services and Employees dated as of
October 26, 2009 (the “New Shared Services Agreement”), the extent of Shared Services

provided is being significantly reduced;

6. The LP Entities currently employ approximately 417 full-time equivalent

employees who work in Shared Services functions in Toronto, Ontario and Winnipeg, Manitoba;

7. Certain of the employees that work in Shared Services and in other business units
of the LP Entities perform functions that are critical to the conduct, transition or orderly wind-
down of the Shared Services arrangements or the relocation of related business units and cannot

be easily replaced without causing disruptions to the businesses of the LP Entities;

8. There is a risk that employees who are being terminated and employees who are
being retained that are integral to the smooth operation, transition or discontinuation of a
business unit of the LP Entities will be motivated to seek alternative employment during the

restructuring period,;

9. In the view of the LP Entities, it would be difficult to hire and train replacement
employees to perform these jobs within the timeframe required to prevent serious disruptions to

the businesses of the LP Entities;

10. The premature departure of these employees could undermine the continued

performance or transition of the Shared Services and other business critical functions and could
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undermine the restructuring of the LP Entities to the extent that the provision of these services is

interrupted;

11. The proposed retention payments will incentivize such employees to remain in

their current employment for such periods as are required to avoid such disruptions;

12. The requested relief is supported by the Monitor, the LP CRA and the LP

Administrative Agent;
Directors and Officers of the LP Entities

13. The current President of CPI (as defined in the Initial Order), Dennis Skulsky, has
indicated that he is resigning effective April 30, 2010;

14. Certain changes to the Initial Order will be required as a result of Mr. Skulsky’s
resignation;
15. Certain changes to the LP MIP and the Special Arrangements, as they pertain to

Mr. Skulsky, will also be required as a result of Mr. Skulsky’s resignation;

16. Mr. Skulsky has indicated that he is prepared to offer his services as a consultant
until August 31, 2010 and he and the LP Entities, in consultation with the Administrative Agent

and the Monitor, have agreed on the terms on which such services would be provided;

17. It is in the overall best interests of the restructuring, and particularly the
successful conclusion of the Sale and Investor Solicitation Process, to have Mr. Skulsky provide

his services to the LP Entities pursuant to the proposed agreement;

18. The directors and officers of the LP Entities all resigned on March 1, 2010, and

have not been replaced;

19. For the avoidance of any doubt, the Initial Order should be amended to clarify
that the protections afforded to the directors and officers of the LP Entities in the Initial Order
extend to anyone who, whether by statute, operation of law or otherwise, is deemed to be or is a

de facto director or officer;
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20. Certain changes to the LP MIP and Special Arrangements (as defined in the Initial
Order) are requi.red to reflect the resignations of the directors and officers of the LP Entities and
the consequential realignment of roles and responsibilities within the remaining senior

employees of the LP Entities;

21. The LP MIP Charge (as defined in the Initial Order) should be increased to reflect
the changes to the LP MIP and the Special Arrangements;

22. The provisions of the CCAA, including section 11.02 thereof, and the inherent

and equitable jurisdiction of this Honourable Court;

23. Rules 1.04, 1.05, 2.03, 3.02 and 37 of the Rules of Civil Procedure, R.R.O. 1990,
Reg. 194, as amended; and

24. Such further and other grounds as counsel may advise and this Honourable Court

may permit.

THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the hearing of the

motion:

25. The Affidavit of Douglas E.J. Lamb, sworn March 19, 2010, and the exhibits
thereto;

26. The Fifth Report of the Monitor, to be filed separately; and

27. Such further and other materials as counsel may advise and this Honourable Court
may permit.

March 19, 2010 OSLER, HOSKIN & HARCOURP LLP

Box 50,
1 First Canadian Place
Toronto, Ontario M5X 1B8

Lyndon A.J. Barnes (LSUC#13350D)
Tel:  (416) 862-6679

Alexander Cobb (LSUC#45363F)
Tel: (416) 862-5964



Elizabeth Allen Putnam (LSUC#53194L)
Tel: (416) 862-6835
Fax: (416) 862-6666

TO: THE SERVICE LIST
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Court File No. CV-10-8533-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF CANWEST PUBLISHING
INC./PUBLICATIONS CANWEST INC., CANWEST BOOKS
INC., AND CANWEST (CANADA) INC.

APPLICANTS

AFFIDAVIT OF DOUGLAS E.J. LAMB
(Sworn March 19, 2010)

I, Douglas E.J. Lamb, of the City of Toronto, in the Province of Ontario, MAKE
"OATH AND SAY:

1. I am a senior employee of Canwest Publishing Inc./Publications Canwest Inc.
(“CPI”). As such, I have personal knowledge of the matters deposed to herein. Where I have
relied upon other sources for information, I have specifically referred to such sources and verily
believe them to be true. In preparing this Affidavit, where necessary I have also consulted with
other members of Canwest Global Communication Corp. (“Canwest Global”)’s senior
management team and members of the senior management teams of the Applicants and Canwest

Limited Partnership/Canwest Societe en Commandite (the “Limited Partnership”).

2. Capitalized terms not defined in this affidavit are as defined in the affidavit of
Thomas C. Strike sworn January 7, 2010 (the “Initial Order Affidavit”). A copy of the Initial
Order Affidavit (without exhibits) is attached as Exhibit “A” to this Affidavit.

3. On January 8, 2010, CPI, Canwest Books Inc. and Canwest (Canada) Inc.
(collectively, the “Applicants”) were granted protection under the Companies’ Creditors
Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”) pursuant to an initial order
(the “Initial Order”) of this Honourable Court. The Initial Order also extended relief to the
Limited Partnership (together with the Applicants, the “LP Entities”) and appointed FTI

TOR_P27:4414633.7
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Consulting Canada Inc. as monitor (the “Monitor”) of the LP Entities. A copy of the Initial
Order (without schedules) is attached as Exhibit “B” to this Affidavit. On February 2, 2010, the
LP Entities obtained an Order, inter alia, extending the Stay Period until April 14, 2010. A copy
of the February 2, 2010 Stay Extension Order and Order Amending the Initial Order and the
Procedures for the Sale and Investor Solicitation Process (without schedules) is attached as
Exhibit “C” to this Affidavit.

4. In the months that have passed since the Initial Order, the LP Entities have been
carrying on business and, under the supervision of the Monitor and with the assistance of RBC
Capital Markets as financial advisor, carrying out the Sale and Investor Solicitation Process (the
“SISP”). During this time they have also continued to perform and, where applicable, are
carrying out the orderly transition and/or discontinuation of certain business functions, including
the inter-entity arrangements between the LP Entities and other affiliated Canwest Global entities

(collectively, the “Shared Services™).

5. In recent weeks, the directors and officers of the LP Entities have all resigned and
have not been replaced. Dennis Skulsky, the president of CPI, has resigned effective April 30,
2010.

6. In this motion, the Applicants seek an Order authorizing the LP Entities, with the
consent of the Monitor, and subject to the Approved Cash Flow and the LP DIP Definitive
Documents, to make retention payments to certain employees whose services are deemed by the
LP Entities, in consultation with the LP CRA, to be integral to the performance and/or wind-

down of the Shared Services and other Canwest business units.

7. The Applicants also seek an Order making such changes to the Initial Order, the
LP MIP and the Special Arrangements as are necessary to reflect the resignations of the directors
and officers of the LP Entities, the resignation of Dennis Skulsky and the reallocation of
responsibilities among the remaining senior employees of the LP Entities as a result of the

resignations.

8. I am swearing this affidavit in support of the Applicants’ motion.

TOR_P27:4414633.7
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THE REALIGNMENT AND DISCONTINUATION OF SHARED SERVICES

9. As described in greater detail in the Initial Order Afﬁdavit, over the past several
years, Canwest Global attempted to streamline processes and gain synergies by sharing certain
administrative, advisory and other business critical services between its subsidiaries pursuant to
the terms of various inter-entity agreements (the “Inter-Entity Agreements”). For example, the
Limited Partnership has historically provided financial and accounting support services,
corporate human resources services and IT infrastructure and support services to itself, Canwest
Media Inc. (“CMI”) and other related entities. In turn, CMI has provided the LP Entities with
executive advisory services, corporate and administrative services related to legal and tax matters
and insurance coverage. The Inter-Entity Agreements provide that the service provider is entitled

to reimbursement for all costs and expenses incurred in the provision of the Shared Services.

10. The Shared Services arrangements are currently in the process of being
discontinued, transitioned and/or realigned pursuant to the terms of a transition and
reorganization agreement dated as of October 26, 2009 between Canwest Global, the Limited
Partnership, CPI, CMI, Canwest Television Limited Partnership and the National Post Company
(the “Transition and Reorganization Agreement”). By Order dated October 30, 2009, as part
of the CCAA proceeding of CMI and other related entities (collectively, the “CMI Entities”),
this Honourable Court approved, inter alia, the entering into, execution and delivery of the
Transition and Reorganization Agreement. Attached as Schedule “A” to the Transition and
Reorganization Agreement is the Agreement on Shared Services and Employees (the “New
Shared Services Agreement”), which will significantly reduce the extent of the Shared Services

provided. By its terms:
(a) Existing arrangements will continue until various dates in 2010 and 2011;
(b) Certain cost and expense allocations will be amended;

(©) Certain employees will be realigned with the entity to whom they are providing

services; and

(d) Pension plan participants will be transferred to the pension plan sponsored by the

entity for whom they are providing services.

TOR_P27.:4414633.7
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11. A copy of the New Shared Services Agreement, which is attached as part of
Exhibit “T” to the Initial Order Affidavit, is attached as Exhibit “D” to this Affidavit.

12. Since the commencement of this CCAA proceeding on January 8, 2010 the LP
Entities have continued to provide, receive, collect and pay for Shared Services in accordance
with the Initial Order and pursuant to the terms of the New Shared Services Agreement. Pursuant
to the terms of the New Shared Services Agreement, on February 28, 2010, certain of the Shared

Services arrangements were scheduled to be terminated. By letter agreement that will be dated as

of March 1, 2010 (the “Side Letter™), the LP Entities and the CMI Entities agreed that certain of

the Shared Services that were scheduled to be terminated on February 28, 2010 - including
human resources, legal, tax and insurance-related services - would continue from March 1, 2010
to June 30, 2010 or such other period as agreed by the parties. The form of Side Letter was
attached to the Fourth Report of the Monitor filed March 12, 2010.

THE NEED TO RETAIN CERTAIN CRITICAL EMPLOYEES
13. The LP Entities currently employ approximately 417 full-time equivalent

(“FTE”) employees who work in Shared Services functions in Toronto, Ontario and Winnipeg,
Manitoba. Of this number, approximately 232 FTE employees provide services to both the LP
Entities and the CMI Entities, and approximately 185 FTE employees provide services
exclusively to the LP Entities.

14. Certain of the employees that work in Shared Services perform functions that are
critical to the conduct, transition and/or orderly wind-down of the Shared Services arrangements.
It is anticipated that the employment of some of the Shared Services employees will be
terminated in upcoming months as the inter-entity components of their respective Shared
Services arrangements are discontinued. Certain of these employees have already been informed
that their employment will not be continuing. As a result, there is a risk that some of the
employees who perform services that are critical to the transition and wind-down of the Shared
Services arrangements will seek alternative employment before their respective roles in the
transition are completed. There are also certain employees that the LP Entities need to retain as
part of continuing operations who may be motivated to seek alternative employment during this
period. In the view of the LP Entities, it would be difficult to hire and train replacement

employees to perform these jobs within the timeframe required to prevent significant disruptions
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to the businesses of the LP Entities. The premature departure of certain of these employees ~
some of whom will be terminated and some of whom will be retained — could undermine both
the transition as provided for in the New Shared Services Agreement and the restructuring of the
LP Entities to the extent that the provision of these services and other business functions is

interrupted.

15. Similarly, as part of their restructuring, the LP Entities will be relocating certain
of their business units. It is important that employees affected by these restructuring initiatives be
given incentives to remain in their employment with the LP Entities and to continue to perform

their respective functions pending the complete and orderly relocation of such business services.

PROPOSED RETENTION PAYMENTS

16. The LP Entities are seeking the Court’s authorization to make retention payments
to designated employees who work for certain Shared Services entities or whose business units
are being relocated and whose services are deemed to be critical, whether to the transition and
wind-down of the inter-entity arrangement or to the continued operation of the relocated business
unit until relocation is completed. The proposed payments are intended to be incentives for the

designated employees to continue their employment with the LP Entities.

17. The LP Entities also seek authorization to make future payments to other
employees yet to be identified whose premature departure, in the opinion of the LP Entities, in
consultation with the LP CRA, would be detrimental to the performance, transition or

discontinuation of a business unit.

18. The LP Entities seek authorization but not direction in the proposed Order to
make payments not to exceed a maximum aggregate of $1,000,000 to employees with the prior
consent of the Monitor and The Bank of Nova Scotia in its capacity as Administrative Agent (the
“LP Administrative Agent”) for the senior lenders to the Limited Partnership if, subject to
availability under the LP DIP Facility, the LP DIP Definitive Documents and the Approved Cash
Flow, in the opinion of the LP Entities in consultation with the LP CRA, the employee is critical
to the performance, transition or discontinuation of a business unit or service. A schedule
containing the names, positions, salaries and proposed retention payments of certain employees

who have already been designated as critical will be disclosed in a confidential supplement to the

TOR_P2Z:4414633.7
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Fifth Report of the Monitor (the “Further Confidential Supplement”), which will be filed

separately in connection with this motion.

19. As detailed in the Further Confidential Supplement, thus far, 67 employees have
been designated to receive these payments. The aggregate of payments currently reflected in the
Further Confidential Supplement is approximately $400,000. The employees who have been
informed that their positions are being eliminated are being required, as a condition of receiving

the proposed payments, to sign comprehensive releases in favour of the LP Entities.

20. Subject to the granting of the requested Order by this Honourable Court, the
Monitor proposes to provide subsequent reports to this Honourable Court in respect of all future
proposed retention payments, which reports will include confidential supplements detailing the

identities of the employees and the proposed payments.

21. The contemplated retention payments described herein are reflected in the cash
flow forecast scheduled to the Second Report of the Monitor filed on January 29, 2010. In
respect of the employees providing services to the CMI Entities under the New Shared Services
Agreement, a portion of the retention payments are cash neutral to the LP Entities because the
‘monthly charges payable by CMI to the LP Entities under the New Shared Services Agreement
include, among other things, a provision for termination, severance and retention payments to
those employees of the LP Entities that are doing work for the benefit of the CMI Entities and

who, upon the termination of certain Shared Services, will become redundant to the LP Entities.

22. The business and administrative functions provided to and received by the LP
Entities by the business units that perform Shared Services functions are integral to maintaining
the enterprise value of the businesses of the LP Entities. The LP Entities will continue to rely on
the business and administrative functions performed by the LP Entities’ Shared Services business
units after the discontinuation of the current inter-entity arrangements. It is therefore essential
that those employees whose services are critical to the performance or orderly discontinuation of
the Shared Services, the relocation of the LP Entities’ business units or the continued operation

of other Canwest business units be incented to remain in the employment of the LP Entities.

23. The LP Entities have consulted with the LP Administrative Agent, and it is my
understanding that the LP Administrative Agent supports the proposed Order. The retention

TOR_P27:4414633.7
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payments were included in the Approved Cash Flow, which was approved by the LP
Administrative Agent and filed as part of the Applicants’ Application Record on January 8,
2010. The LP Administrative Agent has been provided with information concerning the
proposed payments and does not object to the payments contemplated therein. I have been
advised that the Monitor and the LP CRA also suppbrt the proposed Order and the proposed

retention payments.

CHANGES TO THE OFFICERS AND DIRECTORS OF THE LP ENTITIES

24, . As further described in the affidavit sworn by Thomas Strike in support of the
Initial Order, the decision making within the LP Entities was streamlined through the use of
unanimous shareholder declarations that removed the rights, powers and duties of the directors of
the Applicants. The effect of these declarations was to consolidate decision making with the

directors of Canwest Global.

25. At the same time, the day to day operations of the LP Entities have been carried
out under the supervision of a group of senior employees and, in particular, Dennis Skulsky, the
President of CPI (as defined in the Initial Order).

26. As noted above, on March 1, 2010, all of the directors and officers of the LP

Entities resigned from their positions with immediate effect. They have not been replaced.

27. Mr. Skulsky has advised that he is resigning effective April 30, 2010. A copy of a

news release announcing his resignation is attached hereto as Exhibit “E”.

28. Mr. Skulsky is carrying out a key role as the LP Entities transition to Phase 2 of
the SISP. His continued involvement will be particularly important over the next few weeks as
prospective bidders meet with management to develop a more in-depth understanding of the LP
Entities’ business. Subject to finalization of arrangements regarding his separation from
employment, he has agreed to remain in his position until April 30 so that he can continue to
carry out this vital function. After April 30, Mr. Skulsky has agreed to provide guidance and

assistance to the LP senior management in a consulting role through August 31, 2010.

TOR_P2Z:4414633.7
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CHANGES TO THE INITIAL ORDER ARE REQUIRED
29. The Initial Order assigned certain specific responsibilities to the President of CPI,

and identified Mr. Skulsky as the holder of that position. The LP Entities will be bringing a
motion before April 30, 2010 to request certain additional changes to the Initial Order that are
necessitated by Mr. Skulsky’s resignation.

30. Given that the directors and officers of the LP Entities have resigned, certain
changes to the Initial Order are currently required. I understand that the draft Order filed in
connection with this motion sets out the proposed changes. The Initial Order provides certain
protections for the directors and officers of the Applicants, including the granting of an
indemnification and charge in favour of the directors and officers in the event of the failure,' on
the part of the LP Entities, to make certain kinds of payments. The directors and officers have
now resigned and, as noted above, the powers and responsibilities of the directors previously had
been assumed by shareholder declarations. However, members of senior management continue

to oversee the day to day activities of the LP Entities.

31. Given the resignations of the board and officers, the LP Entities are asking that
the Initial Order be amended to clarify, for the avoidance of any doubt, that the director and
officer protections, including the indemnification and charge, apply to any deemed or de facto

directors or officers.

CHANGES TO THE INCENTIVE PLANS

32. The Initial Order approved the LP Entities’ management incentive plan, the
National Post Inc. Management incentive plan and employee special arraﬁgements (the “LP
MIP”, the “NP MIP” and the “Special Arrangements”, respectively). These arrangements
provided incentives for the retention of employees who were critical to the continued operation
of the LP Entities’ business, the carrying out of the SISP and, more generally, the successful

restructuring of the enterprise.

33. In light of Mr. Skulsky’s pending resignation, and in part in light of the
resignation of the other officers and directors of the Applicants, the roles and responsibilities of
certain members of senior management, including individuals who are subject to the LP MIP,
and/or Special Arrangements, have been amended and/or increased. I am one of the individuals

in question. The LP Entities are of the view that the LP MIP and the Special Arrangements

TOR_P27:4414633.7
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should be amended: (i) to reflect the new responsibilities of certain individuals; (ii) to reflect the
importance of retaining these individuals so as to provide continuity, during the restructuring and
through CCAA emergence, in light of Mr. Skulsky’s departure; and (iii) to reflect the amended
retention payment terms for Mr. Skulsky, and the elimination of the Special Arrangements as
they pertain to Mr. Skulsky, in light of his resignation. The NP MIP is unaffected by the

proposed changes.

34. The LP Entities also propose that that the Initial Order be amended so that the
amount of the LP MIP Charge (as defined in the Initial Order) is increased to account for a net
increase of approximately $1.3 million in payments contemplated pursuant to the proposed
amendments to the LP MIP. If this relief is granted, the key employees referred to in the
amended LP MIP will be entitled to the benefit of the LP MIP Charge in an amount not to
exceed $4.3 million to secﬁre amounts owing to key employees under the LP MIP and the

Special Arrangements.

35. The LP CRA, the Monitor and the LP Administrative Agent all support the

proposed amendments.

36. The operative terms of the LP MIP and the Special Arrangements were set out, in
redacted form, in an exhibit to the Initial Order Affidavit. The details of the payees and amounts
were set out in schedules to those documents which were included in a confidential supplement
to the report of the (then) proposed Monitor. I understand that the proposed changes to the LP
MIP will be included in the Further Confidential Supplement. The Special Arrangements as they
pertain to Mr. Skulsky will be eliminated, pursuant to the Skulsky Consulting Agreement (as
defined below). The changes are highly commercially sensitive and pertain to identifiable
individuals, and as such the LP Entities will be requesting that the revisions be sealed, as was the

case with the original LP MIP and the Special Arrangements.

CONSULTING AGREEMENT WITH MR. SKULSKY
37. Notwithstanding his resignation effective April 30, Mr. Skulsky has agreed to be

available to the LP Entities as a consultant until August 31, 2010. To that end, the LP Entities
and Mr. Skulsky have agreed to a form of consulting agreement (the “Skulsky Consulting
Agreement”) which is subject to Court approval.
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38. - M. Skulsky has been involved with the newspaper industry for more than thirty
years, and has held senior positions, within and outside of the LP Entities, across the country.
The next few months will be critical for the restructuring, and to position the LP Entities for a
successful emergence from CCAA protéction. I believe that the LP Entities will benefit greatly,

during this period, from having the ability to call on Mr. Skulsky’s vast experience and acumen.

39. I understand that the form of Skulsky Consulting Agreement will be attached to
the Further Confidential Supplement. I believe that it is in the best interests of the restructuring
that it be approved. The LP CRA, Administrative Agenf and Monitor all support its approval.
This document is highly sensitive and, as such, the LP Entities will be requesting that the form of
Skulsky Consulting Agreement be sealed.

SWORN BEFORE ME at the City of
Toronto, in the Province of Ontario, on
March 19, 2010.

: Z DO‘@AS E.J. LAMB
ﬂ%

mm1s310ner for Taking Affidavits

Amanda Elizabeth Brennan, a
Commissioneér; etc., Provinge.of
Ontario, while a Student-at-Laws. .-
Expires April 3, 2011.




This is Exhibit “A” to the
Affidavit of DOUGLAS E.J. LAMB

sworn before me this 19th day of March, 2010.

oAl S

Commissioner for Taking Affidavits

Amanda Elizabeth Brenfal
Commisslone:, et., Py neeraff
Ontario, while a smdent at-Law:~
Expires April 3, 2011,

18



Court File No.

ONTARIO
SUPERIOR.COURT OF JUSTICE
COMMERECIAL LIST

IN THE MATTER. OF THE COMPANIES’ CREDITORS
ARRANGEMENT ACT,R.S.C., 1985, c. C-36, ASAMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT  OF CANWEST PUBLISHING
INC./PUBLICATIONS CANWEST INC., CANWEST BOOKS
INC., AND CANWEST (CANADA) INC.

APPLICANTS

AFFIDAVIT OF THOMAS C. STRIKE
(Sworn January 7, 2010)

I, Thomas C. Strike, of the City of Winnipeg, in the Province of Matﬁtoba, the

President, Corporate Development & Strategy Implementation and Recapitalization Officer of
. Canwest Global Communications Corp. (“Canwést Global”), MAKE OATH AND SAY:

INTRODUCTION

1. This Affidavit is made in support of an Application by Canwest Publishing
Inc./Publications Canwest Inc. (“CPI”), Canwest Books Inc. (“CBI”), and Canwest (Canada)
Inc. (“CCI”), (together, the “Applicants”), for relief under the Companies’ Creditors

Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”). The Applicants seek to have ‘

a stay of proceedings and other benefits of an Initial Order under the CCAA extended to Canwest
Limited Partnership/Canwest Societe en Commandite (the “Limited Partneiship™), as it carries
on operations integral to the business of the Applicants. CPI'’s wholly-owned subsidiary National
Post Inc., which publishes the National Post national newspaper, is not an applicant in this
CCAA proceeding.

2. I am the President, Corporate Development & Strategy Implementation and
Recapitalization Officer of Canwest Global, the publicly-traded parent company of the
Applicants and the Limited Partnership. I am also a director of, among other entities, CCL. As

such, I have personal knowledge of the matters deposed to herein. Where I have relied upon

$
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other sources for information, I have specifically referred to such sources and verily believe them
to be true. In preparing this Affidavit, where necessary I have also consulted with other members
of Canwest Global’s senior management team and, where necessary, members of the senior
management teams of the Applicants and the Limited Partnership.

3. Hereinafter, where reference is made to the Canwest enterprise as a whole; which
includes the Limited Partnership and the Applicants, together with Canwest Global’s other
subsidiaries which are not Applicants in this proceeding, the term “Canwest” will be used.

Where reference is made solely to the Limited Partnership and the Applicants, the term “LP

"~ Entities” will be used.

4. Canwest is a leading Canadian media company with ownership interests in (i)
newspaper publishing and digital media and on-line operations in Canada; and (ii) free-to-air

television stations and subscription-based specialty television channels in Canada.

5. Canwest, through its ownership interests in the LP Entities, is the largest publisher
of daily English-language newspapers in Canada. Collectively, the newspapers of the LP Entities
have an estimated average daily circulation of approximately 970,000 copies and an estimated
average weekly readership of aﬁproximately 4.1 million. -The LP Entities also publish a number
of community newspapers and other publications and have extensive digital media and online
operations. In addition, the LP Entities, through their ownership interest in National Post Inc.
publish the National Post national newspaper and operates its related digital media and online
operations. The National Post has an estimated average daily circulation of approximately
160,000 and an estimated average weekly readership of approximately 1,100,000. National Post
Tnc. is not an applicant in this CCAA proceeding.

6. Canwest, through its ownership interest in Canwest Television Limited
Partnership (“CTLP”), owns and operates the Global Television Network. The Global Television
Network is comprised of 12 free-to-air television stations situated across Canada and covers
approximately 97% of Canada’s English-language television market. Canwest also owns and
operates a portfolio of leading subscription-based national specialty television channels, many of
which are owned jointly with Goldman Sachs Capital Partners (“Goldman Sachs”) in CW
Investments Co. and its subsidiaries. These subscription-based specialty channels include Food
Network Canada, HGTV Canada, Slice and History Television. '

#
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7. As described in greater detail below, the entities that are seeking relief in this
CCAA i)roceeding consist solely of the entities in Canwest’s Canadian newspaper publishing and
digital media and on-line operations (with the exception of the newspaper publishing and digital
media and online operations of the National Post, Which‘ does not seek relief in this proceeding).
Canwest Global, the entities in Canwest’s Canadian television business (excluding CW
Investments Co. and its subsidiaries) and The National Post Company/La Publication National
Post! (the “National Post Company™) (collectively, the “CMI Entities”) filed for and obtained
protection from their creditors in a separate CCAA proceeding under Court File No. CV-09-

8396-00CL pursuant to the Initial Order of the Honourable Madam Justice Pepall dated October
6, 2009.

8. As at Aﬁgust ‘31, 2009, Canwest empfoyed approximately 7,000 full time
equivalent (“FTE”) employees. Of that number, the LP Entities employed apprdximately 5,300

FTE employees throughout Canada, with approximately 1,300 of those employees working in
Ontario. ‘

9. The LP Entities, like most other companies in the newspaper publishing industry,
generate the majority of their revenues from the sale of advertising (approximately 72% of the
LP Entities’ consolidated revenue in their fiscal year ended August 31, 2009). Over the past year,
the .entire Canwest enterprise, including the LP Entities, has been seriously affected by the
economic downturn in Canada. General weakness in the Canadian economy in the latter half of
2008 and in 2009 prompted advertising customers to spend less and forced the LP Entities to
reduce their advertising rates. As a result, the LP Entities’ consolidated advertising revenues

declined substantially during this period.

10. Due to this significant decline in the LP Entities’ advertising revenues and
increases in certain of their operating costs, on May 29, 2009, the Limited Partnership failed, for
the first time, to make certain interest and principal reduction payments and related interest and
cross-cuttency swap payments totalling approximately $10 million in respect of its senior
secured credit facilitieg (the “LP Secured Credit Facilities”). On the same day, the Limited

! The National Post Company is a partnership with units held by Canwest Media Inc. (“CMI”) and National Post
Holdings Litd. Prior to October 30, 2009, when substantially all of the assets of the National Post Company were
transferred to an entity held by CPI, the National Post Company was the entity that held the assets of the
National Post. - !

&
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Partnership announced that, as of May 31, 2009, it would be in breach of certain financial
covenants sét out in the credit agreement dated as of July 10, 2007 between CanWest
MediaWorks Limited Partnership (“CanWest MediaWorks”) (now the Limited Partnership),
The Bank of Nova Scotia, as Administrative Agent (the “LP Administrative Agent”), a
syndicate of lenders (the “LP Secured Lenders”) and CanWest MediaWorks (Canada) Inc.
(“CanWest MediaWorks (Canada)”) (now CCJ), CanWest MediaWorks Publications Inc.
(“CanWest MediaWorks Publications”) (now CPI) and CBI, as guarantors (the “LP
Guarantors™) (the “LP Credit Agreement”). The Limited Partnership also failed to make
principal, interest and fee .payments due pursuant to the LP Credit Agreement on June 21, 2009,
June 22, 2009, July 21, 2009, July 22, 2009 and August 21, 2009.

11. , On or around August 31, 2009, the Limited Partnership and certain of the LP
Secured Lenders entered into a forbearance agreement (the “Forbearance Agreement”) that is

described in greater detail below and under which certain of the LP Secured Lenders agreed,

subject to specified terms and conditions including payment of outstanding interest and fees, to

forbear from enforcement of their security in order to allow the Limited Partnership, the LP
Guarantors and the LP Secured Lenders the opportunity to negotiate a pre-packaged restructuring
or reorganization of the affairs of the LP Entities. After numerous waivers and one éxtension by
the LP Secured Lenders, the Forbearance Agreement expired on November 9, 2009. The Limited
Partnership is currently in default under the LP Credit Agreement. As a result, the LP Secured
Lenders are now in a position to take steps to demand immediate payment of all amounts owing
under the LP Secured Credit Facilities (as defined below) (which totalled the Canadian dollar
equivalent of approximately $953.3 million (exclusive of unpaid interest but inclusive of swap
defanlt amounts described below) as at August 31, 2009) from the Limited Partnership and the
LP Guarantors. The Limited Partnership and the LP Guarantors do not have the liquidity

required to repay amounts owed under the LP Credit Agreement and/or the LP Senior
Subordinated Credit Agreement.

12. The defaults on May 29, 2009 under the LP Secured Credit Facilities triggered
defanlts in respect of related foreign currency and interest rate swaps. As a result, the swap
counterpartles demanded immediate repayment of amounts totalling approximately $68.9
million. The Limited Partnership and the LP Guarantors have not satisfied those demands and do
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not have adequate liquidity to do so. These unpaid amounts rank pari passu with amounts owing

under the LP Secured Credit Facilities and are accruing interest daily.

13. On July 21, 2009 the Limited Partriership failed to make an interest payment
under its senior subordinated credit agreement dated as of July 10, 2007 between CanWest
MediaWorks (now the Limited Partnership), The Bank of Nova Scotia, as Administrative Agent
(the “Subordinated Agent”), a syndiéate of lenders (the “LP Subordinated Lenders™), and
CanWest MediaWorks (Canada) (now CCI), CanWest MediaWorks Publications (now, CPI) and
CBI, as guarantors (the “LP Subordinated Guarantors”)(the “LP Senior Subordinated
Credit Agreement”). The defaults under the LP Credit Agreement were also events of default
under the LP Senior Subordinated Credit Agreement. There is no forbearance agreement in place
in respect of the LP Senior Subordinated Credit Agreement, so the LP Subordinated Lenders
may now demand immediate payment of all outstanding amounts (which totalled approximately

- $75 million (exclusive of unpaid interest) as at August 31, 2009) from the Limited Partnership

and the LP Subordinated Guarantors. The Limited Partnership and the LP Subordinated

Guarantors do not have the liquidity required to repay amounts owed under the LP Credit
Agreement and/or the LP Senior Subordinated Credit Agreement.

14. On August 3, 2009, the I.,imited.Partnership announced that it would not make an
interest payment of approximately US$18.5 million due on August 1, 2009 under a note
indenture dated July 13, 2007 (the “LP Note Indenture”) with CanWest MediaWorks
Publications (now, CPI) and CBI as guarantors (the “LP Note Indenture Guarantors”), the
Bank of New York as U.S. Trustee, and BNY Trust Company of Canada as Canadian Trustee
that was entered into in connection with the issuance of US$400 million (approximately $438
million as at August 31, 2009) of senior subordinated notes that bear interest at 9.25% per annum
(the “LP Notes”). Under the terms of the LP Note Indenture, the Limited Partnership is required
to make semi-annual interest payments to the holders of the LP Notes (the “LP Notcholders™).
The failure to make the interest payment on August 1, 2009 caused a default under the LP Note
Indenture on September 1, 2009. In addition, the termination and demands for payment in
respect of the Limited Partnership’s foreign currency and interest rate swaps have resulted in a
default under the LP Note Indenture. The LP Noteholders are currently in a position to take steps
to demand immediate payment of all amounts owing in respect of the LP Notes (which totalled

the Canadian dollar equivalent of approximately $438 million (exclusive of unpaid interest) as at

¥
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‘ August 31, 2009) from the Limited Partnership and the LP Note Indenture Guarantors. The
Limited Partnership and the LP Note Indenture Guarantors would be unable to satisfy’ this
obligation if payment were demanded.

15. Accordingly, and for the reasons set out herein, the LP Entities are insolventand a

restructuring of the LP Entities’ long-term debt and balance sheet is urgently required.

16. ' In order to permit the businesses of the LP Entities to continue to operate as going
concerns and in an effort to preserve the greatest number of jobs and maximize value for the
stakeholders of the LP Entities, the LP Entities and the LP Secured Lenders (including the pari

passu swap counterparties) have negotiated a pre-artanged support transaction pursuant to which,

if it is implemented, an entity capitalized by the LP Secured Lenders and the pari passu secured

swap counterparties (“AcquireCo”) would acquire substantially all of the assets of the LP
Entities (including the shares in National Post Inc.) and assume certain of the liabilities of the LP
Entities (the “Support Transaction”). The Support Transaction is to be approved by the LP
Secured Lenders pursuant to a plan of compromise or arrangement between the LP Entities and
the LP Secured Lenders (the “Senior Lenders’ CCAA Plan”).

17. The Senior Lenders’ CCAA Plan contemplates that AcquireCo will offer
"employment to all or substantially all employees of CPI (including all or substantially all of the
employees of the Limited Partnership, whose employment would be acquired and assumed by
CPI on or before closing) on substantially similar terms and conditions to their existing
employment. On closing, AcquireCo Would also assume all of CPI’s existing pension plans,
existing post-retirement and post-employment benefit plans (other than supplemental pensions)
and .unpaid severance obligations that would be stayed during this CCAA pfoceeding The
assumption of employee-related obhgatlons by AcquireCo is subject to a right of AcqulreCo
actmg commercially reasonably and after consultation with the operational management of CPI,

to exclude certain specified liabilities.

~18. In order to ensure that the Support Transaction will produce the best availéble
outcome for all of the stakeholders of the LP Entities, RBC Dominion Securities Inc., a member
company of RBC Capital Markets (“RBC Capital Markets”), as financial advisor to the LP

Entities (the “Financial Advisor”) will conduct a comprehensive sale and investor solicitation

process (the “SISP”) with an initial phase of approximately seven weeks in an effort to atiract an -
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offer from a third party that is superior (within the meaning of the SISP) (a “Superior Offer”)
than the one contained in the Senior Lenders’ CCAA Plan. RBC Capital Markets has prepared an
extensive list of prospective financial and strategic' acquirers and/or iﬁvestors that will be
approached upon commencement of the SISP. :

19. Subject to Court approval and any Superior Offer, the Senior Lenders’ CCAA
Plan contemplates that at the closing of the Support Transaction the LP Secﬁred Lenders and the
pari passu swap counterparties having outstanding secured claims against the Limited
Partnership and the LP Guarantors (each a “Secuted Claim™) will be deemed to have transferred
their outstanding Secured Claims to AcquireCo. The stay of proceedings will be lifted to enable
AcquireCo to issue demand to CPT on account of CPT's guarantee obligations. AcquireCo will
acquire the subject assets in full satisfaction of CPi’s guarantee obligations in respect of the
indebtedness in an amount equal to the Reference Amount (as defined in the Senior Lenders’
CCAA Plan) and in qonsideration of the assumption of specified liabilities by Acquireco. The
acquired assets will be delivered to AcquireCo or separate operating entities. The holders of
Secured Claims will each receive a pro rata share of the debt and equity to be issued by

AcquireCo

20. The LP ‘Secured Lenders have advised that they may choose to enforce their rights
through' a non-consensual .court proceeding if the LP Entities do not move forward with the
Support Transaction and the SISP. In a letter dated December 7, 2009 from Ms. Jane Rowe, on
behalf of the LP Administrative Agent, to Mr. Gary Colter, as restructuring advisor to the LP
Entities, (the “Administrative Agent Letter dated December 7, 2009”) the LP Administrative
Agent referenced the material breaches under the LP Credit Agreement and urged the LP Entities
to commence a CCAA proceeding and proceed with the Support Transaction on a timely basis.
The LP Administrative Agent also noted that the Support Transaction could result in a going
concetn outcome for the businesses of the LP Entities whereas an alternative course (including a
non-consensﬁal court proceeding) might not offer the same positive outcome to the stakeholders
of the LP Enfities. The LP Administrative Agent concluded by stating that although the LP
Secured Lenders had cooperated with the LP Entities thus far, the LP Administrative Agent had
been empowered by the steering committee of the LP Secured Lenders (the “Steering
Committee”) to enforce the tights of the LP Secured Lenders undet the LP Credit Agreement
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through non-consensual legal action. A copy of the Administrative Agent Letter dated December
7, 2009 is attached as Exhibit “A” to this Affidavit.

21. The LP Adininistrative Agent repeated its position in a lefter dated December 23,
2009 from Ms. Jane Rowe to. Mr. Gary Colter. In it, Ms. Rowe again encouraged the Limited
Partnership to proceed with the Support Transaction immediately. The letter concluded by
stating that the terms of the Support Transaction were sufficiently developed to permit
scheduling of a board of directors meeting of Canwest Global Communications Corp. (“Canwest
Global”) for January 7, 2009, |

22, On January 4, 2010, Mr. Leonard Asper wrote to the LP Administrative Agent in
his capacity as CEO of Canwest Media Inc., to express his profound disagreement with a CCAA
filing by the LP Entities. A copy of Mr. Asper’s letter is attached hereto as Exhibit “B”. The LP
Administrative Agent replied by letter dated January 6, 2010, a copy of which is attached hereto
as Exhibit “C”. Init, the LP Administrative Agent again unambiguously expressed the view that
a CCAA filing including a pre-packaged Suppbrt Transaction and a SISP is in the best interests
of stakeholders.

23. The LP Entities are seeking a stay of proceedings under the CCAA so that they
may restructure and reorganize their businesses. The granting of the requested stay of
proceedings by this Honourable Court provides the best opportunity for an orderly restructuring
of the businesses of the LP Entities with a positive outcome for the greatest number of the LP
Entities’ stakeholders. As set out below, the LP Entities have negotiated a debtor-in-possession
financing facility (the “LP DIP Facility”) with certain of the LP Secured Lenders that will
provide it with additional liquidity support during the period of the LP Entities” reorganization.
Granting a stay of proceedings will allow the LP Entities to run the SISP and, subject to Court
approval, proceed with either the Support Transaction or a Superior Offer generated by the SISP.
The LP Entities believe that the proposed course of action - including the presence of a Support
Transaction that already contemplates 2 going concern outcome - provides the maximum
possible benefit for all stakeholders in the circumstances. The businesses of the LP Entities will
carty on in the ordinary course, providing stability for employees, suppliers, and other
stakeholders including the millions of people who rely on the news and other information
services provided by the LP Entities every day.
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CORPORA TE STRUCTURE OF CANWEST GLOBAL

24. Canwest Global is a public company continued under the Canada Business
Corporations Act, AR.S., 1985, c. C-44 (the “CBCA”). Canwest Global and the other CMI
Entities filed for and obtained protection from their creditors under the CCAA on October 6,
2009.

25. Canwest Global has a direct 100% ownership interest in Canwest Media Inc.
(“CMI”). CMI, in turn, has direct and indirect ownership interests in all of the other entities in
the Canwest enterprise, including indirect ownership interests in the Applicants and the Limited
Partnership. A copy of Canwest’s corporate organization chart is attached as Exhibit “D” to this
Affidavit and the LP Entities are described at page 4 of Exhibit “D”.

CORPORATE STRUCTURE OF THE LP ENTITIES

26. The Limited Partnership is a limited partnership that was formed on September 7,
2005 under the laws of Ontario. VUntil October 5, 2009, CMI was the only limited partner of the
Limited Partnership and CCI was the general partner of the Limited Partnership. On October 5,
2009, 4501071 Canada Inc. (“4501071 Canada”) became the sole limited partner of the Limited
Partmrship: 4501071 Canada is a wholly-owned | subsidiary of CMI. CCI is a wholly-owned
subsidiary of 4501071 Canada.

27. The Limited Partnership is the administrative backbone of the LP Entities. Among
other things, the Limited Partnershipi (i) owns all of the shared information technology (“IT”)
assets used by the various LP entities; (ii) provides IT hosting services for the LP Entities; (iii)
~ holds many software licences used by the LP Entities; (iv) is a party to certain shared
administrative and/or advisory service agreements with the CMI Entities (as further described
below); and (v) employs approximately 390 employees Working in shared services areas, such as

human resources, accounting, business and IT services and the ReachCanada call centre.

28. CPI (formerly CanWest MediaWorks Publications) was amalgamated with
4309626 Canada Inc. under the laws of the CBCA on August 31, 2005. CPI owns all of the
newspaper publishing and digital media and online assets held by the LP Entities and, effective
October 30, 2009, also owns the National Post and related assets through its ownership of a
wholly-owned subsidiary, National Post Inc. CPI employs the vast majority of the LP Entities’
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approximately 5,300 FTE employees. in additioh, CPI has entered into substantially all of the
contractual arrangements with the LP Entities’ newsprint suppliers, newspaper distributors and

other goods and services suppliers.

29. CBI was incorporated on September 30, 2004 under the laws of the CBCA and is
currently inactive. CCI was incorporated on August 26, 2005 under the laws of the CBCA. CCI
is the general partner of the Limited Partnership, holding an undivided interest of 0.001% in the
Limited Partnership. 4501071 Canada was incorpofated on April 2, 2009 under the laws of the

CBCA. There are 101 common shares issued and outstanding in 4501071 Canada, all of which
are held by CMI.

The Income Trust Spin-off and Privatization

30. The Limited Partnership was formed in 2005 to acquire CMI's newspaper
publishing and digital media and online entities (excluding the National Post Cémpany) and to
operate such businesses, as well as certain shared services operations, as part of a planned

income trust spin-off of CMI’s newspapet publishing and digital media and online operations.

31. On October 13, 2005, CMI completed the income trust spin-off by causing
CanWest MediaWorks (which changed its name to Canwest Limited Partnership (the Limited
Partnership) on January 10, 2008) to acqgire substantially all of the newspaper publishing, digital
media and online and related assets and to assume substantially all of the newspaper publishing,
digital media and online, and related operating liabilities of CMI, including CanWest
MediaWorks Publications (now CPI) and CBL but excluding The National Post Company, in
exchange for units of CanWest MediaWorks, notes payable and convertible notes payable. On

the same day, CanWest MediaWorks issued units to the CanWest MediaWotks Income Fund .

(the “Income Fund”) in exchange for proceeds of $550 million. The units of the Income Fund
were listed for trading on the Toronto Stock Exchange. In November 2003, the convertible notes
payable were converted into additional units of CanWest MediaWorks. Following the
conversion, CMI held a 74.2% ownership interest in CanWest MediaWorks and the Income
Fund had a 25.8% ownership interest in CanWest MediaWorks.

32. CanWest MediaWorks operated with the Income Fund as a limited pattner
between October 2005 and July 2007. Following an announcement by the Federal government
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regarding the future taxation of income fund distributions; in May 2007 CanWest MediaWorks
entered into a privatization agreement with CMI, CanWest MediaWorks (Canada) (now CCD,
CWMW Trust (an unincorporated open-ended trust established under the laws of the Province of
Ontario) and the Income Fund for the purpose of effectuating a going-private transaction of the
Income Fund. The transaction was approved by unit holders of the Income Fund in July 2007.
Pursuant to the privatization transaction, CanWest MediaWorks puréhased for cancellation the
55 million partnership units held indirectly by the Income Fund for $495 million.

33. Since July 2007, CanWest MediaWorks (now the Limited Partnership) has been
wholly-owned indirect suBsidia.ry of Canwest Global.

CORPORATE DECISION MAKING

34. In April and May 2009, Canwest Global and certain of its subsidiaries, including
certain of the LP Entities, took steps to consolidate and streamline corporate decision making in
the Canwest enterprise. To do so, between April 2, 2009 and April 6, 2009 the shareholder of
each of CMI, CCl, CPI, National Post Holdings Ltd. (“National Post Holdings”), 4501063
Canada Inc. (“4501063 Canada™) and Canwest Television GP Inc. entered into a series of
unanimous shareholder declarations that removed the rights, powers and duties of the directors of
the respective subsidiary companies to manage, ot supervise the management of, the business
and affairs of the relevant subsidiary companies. By unanimoﬁs shareholder agreement dated
December 8, 2009 between CCIL, the Limited Partnership, CPI, Richard Leipsic and Riva

Richard, the unanimous shareholder agreement in respect of CPI was restated.

35. Subsequently, on May 28, 2009, 4501071 Canada executed a unanimous
sharehélder'declaration that removed the directorial powers from the directors of CCL The
implementation of the shareholder declaration by 4501071 Canada resulted in an event of default
under the LP Credit Agreement described below.

36. The ultimate effect of the various unanimous sharcholder declarations was to

consolidate decision-making within Canwest Global throu;gh its board of directors.

_29
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CHIEF PLACE OF BUSINESS
37. " The chief place of business of the LP Entities is in the' Province of Ontario. The

LP Entities are each headquartered at 1450 Don Mills Road in Toronto, Ontario. As of the date
of this filing, all national advertising, sales policies and guidelines for the LP Entities are
managed from CPI’s national sales offices at 250 Yonge Street in Toronto, Ontario. CPI's
national news bureau, operated by Canwest News Service, which is an operating division of
CPY, is located in Ottawa, Ontatio. The LP Entities centraily produce many pages of their
newspapers® editorial content from the offices of Canwest Editorial Services, which is an
operating division of CPI that is located in Hamilton, Ontatio. Two of the LP Entities’ 10
metropolitan daily newspapers (The Windsor Star and Ottawa Citizen) and three of their non-

daily newspapers are located in Ontatio.

38. . As described below, as at August 31, 2009, the LP Entities employed
a_pproximately 1,300 FTE employees in Ontario, which represented more people than the LP
Entities employed in any other province except British Columbia at that date.

THE BUSINESS OF THE LP ENTITIES

39. As described above, Canwest’s business operations consist of (a) the Canadian
newspaper publishing and digital media and on-line publishing businesses; and (b) the Canadian
free-to-air and specialty television businesses. This CCAA proceeding involves only the LP

Entities which are a part of Canwest’s newspaper publishing and digital media and online -

publishing businesses (with the exception of the operations of the National Post, which is owned
by National Post Inc.).

A. Descriptibn of the Canadian Newspaper Publishing Industry

40. ' The Canadian newspaper publishing industry is made up principally of newspaper
chains that own portfolios of daily and/or non-daily newspapers, often with a geographic focus.
The Canadian newspaper publishing industry has undergone ownership consolidation over the
ﬁast several decades as these newspaper chains have formed and grown. There are 10 major
competitive newspaper markets in Canada, and a substantial number of daily newspapets operate
as the sole provider of daily information within their home markets. There are two national
English-language newspapers — The Globe and Mail and the National Post.
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41. The Canadian newspapér publishing industry is comprised of approximately 100
daily. paid newspapers and numerous non-daily paid and free-distribution publications. The
industry is mature and dominated by a small number of publishers. Based upon the most recently
available statistics, in 2008, the LP Entities were the largest publisher of daily English-language
newspapers in Canada and were responsible for 32% of English-language paid circulation (the

LP Entities and National Post Inc. were together responsible for 38% of English-language paid

circulation in that period), ahead of Quebecor/Sun Media (20%), Torstar Corporation (14%), .

CTVglobemedia Inc. (10%) and others (18%).

42, Newspapers are the largest media segmeﬁt in Canada and represent an imi)ortant
advertising medium, as they reach a broad-based and demographically diverse audience. Total
Canadian daily newspapei: publishing industry revenue was approximately $2.5 billion in 2008,
with 76.6% of revenue derived from advertising (71.5% from print advertising and 5.1% from

" online advertising) and the balance of 23% drawn from circulation. Canadian newspapers sell

advertising based upon readership levels, which tend to correlate with education and income.
Advertising revenue and, to a lesser extent, circulation revenue, are cyclical and dependent upon

general economic conditions.

43. The LP Entities’ advertising revenue is generated from ﬁlree main sources: (a)
national accounts; (b) retail or local accounts; and (c) classifieds. Nationall accounts are
advertisements run by national firms in multiple newspapers across the country. Retail or local
advertising accounts include department stores, small business, grocery and. other retailers.
Classified advertisements are generally solicitations of sale or purchase by local businesses and
private individuals and include employment, real estate and automotive advertisements.
Approximately 50% of néwspaper advertising sales are generated locally, ‘and each newspaper
has a dedicated sales force and currently has a classified advertising call centre. The LP Entities
are in the process of centralizing their newspapers’ classified advertising call centres in Calgary,
Alberta. The remainder of the LP Entities’ advertising sales are generated from national and

multi-market retail accounts.

44, Circulation revenue is generated from: (a) home delivery sales; (b) single copy
sales made through retailers and vending boxes; and (c) corporate bulk sales. In the fiscal year
ended August 31, 2009, approximately 79% of the LP Entities’ circulation revenue was
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generated from Home delivery subcriptions, 19% was generated from single copy sales and 2%
was generated from corporate bulk sales. For the fiscal ygar ended Aﬁgu'st 31, 2009, the LP
Entities’” daily metropolitan newspapers had an aggregate average daily circulation of
approximately 7 60,000 home delivery subscribers, and an aggregate average daily circulation of
1.1 million copies. When National Post circulation is included, aggregate average daily
circulation for the metropolitan newspapers of the LP Entities was approximately 1.3 million

copies in fiscal yea.f 2009.

B. Regulatory Environment

45. The publication of newspapers in Canada is not regulated directly by federal or
provincial laws. There are, however, indirect restrictions on the foreign ownership of Canadian
newspapers by virtue of certain provisions of the Income Tax Act (Canada), 1985, ¢c. 1 (5® Supp.)
(the “Income Tax Act”). The Income Tax Act limits the deductibility by Canadian taxpayers of
expenditures for newspaper advertising to advertising that is made in “Canadian issues of
Canadian newspapers”, except in limited circumstances. For any given publication to qualify asa
“Canadian issue of a Canadian newspaper”, the entity that publishes it, if publicly traded, must
ultimately be controlled by Canadian citizens. If the entity publishing the newspaper is privately
held, it must be at least 75% owned by Canadians. In addition, the publication must, with limited

- exceptions, be printed and published in Canada.

C. Overview of the LP Entities’ Businesses

46. The LP Entities own, operate and publish a number of newspapers and magazines,
including 10 major metropolitan daily newspapers, 2 small market daily newspapers and 23 non-
daily newspapers. The LP Entities also own and operate 2 number of digital media and online
operations, including canada.com. CPI also owns all of the shares of National Post Inc., which

publishes the National Post, one of Canada’s two national daily newspapers. National Post Inc.

is not seeking relief in this CCAA proceeding.

(i)  Daily Newspapers

47. The LP Entities publish 10 metropolitan daily newspapers (nine broadsheets and
one tabloid) and 2 other smaller market daily newspapers (broadsheets). The average age of the
LP Entities’ daily newspapers is 128 years.

32
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48. The following tablé &3 oirt & 12 daily hewspapers owned and operated by the
LP Entities and includes approximate readership statistics in 2008*:

. The Vancouver Sun '+ Vancouver{ 1912 781,800
The Province Vancouver 1898 B 824,700
The Gazette Montreal 1778 500,000
Ottawa Citizen _ Ottawa 1845 404,500
Edmonton Journal Edmonton | 1903 463,800
Calgary Herald Calgary 1883 | 477,900
The Windsor Star Windsor: 1918 ' 195,900
Times Colonist Victoria 1858 23,900
The Star Phoenix Saskatoon 1902 .- 132,500
Leader-Post - Regina 1885 113,700
Nanaimo Daily News Nanaimo - 1874 - n/a
Alberni Valley Times Port Alberni | 1919 n/a
TOTAL 4,098,100

* Source: NADbank 2008 readership dada

49, In 2008; the LP Entities’ major metropolitan daily newspapers (excluding the
National Post) had an aggregate average daily paid circulation of approximately 970,000 copies,
representing approximately 32% of Canada’s daily average English-language newspaper
circulation based upon data compiled by the Canadian Newspaper Association, and an estimated
average, weekly readership of approximately 4.1 million people (based upon the NADbank 2008

readership survey).

(i)  Non-Daily Newspapers
50. In addition to their daily newspaper publications, the LP Entities also publish 23
non-daily newspapers distributed in various communities in British Columbia and Ontario, most
of which are ﬁ'eé distribution publications. The free distribution newspapers are generally
delivered to every household in their respective regions, thereby providing advertisers with
complete market coverage. The LP Entities’ non-daily newspapers are also managed by the head
office of the LP Entities, which is located in Toronto, Ontario.

51. .The LP Entities publish 12 community newspapers that are printed and distributed
two or three times per week throughout the Lower Mainland of British Columbia. On Vancouver
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Island, the LP Entities’ publish four bi:iiréékly and two weekly newspapers (collectively, the
“Vancouver Island Newspaper Group”™).

52. In Ontario, the LP Entities own and operate five community publications that
teach over 45,000 homes in the Windsor-Essex County region.

(iii)  Digital Media and Online Operations

53. The LP Entities’ digital media and online businesses include over 80 destination
websites in the canada.com network, including websites for the LP Entities® daily and
community newspapers, online classified websites, dose.ca (an entertainment website) and
FPinfomart.ca (a subscription-based media monitoring service). These digital media and online
operations are used, inter alia, to distribute Canwest’s and other third parties’ entertainment,
news and editorial content across multiple media platforms. The LP Entities also distribute
entertainment, news and editorial content that are produced by the CMI Entities and certain other
of Canwest’s speciality television channels, which are owned and operated by its subsidiary, CW
Investments Co. and its subsidiaries.

'54. The web portal canada.com is a comprehensive 24/7 online news, entertainment

and information network that leverages the content, brands and customer relationships of

Canwest’s major media properties across Canada. Generally speaking, canada.com seeks to

' provide a “Canadian perspective” regarding news, events, entertainment and information to

Canadians and people across the world. At present, the canada.com online network has
approximately 6 million unique users per montﬁ. The canada.com online network includes
respected media ‘properties such as the National Post, Global National, Ottawa Citizen, The
Gazette, The Vancouver Sun, The Province, Edmonton Journal and Calgary Hérdld. For these
propetties, canada.com provides a platform to market and promote key off-line activities and

build and reinforce relationships with advertisers and end-users.

55. The LP Entities’ online newspaper websites feature headlines, breaking news, '

analysis, commentary and selected stories from the daily newspaper print editions and setve as
both online advertising and marketing vehicles. These newspaper websites also publish digital
editions of all of the LP Entities’ major daily newspapets. These digital editions are available

free to paid print subscribers or as digital-only paid subscriptions. The websites also serve as

34
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customer relationship tools, prom@ﬁ%fﬁsﬁiﬁ"ééﬂﬁ)ﬁons to printed newspapers and digital editions,
allowing for purchase or renewal of subscriptions, permitting notification of vacation stops and

re-activations, and processing of billing inquiries.

56. ‘The LP Entities also operate a number of classified advertising websites such as
househunting.ca (real estate sales), working.com (careers), driving.ca (automobile),
remembering.ca (obituaries), celebrating.com (announcements) and connecting.com (personals).

These websites leverage existing customer relationships and give classified advertisers the

. opportunity to extend the reach of their advertising to internet consumers. Revenue from the

classified advertising websites has grown rapidly in the recent past, from $3 million in fiscal year
2003 to $23.2 million in fiscal year 2009.

57. FEPinfomart.ca is a subscription-based service offering one of Canada’s largest

online news and business research services, providing busiriesses, government and the non-profit

sector with more than 4,800 Canadian ard international news sources. Sources for FPinfomart.ca

include major daily newspapers (including all of the LP Entities’ newspapers and the National
Post), newswires, regional community newspapers, corporéte databases, specialty trade journals,
magazines, broadcast television, radio and blogs. FPinfomart.ca can be used by its subscribers
for online media monitoring, archival news searches, and in-depth research on approximately

4,000 publicly-traded companies and approximately 430,000 Canadian companies.

FPinfomart.ca also includes a video/broadcast module enabling customers to receive relevant -

video clips from over 80 Canadian news and information broadcasts within minutes of their live
broadcast. ’

(iv) Revenues and Expenses -

58. For the fiscal year ended August 31, 2009, the LP Entities’ consolidated revenues
were $1.021 billion, down 15% from the previous year. Its consolidated operating profits
(excluding restructuring expenses) were down $180 million (or 41%) from the year ended
August 31, 2008. In the fiscal year ended August 31, 2009, the LP Entities derived
approximately 72% and 22% of their consolidated revenue from advertising and circulation,
respectively. The LP Entities’ advertising revenue is subject to seasonal advertising paiterns and
seasonal influences on the consumer’s media consumption habits. Advertising revenue is
typically lowest duringl,the fourth quarter of the LP Entities’ fiscal year, which ends on August
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31, and highest during the first qua1tcr of the fiscal year, which ends on November 30™,
pﬁmarily as a result of holiday-related advertising. Circuiatidn revenue is generated from home-
delivery subscriptions for newspapers and single-cdpy sales at retail outlets and vending
machines. The LP Entities’ national sales groﬁp, operated by Canwest Publishing Sales (an
operating division of CPI), co-ordinates national advertising sales, although each of their
newspapers has its own local sales force. -

59. The LP Entities’ consolidated operating expenses decreased by $56 million (6%)
in fiscal 2009, primarily as the result of reductions in payroll, distribution, newsprint and
marketing and promotion costs. The LP Entities® principal operating expenses in fiscal 2009
wete: (i) payroll-related (54%); (ii) distribution expenses (17%); and (iii) newsprint, ink and
printing (10%). The LP Entities; consolidated operating results are particularly sensitive to

variations -in the cost and availability of newsprint, which is a commodity and is generally

subject to price volatility. The cdst of newsprint is influenced by supplier relationships, volume -

purchasing power, proximity to paper mills and regional supply arrangements that affect
transportation costs. The LP Entities purchase newsprint from a number of Canadian suppliers,

typically pursuant to 12-month supply agreements based upon projected needs.

60. The LP Entities own the majority of their manufacturing equipment for their

newspapers, including printing presses and mailroom inserting equipment. In an effort to

increase efficiency, the LP Entities also use their printing press capacity to print advertising

inserts, flyers and other publications on behalf of third parties.

CANWEST BUSINESSES NOT INCLUDED IN THESE PROCEEDINGS

61. Canwest’s other major business is television. Canwest’s television business is

notionally divided between two operating segments: (i) free-to-air television stations and

subscription-based specialty television channels which are owned by CTLP (the “Canadian
Television Segment” , and (ii) subscription-based specialty television channels which are owned
by CW Investments co. and its subsidiaries (the “CW Media Segment”). Certain operations
within Canwest’s Canadian television business are the subject of a separate CCAA proceeding.

None of Canwest’s Canadian television business is included in this proposed CCAA proceeding.
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62. The Canadian Television Segment of Canwest’s broadcast business is operated by
CTLP and consists of (i) 12 free-to-air television stations which comprise the Global Television

Network; (ii) three subscfiption-based specialty television channels that are wholly-owned and

- operated by CTLP; (iii) two subscription-based specialty television channels that are partially

owned and operated by CTLP (TVtropolis and Mystery TV); and (iv) one subscription-based
specialty channel that is partially-owned but not operated by CTLP (MenTV). The Global

Television Network broadcasts many of the most popular television programs in Canada.

63. 'Thfc CW Media Segment is comprised of a portfolio of 17 wholly-owned or
partially-owned specialty television channels that were acquired jointly with Goldman Sachs
from Alliance Atlantis Communications Inc. in August 2007. Collectively, thesé channels deliver
some of the most popular programming in Canadian specialty television and include channels

such as Showcase, Slice, HGTV Canada, History Television and Food Network Canada.

64. The_ Canadian Television Segment, with the exceptions of CTLP’s partially-
owned speciality television channels (TViropolis, Mj)stery TV and MenTV) is currently part of
the CMI Entities’ separate CCAA proceeding. The CW Media Segment is not part of the CMI
Entities’ CCAA proceeding, nor is it a part of this proposed CCAA proceeding.

THE FINANCIAL POSITION OF THE LP ENTITIES

65. On November 26, 2009, the Limited Partnership released its annual consolidated
financial statements for the year ended August 31, 2009. Those consolidated ﬁnancial statements
of the Limited Partnership included the accounts of the Lixhitéd Partnership, CPI and CBL
Because the Limited Partnership is an unincorporated entity, its balance sheets did not include

the assets, liabilities, revenue and expenses of its partners (i.e., cMI (sinée replaced as limited ’

partner by 4501071 Canada) and CCI). A copy of the Limited Partnership’s audited consolidated
financial statements for the year ended August 31, 2009 (with comparative figures for the year
ended August 31, 2008) is attached as Exhibit “E” to this Affidavit.

A. Assets

66. As at August 31, 2009, the Limited Partnership had total consolidated assets with
a net book value of approximately $644.9 million (decreased from approximately $647.6 million
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as at August 31, 2008); ‘This included con_splidéted current assets of $182.7 million and
consolidated non-current éssets of appr‘ox'imatél‘y'v$462.2 million.
-(i)_ Current Assets

67. As at August 31, 2009, the Liinited Partnership’s consolidated current assets
consisted of the followihg:

o Cash and cash equivalents - $43,427,000

e Accounts receivable - $103,489,000

e Amounts due frqm related companies - $2,266,000

« " Tnventory - $6,594,000

¢ Prepaid Expenses - $12,991,000

e Restricted cash - $13,900,000

(i) Non-Current Assets
68. As at August 31, 2009, the Limited Partnership’s consolidated non-current assets
consisted of the following:

o Property and equipment - $340,980,000

o Other assets (pension assets, deferred financing costs and advertising rights) -
$26,195,000

-

e Goodwill - $95,034,000 -

69. With respect to property and equipment, the Limited Partnership held the
following as at August 31, 2009:

_Mf 2 _ RN

$29.329,000

Buildings ~ $196,646,000 $83,225,000 $113,421,000
Machinery and equipment $644,629,000 $450,307,000 $194,322,000
Leasehold and land improvements - $12,877,000 $8.969,000 $3,908,000

TOTAL $883,481,000 $542,501,000 $340,980,000
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B. Liabilities
70. As at August 31, 2009, the Limitéd Partnefship had total consolidated liabilities of
approximately $1.719 billion (increased from approximately $1.656 billion as at August 31,

~ 2008). These liabilities consisted of consolidated current liabilities of $1.612 billion and

consolidated non-current liabilities of $107 million.

()  Current Liabilities

71. As at August 31, 2009, the Limited Partnership’s consolidated current liabilities
included the following: '

e Accounts payable and Accrued Liabilities - $126,260,000

e Amounts due on Swap Settlement - $68,874,000

e Income Tax Payable - $12,000

e Amounts due to related companies - $3,Z77,0()0

e Curtent portion of long-term debt - $1,380,094,000

e Current portion of obligations under capital leases - $3,138,000

72. The current portion of long-term debt consisted of all of the debt obligations of
the LP Entities. As described herein, the Limited Partnership is currently in default under the LP
Credit Agreement and the LP Senior Subordinated Credit Agreement as well under the LP Note
Indenture. As a result, the LP Secured Lenders, the LP Subordinated Lenders and/or the LP
Noteholders may take steps to demand immediate payment of their respective debts. These
defaults caused additional defaults under related foreign currency and interest rafe swaps, and the
swap counterparties have demanded immediate repayment in the aggregate amount of $69.8
million (described as “amounts due on swap settlement”) in paragraph 70. In total, an aggregate
principal amount of approximately $1.45 billion of indebtedness is now due within one year and

has been categorized as “current liabilities” for accounting purposes.

(i)  Non-Current Liabilities
73. As of August 31, 2009, the Limited Partnership’s consolidated non-current
liabilities consisted of the following:
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o Obligations under capital ngges -_”ﬂ(ig‘,'_’69‘6,000 B
e Accrued pension, post-reﬁréglent and other liai)ilities - $75,318,000

o Future income taxes - $27,478,000
C. Partner’s Deficiency
74, As at August 31, 2009, the Limited Partnership had total consolidated partner’s
deficiency of approximately $1.074 billion (increased from approximately $1.008 billion as at
August 31, 2008). The consolidated partner’s deficiency consists of the folloWing:

° Péttner’s capital - $39,188,000

e Contributed surplus - $55,000,000

¢ Deficit— ($1,168,093,000)

D. Revenues

75. The Limited Partnership has been experiencing deteriorating financial results over
the past year. For the year ended August 31, 2009, the Limited Partnership’s consolidated
revenues décreased by $181.7 million, or 15%, to $1.021 billion as compared to $1.203 billion
for the year ended August 31, 2008. For the yéar ended August 31, 2009, the Limited Partnership

reported a consolidated net loss of $66.0 million, compared to consolidated net earnings of

$143.5 million, for fiscal 2008.

E. Secured Debt and Credit Facilities

76. As more fully deééribed below, the Limited Partnership had consolidated
indebtedness totalling $1.45 billion as at August 31, 2009:

Limited Senior Secur: ,000 . $116,000,0
Parinership Credit Facility — '
revolver
Senior Secured 2012 $265,000,000 $262,692,000 $262,028,000
Credit Facilities — .

.
&
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credit C : o
Senior Secured 2014 |7 US$458,042,000° $497,311,000 " $483,999,000
Credit Facilities —~ '
.creditD .
Amounts due on $68,874,000 $68,874,000 $68,874,000
. swap settlement .
Senior 2015 $75,000,000 $74,235,000 $74,152,000
Subordinated .
Unsecured Credit
Facility ) .
Senior 2015 | US$400,000,000 $429,856,000 $415,766,000
Subordinated
Unsecured Notes . ,
TOTAL $1,382,916,000 $1,448,964,000 $1,400,819,000
* a]l facilities are in default and therefore all are due immediately
()  LP Credit Agreement
77. As noted above, CanWest MediaWorks (now the Limited Partnership) entered

into the LP Credit Agreement dated as of July 10, 2007 with The Bank of Nova Scotia, as LP
Administrative Agent, the LP Secured Lenders and the LP Guarantors. The LP Credit Agreement
_ provides the Limited Partnership with the LP Secured Credit Facilities, which include:

(a)

®)

(©)

a revolving five-year credit facility (including a swingline facility of $15 million
(the “LP Swingline Facility™)) of up to $250 million (the “LP Revolving
Facility”), which was effectively capped at the time of default on May .29, 2009
by the LP Secured Lenders at the amount outstanding of $116 million plus
outstanding letters of credit;

a non-revolving term credit facility in the amount of $265 million (the “Credit C

Facility™); and

a non-revolving term credit facility in the amount of US$458 million (the “Credit

D Facility”).

A copy of the LP Credit Agreement, as amended without appendices and signature pages, is
attached as Exhibit “F” to this Affidavit.

78.

The LP Revolving Facility was to mature in July 2012 and bears interest at prime

plus a margin (payable on a monthly basis) for prime rate or base rate advances or at the last day
of the applicable LIBOR period for LIBOR advances. As at August 31, 2009, the LP Revolving
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Facility had an interest rate of 3.75% per. annym and outstanding borrowings of $116 million net

of outstanding letters of credit of $2.0 million. The availability under the LP Revolving Facility
has been permanently reduced to the level of current borrowings of $116 million plus
outstanding letters of credit as a result of the defaults on May 29, 2009 and as agreed in the

Forbearance Agreement.

79. The Credit C Facility was to mature in July 2012, bears interest at prime or
LIBOR plus a margin (payable on a monthly basis), and is subject to principal payment
reductions of a minimum of 1.25% per quarter beginning in the fourth quarter of fiscal 2009 and
2.5% per quarter beginning in the fourth quarter of fiscal 2010. As at August 31, 2009, the Credit

C Facility had an infergst rate of 3.75% per annum and outstanding principal of approximately
$265 million.

80. The Credit D Facility was to mature on July 13, 2014 and beats interest on a
monthly basis in respect of base rate advances. Floating rate advances are based upon LIBOR
rate or base rate plus a margin. The Limited Partnership had previously entered into a foreign
currency and interest rate swap (the “LP Foréign Currency and Interest Rate Swap”) to fix
the interest and principal payments on a notional amount of US$466 million, which reduced with
principal payments on the debt,’at a fixed currency exchange rate of US$1:$1.0725 until July
2014, resulting in a swap adjusted effective interest rate of 7.5% per annum.

81. As a result of the Events of Default (és defined in the LP Credit Agreement)
occurring in respect of the LP Secured Credit Facilities (described below), including the failure
1o pay the interest and principal reduction payments which were due on May 29, 2009 in respect
of the LP Secured Credit Facilities, Events of Default (as defined in the LP Foreign Currency
and Interest Rate Swap and LP Notes Swap agreements) were triggered in respect of the LP
Foreign Currency and Interest Rate Swap and the LP Notes Swap (defined below).
Consequently; all swaps were terminated by the swap counterparties effective late May and early
June of 2009. Settlement payments in the aggregate amount of approximately $68.9 million are
now owed by thé LP Obligors to the swap counterparties as a result of the early termination of

the swaps. These amounts are accruing interest daily. These unpaid swap amounts rank pari

passu with amounts owing under the LP Credit Agreement. Since the LP Foreign Currency and

Interest Rate Swap (defined below) was terminated, the Credit D Facility is no longer hedged .

.
#
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against foreign currency ﬂuctuatmns Pursuant to the ferms of the Forbearance Agreement
(which is now expired), the LP Obhgors égréed to make all payments of interest and fees when

due in accordance with the terms of the swap dgreements on a going forward basis.

82. As at August 31, 2009, the indebtedness under the Credit D Facility totalled
approximately US$458 million and bore interest at the rate of 4.8 % per annum.

- 83. " The LP Guarantors (collectively with the Limited Partnership, the “LP

Obligors”) have guaranteed -the payment and performance of the Limited Partnership’s
obligations under the LP Secured Credit Facilities and the obligations of the LP Obligors under
or in connection with any swap transaction (including now terminated foreign currency and
interest rétte hedging transactions) and cash consolidation, cash management and electronic funds
transfer arrangements (collectively, tﬁe “QOther LP Secured Obligations™). "

84. The amounts outstanding from time to time under the LP Secured Credit Facilities
and including the Other LP Secured Obligations are secured by charges against all of the assets
of the LP Obligors pursuant to various security arrangements (including a General Security
Agreement) in favour of CIBC Mellon Trust Company of Canada, acting in its capacity as
cpllateral agent (the “Security”).

8s. The LP Secured Credit Facilities are subject, infer dlia, to the following financial

covenants:

o Total leverage ratio (the ratio calculated by dividing total debt by EBITDA (as
defined in the LP Credit Agreement) for the Limited Partnership’s four most recently
completed fiscal quarters) not exceeding 5.75 times; ‘

e Senior leverage ratio (the ratio calculated by dividing senior debt at such time by
EBITDA (as defined in the LP Credit Agreement) determined on an adjusted
consolidated basis for the Limited Partnership’s four most recently completed fiscal
quarters) not exceeding 3.75 times; and

e Interest coverage ratio (the ratio calculated by dividing EBITDA (as defined in the LP
Credit Agreement) for the Limited Partnership’s four most recently completed fiscal
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quarters by interest expense for such period) not to be less than 1.75 times prior to
August 31, 2009 and 2.00- fimids théreafter.

86. With respect to partnership distributioﬁs, under the LP Credit Agreement, the
Limited Partnership is permitted to use up to $75 million of the LP Revolving Facility to make
distributions to its partners in cash, securities or otlier property so long as no default under the LP
Credit Agreement has occurred and is continuing or would result from such dist'ributions, and
such distributions do not exceed (in the aggregate) $75 million plus the lesser of (a) Distributable
Cash (as defined in the LP Credit Agreement) and (b) EBITDA (as defined in the LP Credit
Agreement) less 1.4 times interest expense for the Limited Partnership’s four most recent
consecutive fiscal quarters. As the Limited Partnership is currently in default under the LP Credit
Agreement, the Limited Partnership cannot make any further distributions to its partnets.

87. Under the terms of the LP Credit Agreement, an Event of Default (as defined in
the LP Credit Agreement) occurs, inter alia, when any LP Obligor becomes a party to a
proceeding seeking court protection from its creditors. Absent a stay of proceedings, upon such

an insolvency filing, the LP Credit Agreement will terminate and all obligations under the LP

~ Secured Credit Facilities will become automatically due and payable without presentment,

demand, protest or other notice of any kind. In ‘addltmn, the Forbearance Agreement expired and
the LP Administrative Agent is now entitled to proceed to enforce its rights and remedies under
the LP Credit Agreement. In addition, the LP Obligors would be required, absent a stay of
proceedings, to deposit the full face amount at maturity of all letters of credit. The LP Obligors
do not have the financial resources to satisfy their obligations under the LP Credit Agreement

should the obligations thereunder become due and payable.

88. As at August 31, 2009, the Limited Partnership had total outstanding borrowings
on the LP Secured Credit Facilities in an amount that is the Canadian dollar equivalent of

approximately $953.3 million (exclusive of unpaid interest).

89. On May 29, 2009, Canwest Global announced that the Limited Partnership would
be in breach of certain financial covenants in the LP Credit Agreement as of May 31, 2009. At
that time, Canwest Global also announced that the Limited Partnership would not make certain
interest and principal reduction payments aggregating approximately $10 million whieh were

¢
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due on May 29, 2009 in respect of the Credlt D Famhty A copy of the news release dated May
29, 2009 is attached as Exhibit “G” t0 th1s Afﬁdav1t

90. On June 1, 2009, the LP Entities received a letter from the LP Administrative
Agent advising that the breach of the financial covenants in the LP Credit Agreement and the
missed interest and p;rincipal reduction payments that were due on May 29, 2009 in respect of the
Credit D Facility were Events of Default as defined in the LP Credit Agreement. The LP
Administrative Agent noted that the LP Secured Lenders reserved their rights to fully invoke
their rights, remedies, powers or privileges under the LP Credit Agreement and the Security or as
otherwise available at law or in equity, at any time as they deem appropriate with respect to the
Events of Default that had occurred or that may occur in the future. A copy of the letter from the
LP Administrative Agent dated June 1, 2009 is attached as Exhibit “H” to this Affidavit.

91. On June 3, 2009, the LP Obligors responded to the LP Administrative Agent and
requested that the LP Administrative Agent communicate to the LP Secured Lenders a request
that they not enforce their rights under the LP Credit Agreement as a result of the Events of
Default at that time. The LP Obligors also advised the LP Administrative Agent that, in the near
term, the LP Entities would be (i) considering the engagement of an experienced restructuting
advisor; (ii) providing access to advisors of a steeting committee of the LP Secured Lendersto a
comprehensive data room; and (iii) developing a timeline for a sale and/or investment
solicitation effort with RBC Capital Markets as part of a recapitalization“:effort. A copy of the
letter from the LP Obligors (undated but sent on June 3, 2009) is attached as Exhibit “I” to this
Affidavit.

92. The LP Administrative Agent responded to the LP Obligors’ June 3 letter on
June 12, 2009. In the response, the LP Administrative Agent confitmed thaf it had advised the
LP Secured Lenders of the LP Obligors® request not to accelerate the obligations owing under
the LP Credit Agreement. The LP Administrative Agent reiterated that the LP Secured Lenders
continued to reserve their rights under the LP Credit Agreement. A copy of the letter from the LP
Administrative Agent dated June 12, 2009 is attached as Exhibit “J ” to this Affidavit.

93. By letter dated June 24, 2009, the Limited Partnership advised the LP
Administrative Agent that it would not be making any further payments of interest, principal or
fees due under the terms of the LP Credit Agreement on or after May 29, 2009. A copy of the
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letter from the Limited Partnership to the LP Adm1mstrat1ve Agent dated June 24, 2009 is
attached as Exhibit “K” to this Affiddvit;” T

9%, Altogethet, the LP Obligors were not able to make principal, interest and fee
payments owing undet the LP Credit Agreement on May 29, 2009, June 21, 2009, June 22, 2009,
July 21,2009, July 22, 2009 and August 21, 2009. The LP Obligors have been in default under
the LP Credit Agreement since May 29, 2009. '

(i) The Forbearance Agreement

95. On or around August 31, 2009, the LP Obligors and certain of the LP Secured
Lenders entered into the Forbearance Agreement pursuant to which the LP Secured Lenders
agreed to forbear, subject to certain terms and conditidns, from taking steps to proceed with
enforcement of security held in support of the loans under the LP Credit Agreement in order to
allow the LP Obligors and the LP Secured Lenders an opportunity to negotiate a pre-arranged
restructuring, recapitalization or reorganization of the financial affairs of the LP Entities. A copy
of the Forbearance Agreement is attached as Exhibit “L” to this Affidavit. 4

9. - The Forbearance Agreement expressly contemplated that the LP Obligors and the
LP Secured Lenders would negotiate the terms of a pre-packaged restructuring or recapitalization
transaction (the “Pre-Pack™) to be effectuated under CCAA protection. Schedule “C” to the

Forbearance Agreement established “Pre-Pack Milestones™ including:

e on or before September 15, 2009, agreement to the terms, timing and conduct of the
SISP;

e on or before September 30, 2009, agreement on the principal terms of a Pre-Pack

arrangement and its method of implementation; and

e on or before October 15, 2009: (i) delivery by the LP Administrative Agent to the LP
Obligors of a written proposal fof a Pre-Pack approved by sufficient LP Secured
Lenders and counter-parties to the swap agreements; (ii) documentation of the terms
of restructuring or termination of existing shares services agreements, allocation of

fees for sepatate restructurings of the LP Entities and the CMI Entities and terms of
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1

governance of the LP Obligors during the course of any CCAA proceeding; and (iii)
agreement on a proposed Tritial Order. :

The Forbearance Agreement also required the LP Obligors to submit regular

rolling cash flow reports and provided that total operating disbursements and receipts from the

previous four week period could not deviate from their resbective cash flow projections by

negative variances greater than 10%.

98.

99.

Under the Forbearance Agreement:

the LP Secured Lenders had no obligation to make any further advances and the
Swingline Availability (as defined in the LP Credit Agreement) was cancelled;

the LP Obligors were not permitted to make payments in excess of $1,000,000
individually or $5,000,000 in the aggregate except as expressly contemplated in the
cash flow projections delivered to the LP Administrative Agent;

immediate payment was required in respect of all outstanding interest and fees under
the LP Credit Agreement and swap agreements and the Limited Partnership was
required to continue to make current and ongoing payments in respect of interest and

fees under such agreements when due; and

without the written consent of the LP Administrative Agent, no payments could be
made to other Canwest entities except in accordance with the terms and conditions of
certain existing shared services agreements and no mew agreements for shared

services with the Canwest entities could be entered into.
By its terms, the Forbearance Agreement expired on the earlier oft
October 31, 2009;

failure of the LP Obligors to meet any of the Pre-Pack Milestones to the satisfaction
of the LP Secured Lenders;

delivery by the Limited Partnership to the LP Administrative Agent of notice of a
proceeding to obtain court protection;
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e unless waived by the LP Adrmmstratlve Agent recelpt by the Lp Obligors of a notice
of acceleration by the LP Notenolders,

s the occurrence of any default or event of default other than defaults and events of -

default for which the Forbearance Agteement was provided; or

o the failure of the LP Obligors to comply with their obligations under the Forbearance
' Agreement.

100. On - August 31, 2009, the Limited Partnership transferred $13.9 million to a
restricted bank account that was used to pay outstanding interest owing on the LP Secured Credit

Facilities pursuant to the terms of the Forbearance Agreement.

101. The LP Obligors and the LP Secured Lenders did not achieve the Pre-Pack
Milestones set out in the Forbearance Agreement. As a result, the LP Obligors had to request,
and wete granted, numerous short-term extensions to the milestones by the LP Secured Lenders.
These included extensions of Pre-Pack Milestones to September 22, 2009, September 29, 2009,
October 7, 2009, October 15, 2009, October 30, 2009 and November 9, 2009. A copy of the last
waiver and extension letter dated October 30_2 2009 is attached as Exhibit “M” to this Affidavit.

. 102. On two occasions, the LP Obligors were also required to request amendments to

the Forbearance AAgreement because actual cash receipts in their rolling cash flow reports
deviated from cash flow projections by in excess of the permitied 10% negative variance. By
letter dated October 9, 2009, the LP Obligors requested that the LP Secured Lenders consent to:
(i) the total negative receipt variance of 12% reported in the rolling cash flow reports dated
October 8, 2009; and (ii) a maximum total negative receipt variance of up to 20% for all future
rolling cash flow reports. Pursuant to the Waiver and Amendment Agreement to the Forbearance
Agreement between the LP Obligors and the LP Administrative Agent, the LP Administrative
Agent agreed, inter alia, to: (i) waive the termination events under the Forbearance Agreement
and the events‘of default and defanlts under the LP Credit Agreement; and (ii) amend section
6(b) of the Forbearance Agreement to increase the maximum negative variance from 10% to
20% for the period from October 18, 2009 to October 25, 2009. A copy of the Waiver and
Amendment Agreement to the Forbearance Agreement is attached as Exhibit “N” to this
Affidavit.

48
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103. On November 9, 2009, with requests by the LP Obligors for additional waivers,
extensions and maximum negative vaHAncss outstandmg, the Forbearance Agreement expired on
its terms. As a result, the LP Obligors are in default under the LP Credit Agreement and the LP
Secured Lenders have since that date been in a position to take steps to demand immediate’
payment of all amounts owing under the LP Credit Agreement (which totalled the Canadian

dollar equivalent of approximately $953.3 million (exclusive of unpaid interest) as at August 31,
2009).

(iiij) LP Senior Subordinated Credit Agreement

104. CanWest MediaWorks (now the Limited Partnership) entered into the LP Senior
Subordinated Credit Agreement dated as of July 10, 2007 with The Bank of Nova Scotia, as
Subordinated Agent, the LP Subordinated Lenders and the LP Subordinated Guatantors, which
provides the Limited Partnership and the other LP Entities with access to an unsecured credit
facility (the “LP Senior Subordinated Credit Facility”) of up to $75 million. A copy of the LP
Senior Subordinated Credit Agreement is attached as Exhibit “O” to this Affidavit.

105. The LP Senior Subordinated Credit Facility was to mature in July 2015 and bears
interest at one of prime rate, base rate or LIBO rate. Interest is payable monthly with respect to
prime rate and base rate advances or on the last day of the applicable LIBO period for LIBO
advances. As at August 31, 2009, the LP Senior Subofdinated Credit Facility had an effective
interest rate of 9.0% per annum and the Limited Parﬁxership had outstanding borrowings- under
the facility of $75 million. '

106. The LP Subordinated Guarantors have provided unsecured guarantees of the
payment and performance of the Limited Partnership’s obligations under the LP Senior
Subordinated Credit Agreement. Pursuant to an Intercreditor Agreement dated as of July 10,
2007 (the “Intercreditor Agreement”), the obligations of the Limited Partnership and the LP
Subordinated Guarantors are subordinated and postponed until the payment in full of Senior
Indebtedness (as defined therein), including all amounts owing by the Limited Partnership and
the LP Subordinated Guarantors under the LP Credit Agreement, all documentation secuting the
LP Secured Credit Facilities, swap agreements and money transfer and payroll services, foreign
currency exchange, cash management and any other services provided by a lender under the LP
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Credit Agreement. The unsecured guarantees rank pari passu with all other senior subordinated-
indebtedness of the Limited Partnerstip; including indebtedriess under the LP Note Indenture.

107. The failure of the Limited Partnership to pay the interest due and payable on May
31, 2009 in respect of thé LP Credit Agreement resulted in an event of default under the LP
Senior Subordinated Credit Agreement. Under the terms of the LP Senior Subordinated Credit
Agreement, an event of default also occurs upon the occurrence of a default under any agreement
related to the Limited Partnership’s or any LP Subordinated Guarantor’s indebtedness or swap
obligations, which permits the acceleration of the date on which the indebtedness or swap

obligations become due.

108. An event of default also ‘occurs under the LP Senior Subordinated Credit

Agreement when the Limited Partnership or any LP Subordinated Guarantor becomes subject to

any proceeding seeking court protection from its creditors. Absent a stay of proceedings, a

CCAA filing causes a termination of the LP Senior Subordinated Credit Agreement with all
obligations thereunder becoming automatically due and payable without presentment, demand,
protest or other notice of any kind (subject to the terms of the Intercreditor Agreement). In
addition, the Limited Pg;tnership and/or the LP Subordinated Guarantors would be required,
absent a stay of proceedings, to deposit the full face amount at maturity of all letters of credit
now outstanding. Furthermore, the Limited Partnership would also be required to cause all cash
flow of the Limited Partnership and LP Subordinated Guarantors to be paid directly to the LP
Subotdinated Agent upon demand by the LP Subordinated Agent (subject to the terms of the
Inter-creditor Agreement). The Limited Partnership and the LP Subordinated Guarantors do not
have the financial resources to satisfy their obligations under the LP Senior Subordinated Credit
Agreemeht should the LP Subordinated Agent demand payment of the LP Senior Subordinated
Facility.

109. On June 12, 2009, the LP Subordinated Agent sent a lefter to the Limited
Partnership and the LP Subordinated Guarantors advising them that the above-referenced
occurrences of events of default under the LP Credit Agreement constituted events of default
under the LP Senior Subordinated Credit Agreement. The LP Subordinated Agent also advised
that (i) the LP Subordinated Lenders had not waived and did not intend to waive, any
outstanding default or event or default; and (ii) the making of any advance under the LP Senior



-33-

Subordinated Credit Agreement by an}; of the LP Subordinated Lenders, or any LP Subordinated
Lender’s agreement to make any sisch ”aﬁvance,dld not chfistitute an agreement or obligation to
make any further or other advance io the Limited Partnership. The LP Subordinated Agent
expressly reserved its rights under thie LP Senior Subordinated Credit. Agreement and the other
loan documents with respect to the events of defanlts under the LP Senior Subordinated Credit
Agreement that have occurred or may subsequently occur. A copy of the letter from the LP
Subordinated Agent dated June 12, 2009 is attached as Exhibit “P” to this Affidavit.

-110. By letter dated June 24, 2009, the Limited Partnership and the LP Subordinated
Guarantors notified the LP Subordinated Agent that they would not be making any payments in
respect of interest, principal or other fees due under the terms.of the LP Senior Subordinated
Credit Agreement on or after May 29, 2009. The Limited Partnership and the LP Subordinated
Guarantors failed to make the interest payment due and payable on June 21, 2009 under the LP
Senior Subordinated Credit Agreement, and the LP Senior Subordinated Credit Agreement is
now in default. A copy of the letter to the LP Subordinated Agent dated June 24, 3009 is attached
as Exhibit “Q” to this Affidavit.

-111. . There are no waivers or forbearance agreements in place between the Limited
Pértnership, the LP Subordinated Guarantors and the LP Subordinated Lenders. ‘

(iv) LP Notes

112. On July 13, 2007, CanWest MediaWorks (now the Limited Partnership) entered
into the LP Note Indenture with the LP Note Indenture Guarantors, the Bank of New York, as
U.S. trustee, and BNY Trust Compariy of Canada as Canadian trustee in connection with the
issuance of the LP Notes in an aggregate principal amount of US$400 million. A copy of the LP
Note Indenture is attached as Exhibit “R” to this Affidavit.

113. Under the terms of the LP Note Indenture, the Limited Partnership is required to
make semi-annual interest payments to the LP Noteholders. The LP Notes bear interest at 9.25%
per annum and are due in August 2015. The LP Notes have a variable prepayment option at a
premium. The LP Note Indenture Guarantors have guaranteed the payment and performance of
the amounts owing by the Limited Partnership under the LP Note Indenture.
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114, On July 13, 2007, after SLgmng the LP Note Indenture, the Limited Partnershlp
entered into a US$400 million forelgn currency and interest rate swap resulting in a fixed
currency exchange rate of US$1:$1.0725 until July 2015 and a fixed interest rate of 9.1%. per
annum (the “LP Notes Swap”). As noted above, as a result of defaults occurring in respect of the

LP Credit Agreement (described above), defaults were triggered in respect of the LP Foreign

- Currency and Interest Rate Swap and the LP Notes Swap. Consequently, the swap counterparties

terminated all swap instruments and demanded immediate payment of an aggregate amount of

_ approxunately $68.9 million from the LP Obligors. The LP Obligors have not satisfied this

demand and do not have adequate liquidity to satisfy this demand or any such demand.

115. The LP Notes ate unsecured obligations of the Limited Partnership and the LP
Note Indenture Guarantdrs. They are expressly subordinated to all Senior Indebtedness (as
defined in the LP Note Indenture) of the Limited Partnership and the LP Note Indenture
Guarauntors, including: (i) indebtedness undef the LP Credit Agreement; (ii) all swap obligations
of the LP Obligors; (iii) all reimburseraent obligations of the LP Obligors in respect of amounts
paid under letters of credit or other similar instruments; and (iv) any other indebtedness that does
not by its tefms provide that such indebtedness is to rank pari passu with, or subordinate to, the
LP Notes. The LP Notes rank pari passu to all other indebtedness of thq»']:i'mited Partnership,
including the LP Senior Subordinated Credit Facility, which does not constitute Senior
Indebtedness (as defined in the LP Note Indenture). |

116. Under the terms of the LP Note Indenture, an event of default occurs upon the
failure by the Limited Partnership or any LP Note Indenture Guarantor to pay when due
principal, interest or premium in an aggregate amount of US$25 million or more which default is
not cured, waived or pdstponed within 60 days after written notice is provided or the acceleration
of indebtedness aggregating US$25 million or more is not rescinded or annulled within 30 days
after written notice is provided. Accordingly, the LP Noteholders are currently in a position to
take steps to demand immediate repayment of all amounts outstanding under the LP Notes as a
result of the events of default under the LP Credit Agreement and the LP Senior Subordinated
Credit Agreement. As noted above, the failure to pay the interest due on August 1, 2009 also
resulted in an event of default under the LP Note Indenture on September 1, 2009. A copy of the
news release dated August 3, 2009 is attached as Exhibit “8” to this Affidavit,
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117. An event of default under the LP Note Indenture occurs when the Limited
Partnership or any Significant Subs1€1iary(assuch terfh i§ defined in rule 1-02(w) of regulation
'S-X under the US. Securities Act of 1933) commences a voluntary insolvency proceeding.
Cogsequently, the commencement of this CCAA proceeding will also constitute an event of
default under the LP Note Tndenture, The result of this event of default would be that, absent a
stay of proceedings, all principal, premium, if any, and interest now outstanding with respect to
the LP Notes would become due and payable immediately without any declaration or other act.
F. Distributions |
118. The Limited Partnership has historically made monthly distributions to its then
partners, CMI and CCI. Throughout fiscal 2008, the Limited Partnership made distributions of
Distributable Cash (as defined in the LP Credit Agreement) to partners of the Limited
Partnership in accordance with the Amended and Restated Limited Partnership Agreement (the
“Partnership Agreement”). Distributions were approved quarterly in advance by the Board of
Directors of CanWest MediaWorks (Canada) (now CCI) (the “Board™). As approved by the
Board, monthly distributions were made on issuance of an officers’ certificate signed by the
President, Publications and the Executive Vice-President and Chief Financial Officer of the
Limited Partnership each month (the “Complian_ce Certificate”). The Compliance Certiﬁcates»

stated that each of those officers had reviewed the financial statements and other documents

relevant to the business of Canwest and Canwest MediaWorks (now the Limited Partnership)

and that, to their knowledge, no events had occurred that would adversely impact the ability of

the Limited Partnership to pay the distributions that bad been declared.

119. During the four months ended December 31, 2008, the Limited Partnership made.

monthly distributions to its partners aggregating approximately $45 million. At the time of all of
these monthly distributions, the Limited Partnership was in- compliance with the Partnership

Agreement and all of its various lending arrangements.

120. On December 15, 2008 the Limited Partnership revised its quarterly forecast for
the balance of fiscal 2009. Based upon this forecast, its senior management believed that the
Limited Partnership would remain in compliance with its financial covenants throughout fiscal
2009. Although the Limited Partnership’s forecasts were typically only updated and revised by
l.its senior management on a quarterly basis, on January 23, 2009, the Limited Partmrship’s
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senior management revised the December forecast due to weaker than expected results in
December 2008 and based upon aii kpécted further detétibration of results in January 2009. It
was concluded at the time that, although the Limited Partnership was in full compliance with its
financial covenants under the LP Credit Agreement, it could possibly breach its financial
covenants later in fiscal 2009. Accordingly, the January 2009 distribution to partners of the
Partnership Agreement was not made. Between January 1, 2009 and May 29, 2009, the Limited
Partnership’s did not make any distributions to its partners due to concerns surrounding potential
financial covenant breaches under the LP Secured Credit Facilities and by limitations on
availability of Distributable Cash. Since May 29, 2009, the Limited Partnership has been unable
to make distributions because of both financial covenant breaches and failures to make the

interest and principal reduction payments in respect of the LP Credit Agreement.

EMPLOYEES

121. As noted above, as of August 31, 2009, Canwest employed approximately 7,000
FTE employees. Of that number, the LP Entities (primarily CPI) employed approximately 5,300
FTE employees (including approximately 390 FTE employees who work in ‘shared services (as
described below)). Appr.ofdmately 1,300 of the 5,300 FTE employees of the LP Entities. are
situated in Ontario. -

122. Approximately 45% of the LP Entities’ employees are employed under a total of
43 collective agreements. As at July 22, 2009, the LP Entities” unionized employees had filed a

total of 73 active grievances, 12 of which are currently at the arbitration stage.

123. Twenty-five of the LP Entities’ bargaining units are represented by the
Communications, Energy and Papef Workets Union (“CEP”); 12 are represented by the
Communications Workers of America (“Guild”) (“CWA”); three ate rei)resented by the National
Automobile, Aerospace, Transportation and General Workers Union (“Canadian Auto Workers™)
(“CAW?™), two are represented by the Teamsters/Graphics Communications _Conference Union
(“Teamsters”); and oné is represented by the Calgary Printing Trades Union (“CPTU”). In
general, collective agreements in the LP Entities’ operations relate to individual newspaper
publications or business units or locations, rather than multiple locations. As of September 30,
2009, seven of the 43 collective agreements have expired, two of which are in conciliation. By

January 1, 2011, three-quarters of the LP Entities’ collective agreements will have expired.
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124. As at August 31, 2009, the Limited Partnership employed approximately 390 FTE
employees working in shared servicé§ firictions in Tordnto, Ontatio and Winnipeg, Manitoba.
Shared service functions include de;partments such as human resources, the ReachCanada call
centre, accounting and businéss services and IT services. Eﬁlployees in the shared services areas

support the CMI Entities and the CW Media Segment as well as the LP Entities.

PAYROLL OBLIGATIONS

125. The LP Entities’ consolidated gross payroll obligation (including salaries for full-
time and part-time workers, salaries for freelancers and temporary workers, commissions and

bonuses) for their employees for the year ended August 31, 2009 was approximately $376.3

million.

126. The LP Entities also offer benefits and perquisites to their eligible salaried and
hourly employees, including benefits prov1ded through group insurance programs. These benefits
and perquisites include, but are not limited to, employee medlcal dental, dlsablhty, accidental
deal and dismemberment, life insurance and similar benefit plans, share compensation and stock

option plans, automobile allowances and leased automobiles, club memberships and employee

assistance programs. The total amounts paid by the LP Entities for group benefits and perquisites

(excluding share compensation plans and employee assistance programs) for eligible hourly and
salaried employees during the year ended August 31, 2009 (excluding all statutory withholdings)
totalled approximately $37.5 million.

PENSION, POST-RETIREMENT AND POST-EMPLOYMENT BENEFITS

127. CPI maintains in the aggregate two defined benefit pension plans that are
registered under the Ontario Pension Benefits Act, R.S8.0., 1990, c. P.8 (the “Ontario DB
Pension Plans”) and one defined benefit pension plan that is registered under the British
Columbia Pension Benefits Standards Act, R.SB.C., 1996, ¢. 352 (the “British Columbia DB
Pension Plan”) (collectively, the “DB Pension Plans”).

128. The Ontario DB Pension Plans and the British Columbia DB Pension Plan are as

follows:

Ontario DB Pension Plans
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o CanWest Publications Inc. Retirement Plan (“CPI Plan™); and
o CanWest Windsor Star Group Iné. Pension Plan (“Windsor Star Plan”).

British Columbia DB Pension Plan

o CanWest Pension Plan for Vancouver Island Employees (“Vancouver Island -

Plan”)?

129. Mercers (Canada) Ltd. (“Mercers”) is the actuary for the DB Pension Plans. As at
the effective date of the last filed actuarial valuations (i.e. as at December 31, 2008), the DB
Pension Plans had, in the aggregate, approximately 2,210 active members and 685 pensioners,

survivors and other non-active DB Plan members.

130. In addition to the DB Pension Plans, the LP Entities maintaiﬁ and contribute to

the following three defined contribution pension plans:

o Retirement Plan for Management and Non-Bargaining Unit Employees of Global
Communications Limited®;

e Pension Plan for the Employees of Saskatoon Star Phoenix and Regina Leader-
Post,;

e Defined Contribution Component of the Vancouver V‘Island Plan; and
e Pension Plan for Employees of CanWest Interactive Inc.*
131. CPI also contributes to the folloWing multi-employer pension plans:
e GCIU Supplemental Retirement and Disability Fund;
e GCIU Employer Retirement Fund for Canada;
¢ CWA/ITU Negotiated Pension Plan (Canada);
e Canadian Multi Employer Retirement Fund for the Graphic Arts Media;

¢ GCIU Local 525 Pension Plan;

2 This plan provides benefits on both a defined benefit and a defined contribution basis; see paragraph 129

3 Note that the main sponsor of this plan is CTLP. At present, 237 employees of the LP Entities participate in this
plan. .

4 Note that the Affidavit of John Maguire sworn October 5, 2009 in support of the application of Canwest Global
and certain other entities for protection under the CCAA incorrectly referred to the Pension Plan for Bmployees
of CanWest Interactiye Inc. as a pension plan maintained and coniributed to by the CMI Entities.

¥
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o Pacific Press Retirement Plan and Trust Fund; and
o CEP Multi Employét Pefiéioi Plan.
In addition to the above, a discrete number 6f employees of the LP Entities participate in certain

other pension plans which are maintained by other Canwest entities.

132. The annual special payments and current service costs for each registered DB

Pension Plan and the date of the most recent valuation report that determined these amounts are

as follows:

1. CPIPlan’ $_8,531,139 $17,529,108 $7,706,965 12/31/08 $101,904,036
2. Windsor Star Plan’ $132,334 $148,214 $49,301 12/31/08 $751,078
3. Vancouver Island Plan® $1,631,723 $889,344 $508,207 12/31/08 . $3,694,467
TOTAL $10,295,196 | $18,566,666 $8,264.473 $106,349,581
® The Solvency Deficiencies shown in the above table assume that the solvency assets include the present value of

five years of previously established special payments
0 Estimated Annual Current Service Cost is based on the rule for computing the Employer’s current service costs (as

reflected in the valuation report) updated to reflecta recent estimate of active membesship in the plan, and
corresponding current payroll and employee contribution levels

. Plans have going concern unfinded lisbility in addition to solvency deficiency. Special payments include
payments towards going concern unfunded liability and solvency deficiency

133, The DB Pension Plans are valued on a regular basis, in accordance with the
requirements of their fespective governing legislation. The DB Pension Plans are next required to
file actuarial valuations effective as of December 31, 2009. As a result of the recent economic
decline and the concurrent negative results in the financial marketplace, the current actuarial
valuations (i.e., those as at December 31, 2008), reflect significantly detetiorated financial
positions for the DB Pension Plans from that reported in the previously filed actuarial valuations
(i.e., those as at December 31, 2007). Increased special payments for the DB Pension Plans
retroactive to January 1, 2009 have been fully paid and all required contributions to date for
current service and special payments have been remitted. The LP Entities intend to continue to

make special payments throughout the course of this CCAA proceeding, and the special

¥
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payments and current service contributions are contemplated in the cash flow projections
described below.

134. The Limited Partnership maintains the Canwest MediaWorks Limited Partnership
Retirement Compensation Arrangement Plan (the “LP RCA”). A November 2008 valuation (the
“LP RCA Valuation™) estimated that the settle’ﬁlent liabilities under the LP RCA for the period
ending December 31, 2009 were approximately $2 million. The LP RCA Valuation estimated
that net assets (after provision for expenses) available to provide benefits Would be
approximately $0.1 million. The difference between the net assets and estimated settlement
liabilities (approximately $1.9 million) was secured by an irrevocable letter of credit (the “LP
RCA Letter of Credit”) held by; Royal Trust Corporation of Canada in its capacity as the trustee
of the LP RCA ("Royal Trust"). The Limited Partnership was not able to make arrangements to
renew the LP RCA Letter of Credit on December 1, 2009. Royal Trust, therefore, demanded
payment under the LP RCA Letter of Credit and payment was made to Royal Trust in response
to the demand on December 16, 2009. As a result of such demand, the LP RCA has been
automatically terminated. The terms of the trust agreement governing the LP.RCA require Royal
Trust to distribute the assets of the LP RCA to those perédns who are entitled to benefits under
the LP RCA.

135. CPI is responsible for certain top-up pension obligations owing to a small number
. of current or former executives pursuant to individual agreements known as Southam Executive
Retirement Arrangements (“SERAs”). At December 1, 2009 the aggregate benefit obligaﬁon
related to SERAs was approximately $14.4 million. The SERAs are unfunded and not secured

under any letter of credit arrangement.

136. The LP Entities also provide post-employment and post-retirement benefits to
certain of its employees, most notably health, dental and term life insurance benefits. The
aggregate annual cash contribution in the year ended August 31, 2009 to provide these post-
employment and post-retirement benefits was approximately $3 million. The aggregate accrued
benefit obligation relating to these benefits as at the end of the fiscal 2009 year was
approximately $64.8 million.
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CASH MANAGEMENT SYSTEM

137. In the ordinary couf§é ofthelrbusmesses, the LP Entities use a centralized cash
management system maintained at The Bank of Nova Scotia to monitor accéunt activity and
account balances (the “LP- Cash Management System”).. The LP Cash Management System
consists of 61 Canadian dollar accounfs'and 17 U.S. dollar accounts (the “LP Accounts”).
Almost all (i.e. 50 of the 61) of the Canadian LP Accounts are consolidated daily. Fifty of the
Canadian dollar accounts and all 17 U.S, dollar accounts in the LP Cash Management System

operate under a mirror netting arrangement.

138. The LP Cash Management System is managed jointly by CMI’s treasury
department and Canwest Business Services, an operating division of the Limited Partnership,
which is located in Winnipeg, Manitoba. On a daily basis, CMI’s treasury department and

~ Canwest Business Setvices review the account activity, inter-entity fund transfers and account ‘

balances. Tn addition, in order to assess cash requirements, items in transit for the LP Entities are

- monitored through the accounts payable system by Canwest Business Services.

139. By centralizing control over its cash management arrangements, the LP Entities
are able to facilitate cash forecasting and reporting, monitor collection and disbursement of
funds, and maintain control over the administration of various bank accounts required to effect
the collection, disburserﬁent and movement of cash. The LP Cash Management System is
essential to the orderly management of the LP Entities’ business affairs, and a significant change

to the current system would be setiously disruptive.

140. . The LP Entities intend to maintain the LP Cash Management System throughout
the course of this CCAA Proceeding.

SHARED SERVICES AND TRANSFER OF THE NATIONAL POST
NEWSPAPER

A. Overview

141. Over the past several years, Canwest has attempted to streamline processes and
gain synergies by sharing certain administrative, advisory and other business critical services
between its various corporate entities. Most of these inter-entity arrangements (the “Shared

Services”) are governed by inter-entity agreements (the “Inter-Entity Agreements”).

H
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142, By their terms, the Inter-Entity Agreements provide generally that the service

provider (whether CMI, the Limitet] Patinérship or otherwis®) is entitled to reimbursement for all
costs and expenses incurred in the provision of the Shared Services. Costs and expenses that are

shared between the service provider and the service recipient aré allocated between the parties on

“reasonable bases consistent with past practices. Neither the reimbursement of costs and expenses

nor the payment of fees is intended to result in any material financial gain or loss to the service
provider.

143. In particular, the Limited Parthership provides CMI, CTLP, and the CW Media
Segment with, inter alia, the following Shared Services:

e financial and accounting support services, including accounts payable, accounts

receivable, payroll services, cash flow management, and accounting services;

e corporate services, including human resources consulting, pension services, and

disability and other employee benefits administration;

e IT infrastructure and support services, IT processing and. website development and

maintenance services; and

o certain cross-promotional activities, ‘such as providing advertising space in its

newspapers and online media.

For the year ended August 31, 2008, the aggregate amount received by the LP Entities from
CMI, CTLP, and the CW Media Segment, in respect of these Shared Services was approximately
$16.2 million. The aggregate amount received by the LP Entities from CMI, CTLP, and the CW
Media Segment for fiscal 2009 was $14.8 million.

144, Prior to October 30, 2009, the LP Entities provided the National Post Company
with, inter alia, the following Shared Services: '

e financial and accounting support services, including accounts payable, accounts
receivable, payroll services, cash flow management, and accounting services;

e corporate services, including human resources consulting, pension services and

disability and other employee benefits administration;



43 -

o IT infrastructure and support services, including IT processing and website

development and maintéhaniéé services (FPinfomart.com; NationalPost.com);

e advisory services regardifig corporate developthent, capital expenditures and other

operational maiters;
e content from Canwest News Service and other editorial services;
e sales and marketing services; |
e office space at 1450 Don Mills Road, Toronto, Ontario;

o classified advertising and customer support services provided by ReachCanada call

centre; and

o printing and distribution services, including outsourced printing of the National Post

at various metropolitan newspaper printing facilities.

For the year ended August 31, 2008, the total amount received by the LP Entities from the
National Post Company in respect of these Shared Services was approximately $21.5 million.
The total amount received by the LP Entities from the National Post Company for fiscal 2009

was $22.6 million.

145, In addition to the above, the LP Entities manage, invoice and collect certain
advertising and circulation revenues on behalf of the National Post and certain advertising
revenues on behalf of the CW Media Segment and CTLP. The LP Entities are required to make
payment to the applicable Canwest entities based upon actual gross sales and collections. The
total amount payable in respect of these Shared Services for the year ended August 31, 2009 was
approximately $40.0 million (apprdximately $35.0 million for the National Post Company, $1.9
million for CTLP and $3.1 million for the CW Media Segment).

146. CMI provides the LP Entities with, infer alia, the following Shared Services

based upon various fee and cost allocation agreements and practices:

o executive advisory services related to corporate development, strategic planning,
capital allocation, financing, equity and debtholder relations, insurance and risk

management, tax planning and certain operational matters;



-44 -

e corporate and administrative services related to legal matters (including securities law
compliance, corporate téGerds ﬁéiﬁtenance; ¢ontract management and corporate
secretarial services), tax compliance, financial reporting, internal audit, investor and
public relations, treasury, human resources ﬁénagement, sales representation and

capital asset management; and

e insurance covérage (comprehensive, general lability, property, etc.) for which

insurance premiums are shared.

The total amount paid to CMI by the LP Entities for the year ended August 31, 2008 in respect of
these services was approximately $6.1 million. The total amount paid to CMI by the LP Entities
for fiscal 2009 was approximately $6.5 million.

147, Canwest Global has granted to the Limited Partnership a non-exclusive, royalty-
free, non-transferable licence to use some or all of the “Canwest” trademarks in Canada and to

sublicense the use of the “Canwest” trademarks to the other LP Entities.

148.  Inaddition, the Limited Partnership, CMI, the CTLP and the CW Media Segment
each provide each other with certain affiliation services related to editorial content. As well,

" CMI, CTLP and the CW Media Segment are part of and contribute content to the canada.com
_ network.

B. = New Shared Services Agreement

149. As noted above, the Forbearance Agreement required, as part of the Pre-Pack, that

the LP Entities make atrangements with the CMI Entities either providing or receiving Shared -

Services to either restructure or terminate the Inter-Entity Agreements governing Shared
Services. Likewise, the recapitalization transaction that the CMI Entities negotiated with an ad
hoc committee of their 8% senior subordinated noteholders contemplated that the LP Entities and
the CMI Entities would agree to an orderly transition and disenténglement and/or realignment of
the Shared Services arrangements existing as of the date of the CMI Entities’ filing for protéction
from their creditors under the CCAA on October 6, 2009. Because of both the high degree of
integration of the Nationai Post newspaper into the Shared Services arrangements and a desire
on the parts of both the LP Entities and the CMI Entities to transfer the ownership of the assets
and business of the National Post Company to the LP Entities, it was determined that the New

#

62



-45-

Shared. Services Agreement and the transfer of the assets and business of the National Post

newspaper would occur contemporaneously:

150, On October 26, 2009; Canvest Global, the Limited Partnership, CPL, CMI, CTLP
and the National Post C(')mpany‘entered into an éiéréement (the “Transition and Reorganization
Agreement”) that set forth the terms of reorganization and realignment of Shared Services,
operations and employees as between the LP Entities and the CMI Entities. Attached as Schedule
“A” to the Transition and Reorganization Agfeement is the New Shared Services Agreement,
which effectuates the intention of the LP Entities and the CMI Entities to reduce the extent of
Shared Services provided. Among other things, the parties to the New Shared Services
Agreement have agreed that: i) existing allocations will continue until various dates'in 2010 and
2011 as- specified in the New Shared Services Agreement, at wlﬁch point the relevant Shared

‘Services will either cease to be provided or will be renegotiated on commercial terms; if) certain
cost and expense allocations in réspect of Shared Services will be amended; iii) the employment
of certain employees who are currently employed by one entity but proyiding services
exclusively or almost exclusively to another entity will be realigned to the entity to which they
are providing services; and iv) currently misaligned pension plan participants will be transferred
to the pension plan sponsored by the appropriate entity for whom they provide services. It is
anticipated that many of the Shared Services will cease to be provided after August 31, 2010. A
copy of the Transition and Reorganization Agreement, with Schedules “A” and “B” thereto, is
attached as Exhibit “T” to this Affidavit.

151. By Order dated October 30, 2009, as part of the CCAA proceeding of the CMI
Entities, this Honourable Court approved, inter alia, the entering into, execution and delivery of

the Transition and Reorganization Agreement.

152. During the course of this CCAA proceeding, the LP Entities intend to continue to
provide, receive, collect and pay for the Shared Services and inter-entity transactions in the
ordinary course of their business pursuant to the terms of the New Shared Services Agreement
and in accordance with current arrangements, payment terms and business practices, except as to
payment terms that may be amended to provide for revised timing of :econciliations. It is
proposed in the draft Initial Order in this CCAA proceeding that the LP Entities and CMI

Entities will be prohibited from modifying, ceasing to provide or terminating the provision or

¥
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payment of the Shared Services except with the consent of the other party receiving such Shared
Services and the consent of the proposed Monitor ot further Order of this Honourable Court. The
Initial Order granted by this Hohoﬁrg!glq Coutt on October 6, 2009 in the CCAA proceeding of
the CMI Entities contained a similar Order. It is anticipated that the LP Entities will have a net
cost recovery of $10.7 million during the year ending August 31, 2010 in respect of Shared
Services.

153. The Shared Services provided and received by the LP Entities are greatly
beneficial to them as well as the CMI Entities and are therefore integral to maintaining the
enterprise value of the LP Entities. It is intended that all pre-filing amounts owing by the LP
Entities for Shared Services will be paid in the ordinary course during this CCAA proceeding.

C. Transfer-of the National Post’s Assets and Business

154. As noted above, it was the intention of the LP Entities and the CMI Entities that

the adoption of the New Shared Services Agreement and the transfer of the assets and business

of the National Post newspaper from the National Post Company, a wholly-owned subsidiary of

CM], to National Post Inc., a wholly-owned subsidiary of CPI, would occur at the same time.
Prior to 2005, both fhe Canadian television and newspaper publishing and digital media
operations of Canwest wete owned directly or indirectly by a single corpora'te’ entity: CanWest
MediaWorks Inc. (“CMW”) (now CMI). CanWest MediaWorks (now the Limited Partnership)
was formed in 2005 to acquire all of CMW’s newspaper publishing and digital media and online
operations (excluding those of the National Post) as part of the creation of the Income Trust. The
National Post was not included in the creation of the Income Trust because of its historic
unprofitability. Two years later, in May 2007, CanWest MediaWorks effectuated a going-private
transaction of the Income Trust after an announcement by the federal government regarding the
future income taxation of income fund distributions.

155.. Notwithstanding the segfegation of National Post’é operations from the core
newspaper publishjng and digital media and online operations of Canwest as part of the
formation of the Limited Partnership, there are practical and operational synergies between the
National Post’s operations and the newspaper publishing and digital media and online businesses
of the LP Entities. The Limited Partnership provided the National Post Company with, infer alia,

services in the -areas of finance and accounting; IT; human resour_eés and benefits

¥
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administration; sales and marketing; ‘advertising and customer support; and printing and
distribution services. The transfer of the dssets and business of the National Post newspaper to a
wholly-owned subsidiary of CPI has eliminated the inter-entity nature of the Shared Services
provided by the LP Entities to the National Post newspaper and has effectuated an operational
alignment of Canwest’s newspaper publishing and digital media and online businesses within the
LP Entities and CPI’s subsidiary, National Post Inc. The National Post Transition Agreement is

Schedule “B” to the Transition and Reorganization Agreement, which is attached as Exhibit “T”
to this Affidavit.

156. Under the National Post Transition Agreement, the assets and business of the
thional Post newspaper were transferred as a going concern to a newly created wholly-owned
subsidiary of CPI, National Post Inc. (formerly 4513401 Canada Inc.) (the “Transferee”). The
transferred assets (the “Transferred Assets”) included the National Post Company’s right, title
and interest in its: (i) accounts receivable; (ii) prepaid expenses; (iii) inventory; (iv) equipment;
(v) contracts and licenses; (vi) intellectual property; (vii) goodwill;‘ (viii) certain intercompany

receivables; and (ix) books and records.

157. The National Post Transition Agreefnent also provides that the Transferee will
assume certain of the operating liabilities of the National Post Company, including accounts
payable not stayed by the CCAA Proceeding of the CMI Entities, accrued expenses, defetred
revenue and any amounts due to National Post’s employees. The Transferee also assumed all
liabilities and obligations under the National Post Pension Plan and related benefit plans and
offered employment to all employees of the National Post Company. Liabilities excluded from
the transfer included certain intercompany payables due to CMI and contingent liabilities relating
to existing litigation claims.

158. The transition cost that was paid in exchange for the transfer of National Post’s
assets was approximately $2.5 million in addition to the assumption of certain liabilities.

159. By Order of this Honourable Court dated October 30, 2009 as part of the CCAA
proceeding of the CMI Entities, substantially all of the assets and business of the National Post
Company were to be transferred to and vested in the Transferee upon the delivery of a certificate
evidencing the closing of the transaction to the satisfaction of the Court-appointed momtor for
the CMI Entities. The transfer of the assets and business of the National Post newspaper to, and

o5
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assumption of the National Post’s liabilities by, the Transferee occurred October 30, 2009.
Effective November 2, 2009, the Trausferee changed its hame from 4513401 Canada Inc. to
“National Post Inc.”
160. National Post Inc. is cu'rreﬁtly funded through an intercompany loan agreement.
(the “NP Intercompany Loan Agreement”) between 4513401 Canada Inc. (now National Post
Inc.) and CPI that is dated October 30, 2009. Pursuant to the terms of the NP Intercompahy Loan
Agreement, CPI has agreed to make secured revolving loans to National Post Inc. from time to
time up to an aggregate amount of $12,500,000 less the Availability Block (as defined in the NP
Intercompany Loan Agreement). The obligations under the NP Intercompany Loan Agreement
are secured by first-ranking security and charge over all ﬁresent and future property of National
Post Inc. The NP Intercompany Loan Agreement expires and is due and payable on the eatlier of
July 26, 2010 or a change of control of National Post Inc. Subject to the approval of this
Honourable Court, it is the intention of the LP Entities to seek authorization to continue.
providing funding to National Post Inc. pursuant to the terms of the NP Intercompany Loan
Agreement throughout the course of this proposed CCAA proceeding. A copy of the NP
Intercompany Loan Agreement is attached as Exhibit “U” to this Affidavit.

"161. In addition to the defaults and events of default described above, the transfer of
~the National Post assets and the entering into of the NP Intercompany Loan Agreement breached
certain provisions of the LP Credit Agreement and the Forbearance Agreement, which was in

effeqt at the time of the transfer. Pursuant to a consent and waiver dated as of October 30, 2009,

the Required Lenders (defined as lenders holding a minimum of 50.1% of the aggregate

commitments of all lenders under all Credits (as defined in the LP Credit Agreement and the
Forbearance Agreement)) consented to the transfer of the National Post’s assets and waived the
defaults and events of default under the LP Credit Agreement and the Forbearance Agreement
resulting from the National Post transaction. S

162. The transfer of the National Post’s assets also breached certain provisions of the
LP Senior Subordinated Credit Agreement. The LP Subordinated Lenders did not waive any
defaults resulting from the transfer of the National Post’s assets.
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- THE FINANCIAL POSITION OF THE LP ENTITIES

163. As discussed in greafed détail above, the recently released annual audited
consolidated financial statements of the Limited Partnership for the year ended August 31,2009
revealed a decline in its consolidated revenues that has constrained the LP Entities?v ability to
satisfy their financial obligations and precipitated defauits under the LP Credit Agreement, the
LP Senior Subordinated Credit Agreement and the LP Note Indenture. Significantly, there is no

immediate prospect for a dramatic turn-around in the financial prospects of the LP Entities.

164. The LP Entities generate the majority of their revenue from the sale of advertising
(approximately 72% of their consolidated revenue for the year ended August 31, 2009). During
the past 12 to 18 months, many segments of the Canadian newspaper publishing indusiry have
experienced significant and sudden declines in advertising revenues reflecting the weakening
economic environment in Canada and elsewhere. The LP Entities reported a 19% reduction in
their consolidated advertising revenues and a 15% overall decline in their consolidated revenues
for the year ended August 31, 2009.

165. At present, the outlook for the advertising market in Canada has become more
stable, but remains difficult. The weakness in advertising revenues has created a business
environment that continues to be challenging for the LP Entities, and management of the LP
Entities anticipates that the declines in their advertising revenue may continue into its fiscal year
ending August 31, 2010.

A. Efforts by the LP Entities to Respond to Poor Economic
Conditions

166. Over the past 12 to 18 months, the LP Entities have implemented a range of cost
reduction initiatives in efforts to improve their cash flow and mitigate the effects of the economic
downturn on their advertising revenues. These operational 'restructuring initiatives are expected
to result in a workforce reduction of apbroximately 840 FTE employee positions, 557 of which
are permanent reductions and the remainder of which may be reinstated when the Canadian
economy recovers. Some of the most significant of these initiatives include: (i) restructuring of
the community newspaper group; (ii) streamlining of certain production processes; (iii)
consolidation of classified call centres in a national centre in Calgary, Alberta; (iv) outsourbing
of advertising production to lower cost suppliers in the Philippines and India; (v) implementation
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. of a new enterprise-wide editorial content management system; (vi) implementation of voluntary

employee buyout programs; and (vii) web width (page size) reductions in certain newspapers.

167. Other operating cost saving initiatives implemented by the LP Entities include: (i)
restrictions on-discretionary exbenditures such as marketing, travel, cell phones, training and
conferepces; and (ii) in an effort to mitigate against the inéreased cost of newsprint (which
increased approximately 21% during the first six months of fiscal 200'9)‘ introduction of
initiatives to reduce newsprint consumption, including, among other things, aggressive

reductions in return targets and newsprint waste and reduced editorial content pages.

168. The LP Entities have also closed a number of non-core or developing businesses
including ditectories in Ottawa, Saskatoon and Regina and the rush hour free daily newspapers

in Ottawa, Calgary and Edmonton.

169. ~ The Limited Parmérship intends to continue the implementation of cost-saving

measures and anticipates a further headcount reduction of 120 FTE employees during fiscal
2010.

170. Altogether, as a result of these efforts, operating costs declined appfoximately $56
million in the year ended August 31, 2009 relative to the year ended August 31, 2008. Further

operating cost declines are expected in fiscal 2010 based upon continuing cost reduction efforts.

B. Appointment of Special Committee, RestrUcturing Advisor and
Recapitalization Officer

171. On February 19, 2009, the board of directors of Canwest Global struck a special
committee of directors (the “Special Committee”) with a mandate to explore and consider
strategic alternatives available to Canwest Global. The Special Committee was initially
comprised of Mr. Derek Burney (Chair), Mr. David Kerr, Mr. David Drybrough and Ms. Margot
Micallef. Mr. Frank King was subsequently appointed to the Special Committee effective April
17, 2009.

172. The mandate of the Special Committee includes, among other things,
responsibility for overseeing and directing the implementation of a restructuring and/or
recapitalization transaction with respect to all, or patt, of the business and/or capital structure of
Canwest, including the LP Entities.
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173. On or about April 21, 2009, I was appointed by the Special Committee as
Canwest Global’s RecapitalizationOfﬁcer (‘;RegapitalizatiOn Officer”). My responsibilities as
Recapitalization Officer include, among other things: v(i){‘devel'op_ing, for consideration by the
Special Committee, strategic alternatives for the operational and financial restructuring of
Canwest Global and its subsidiaries, including the LP Entities; (ii) developing a restructuring
plan or plans for presentation to lenders, creditors and other stakeholders; and (jii) negotiating all
necessary agreements with equity sponsors, lenders, creditors, stakeholdets, including those of
the LP Entities, and other interested parties that may be necessary or desirable in connection with
any restructuring. In this role, Mr Strike currently reports directly and exclusively to the Special
Committee in respect of the restructuring activities of the LP Entities. ‘As of the filing by the
CMI Entities under the CCAA on October 6, 2009, he also reports to the chief restructuring
advisof of the CMI Entities'in_ respect of the restructuring activities of those entities. On filing by
the LP entities under the CCAA, Mr. Strike will also report to the LP CRA in respect of the
restructuring activities of the LP Entities, who in tum will report directly to the Special

Committee.

174. The mandate of the Special Committee was later revised. to include selecting one )

or more individuals who would provide advisory setvices to the Recapitalization Officer and the
Special Committee with respect to the formulation and implementation of a restructuring and/or
recapitalization plan for the LP Entities. To that end, on or about July 1, 2009, Mr. Gary F.
Colter of CRS Inc. (“CRS”) was retained by the Special Committee to serve as the Restructuring
Advisor for the LP Entities (the “Restructuring Adviser”). The Restructuring Advisor reports
directly and exclusively to the Special Committee. It is proposed that the Restructuring Advisor
will be named as the LP Entities’ Chief Restructuring Advisor (the “LP CRA”) in the event that
this Honourable Court grants the proposed Initial Order. Upon the occurrence of that event, Mr.
Colter, as LP CRA, will assume primary responsibility for the formulation and implementation
of the restructuring and/or recapitalization plan for the LP Entities. The draft Initial Order sets
out certain matters that will requiré‘ consultation with or the consent of the LP CRA during the
course of this CCAA proceeding. Mr. Strike will continue to act as the Recapitalization Officer
and will report directly to the LP CRA in respect of the restructuring or recapitalization process
for the LP Entities. A copy of the retainer agreement, as amended, signed by Gary F. Colter on
behalf of CRS is attached as Exhibit “V” to this Affidavit.
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175. Throughmit the course of this CCAA proceeding, Mr. Dennis Skulsky, who is the
president of CPI (the “President”),. Will répoit directly to the Special Committee. It is the
intention of the LP Entities that the President will keep the Monitor, the LP CRA and Alvarez &
Marsal Canada ULC, which is the financial advisor to counsel for the LP Administrative Agent
(the “McMillan Financial Advisor”), apprised on a timely basis of developments in the
operations and financial performance of the LP Entities. Pursuant to the terms of the Support
Transaction, the President is to. meet at least once per week with the Monitor, the LP CRA and

the McMillan Financial Advisor for this purpose.

176. In the event that the Special Committee disagrees with the President and

precludes the President from proceeding with any recommended financial or operational

initiative that the President believes is in the best interests of the LP Entities, it is proposed that -

the President will advise the Monitor, the LP CRA and the McMillan Financial Advisor so that

the. Monitor may attempt to assist the parties in coming to agreement. If the Monitor is unable to

help the parties reach an agreement, it is proposed that the Monitor will apply to this Honourable
Court for advice and direction.

C. Recent Creditor and Other Actions

177. " Notwithstanding the proactive steps taken by the LP Entities over the past year to
improve the Limited Partnership’s consolidated balance sheet, the LP Entities have begun to
experience a significant tightening of credit from critical suppliers and other trade creditors as a
result of the continued and publicized uncertainty surrounding the stability of Canwest’s various
businesses. Certain of these creditor actions that have affected the LP Entities are detailed below:

(@  The LP Entities have received calls from a number of major advertising agencies
that represent some of the LP Entities’ major advertising clients expressing
concerns about the stability of the LP Entities’ businesses and advising that they
plan to reduce their advertising spending with the LP Entities based upon that
financial uncertainty; '

()  One of FPinfomart.ca’s editorial content providers has demanded that the LP
Entities® make royalty payments in advance of its content delivery;



©

(d)

®

@)

178.

-53-

A number of the LP Entities’ newsprint, ink, disttibution and printing suppliers
have expressed concerns that the LP Entities will not be able to safisfy their
obligations and have réquested more restricted credit terms. Other trade creditors

have made similar requests and, in some cases, have requested payment in

advance or cash on delivery;

One of CPI’s neWspriﬁt suppliers .amended its existing supply and storage
agreement with CPI by requiring that CPI hold all newsprint supplied by the
supplier in segregated and clearly designated storage areas. Under the proposed
arrangement, CPI would agree to hold the newsptint as “bailec” for and on behalf
of the sui)plier and would be deemed to purchase the newsprint only when it is

removed from the segregated storage area;

Certain of the LP Entities’ credit card processors (i.e. companies responsible for

processing credit card payments received from, inter alia, newspaper subscribers

and advertisers) have held amounts in excess of $5 million in reserve or, in certain

cases, have extended the paymeﬁt cycle. Collectively, these companies process
approximately $220 million in annual revenue on the LP Entities’ behalf;

Due in part to late receipt of a payment, Hydro Quebec registered a lien on a
production facility used by The Gazeite in Montreal. The lien was subsequently
removed following the LP Entities’ remittance to Hydro Quebec of ‘a deposit
cheque in the amount of $50,000, which is equivalent to approxirhateiy one

month’s utility charge; and

Several large information technology suppliers and a number of }smaller services

firms have requested deposits or prepayments prior to providing services or

shipping products.

On May 1, 2009, Standard & Poor's Ratings Services (“S&P”) assigned the

Limited Partnership its 'CCC' long-term corporate credit rating due to the financial difficulties
noted above. At the same time, S&P lowered its rating for the Limited Partnership’s senior
secured indebtedness from 'CCCH+ to 'CCC'. S&P also revised its recovery rating on the Limited

Partnership’s senior secured indebtedness to '3' from '2'. Recovery ratings focus on expected

1
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recovery in the event of a payment default ofé_speciﬁc issue, and utilize a numetical scale that
tuns from 1+ to 6. The '3' recovery rating indicates that, in S&P’s opinion, there will be
“meaningful” recovery in the event of a défault (in the 50%-70% range), in confrast to a 2'
recovery rating, which indicates that, in S&P’s opinion,. there will be “substantial” recovery’ in
the event of a default (in the 70%-90% rangé). | |

179. On May 29, 2009 following the failure of the LP Entities to make the interest and
principal reduction payments in respect of the LP Secured Credit Facilities, S&P lowered the
Limited Partnership’s corporate credit rating from ‘CCC’ to ‘D’ and downgraded its ratmg for
the LP Notes from ‘CC’ to ‘C’. The 'D' rating category is used when payments on an obhgatlon

_ are not made on the date due even if the applicable grace period has not expired. A 'C' rating is -

assigned to, among other things, obligations that are currently highly vulnerable to non-payment.
In December 2009, the Limited Partnership was ac_ivised by S&P that it intended to suspend

coverage pending the outcome of the restructuring process

CAUSES OF INSOLVENCY

180. The recent declines in advertising revenues combined with increases in the price
of newsprint negatively impacted the net cash position of the LP Entities. As a result, by May 31,
2009, the Limited Partnership was in breach of certain financial covenants set out in the LP
Credit Agreement. |

181. The breaches of the financial covenants in the LP Credit Agreement and the
failure to make timely interest and principal reduction payments in respect of the LP Secured
Credit Facilities have resulted in events of default under the LP Credit Agreement. Since the
expiration of the Forbearance Agreement, the LP Secured Lenders have been in a position to
declare all amounts owing under the LP Credit Agreement to be immediately due and payable at
any time. If a demand for payment is made by the LP Secured Lenders, the LP Obligors do not
have sufficient liquidity to satisfy the amounts owing (which totalled the Canadian dollar
equivalent of approximately $953.3 million (exclusive of unpaid interest) as at August 31, 2009).

182. Further, as a result of the events of default occurring in respect of the LP Credit
Agreement, events of default were triggered in respect of the LP Foreign Currency and Interest
Rate Swap and the LP Notes Swap. These swaps were consequently terminated by the swap

| ,7_2;
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counterparties. Settlement payments in the aggregate amount of approximately $68.9 million
(exclusive of unpaid interest) are now owed by the LP Obligors to the swap counterparties as a.
result of the early termination. The EP Obligors have not satisfied this demand and do not have
adequate liquidity to satisfy this demand. These unpaid amounts rank pari passu with amounts
" owing under the LP Credit Agreement and are accruing interest daily.

183. Additionally, the failure to make timely interest payments in respect of the LP
Secured Credit Facilities resulted in an event of default under the LP Senior Subordinated Credit
Agreemeht. The failure to make an interest payment in fespect of the LP Senior Subordinated
Credit Facility on July 21, 2009 was also an event to default. The LP Subordinated Lenders are
therefore in a position to take steps to demand immediate repayment of all amounts owing under
the LP Senior Subordinated Credit Agreement (which totalled $75 million (exclusive of unpaid
interest) as at August 31, 2009). The Limited Partnership and the LP Subordinated Guarantors
would be unable to meéf their obligations under the defaulted LP Senior Subordinated Credit
Agreement should payment be demanded.

184. - " As poted above, the LP Notes ate also in default and the LP Noteholders are now

in a position to take steps to demand immediate payment of all amounts due in respect of the LP

Notes (which totalled the Canadian dollar equivalent of approximately $438 million (exclusive
of unpaid interest) as at Augusi 31, 2009). The Limited ]_?artnership and the LP Note Indenture -
Guarantors would be unable to meet their obligations under the defaulted LP Notes should” -

payment be demanded.

185. Trrespective of whether the amounts owing under the LP Secured Credit Facilities,
the LP Senior Subordinated Credit Facility and/or the LP Notes are accelerated due to the
covenant defaults and missed payments, without additional liquidity, the LP Entities are unable
to satisfy their obligations as they come due, including interest and principal reduction payments
(totalling approximately $40 million plus default i'ritéfest) that the LP Entities anticipate will be
due and payable under the LP Credit Agreement and the LP Senior Subordinated Credit
Agreement within the next four months. '

186. Thus, despite the proactive steps taken by the LP Entities to date, the LP Entities,
in consultation with their advisors, including RBC Capital Markets, have concluded that the LP
Entities will be unable to satisfy their respective debt obligations described herein when they
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become due and are thus insolvent. As such, and due to the enterprise value that exists in the LP
Entities, a restructuting of the LP Entities’ indebtedness and balance sheets is required and
should be pursued under the prote_‘“é‘tit)n of the CCAA in order to maintain going concern

operations and to preserve their enterprise value.

187. In addition, this CCAA filing itself constitutes an “Event of Default” under the
various credit agreements described above (in addition to the various covenant and payment
defanlts detailed herein) with the effect of immediately accelerating the amounts owing by the
LP Entities under those agreements. Without the benefit of a stay of proceedifgs, the LP Entities
will be required to repay the Canadian dollar equivalent of approximately $1.45 billion in
aggregate indebtedness (at current foreign curreﬁcy exchange rates) and will be unable to

continue operating their businesses.

188. Some or all of the Applicants are guarantors under the LP Credit Agreement
(CCI, CPI and CBI), the LP Senior Subordinated Credit Agreement (CCI, CPI and CBI) and LP
Note .Indenmre (CCI and CPI) and are thus also insolvent as they cannot meet their respective

guarantee obligations.
DIP FINANCING
189. Subject to certain conditions, upon a CCAA filing certain of the LP Secured

Lenders (the “DIP Lenders”) have agreed to extend to the LP Entities a DIP Facility with
maximum availability of $25 million pursuant to a commitment letter dated as of January 7, 2010
(fhe‘ “DIP Commitment Letter”) on terms described in greater detail in a term sheet dated
January 7, 2010 (the “DIP Term Sheet”). Prior to entering into the DIP Facility, the LP Entities
sought proposals from other third party lenders for a DIP facility in the event that the LP Entities
were required to file for CCAA protection. Permitted uses of ‘the DIP Facility include: (i)
working capital and other ordinary course expenditures '(including capital expenditures) in

accordance with cash flow forecasts; (i) specified fees and expenses; (iii) advanced under the

NP Intercompany Loan Agreement; and (iv) interest payments owing in respect of obligations

under the LP Credit Agreement. Copies of the DIP Commitment Letter and the DIP Term Sheet
are attached as Exhibit “W” to this Affidavit.

_ 74
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190. The DIP Facility is to be secured by a Court-ordered security interest, lien and
chatrge on the LP collateral (the “DIP Charge”). It is a condition precedent to the availability of
the DIP Facility tliat_the Initial Ordéf under the CCAA bé'in form and substance satisfactory to
the DIP Lenders. The DIP Charge is to have priority over all other security interests, charges and
liens other than the Administration Charge or as contemplated by the Initial Order, and will rank
pari passu with the existing security for cash management obligations (up to a maximum of $7.5

million).

191. Based upon the LP Entities’ current cash flow projections, the LP Entities do not
anticipate drawing on the DIP Facility during the early stages of this CCAA proceeding.
However, the LP Entities’ cash flow projections indicate that, at certain points throughout the
period covered by the forecast, the total amount of cash on hand is projected to sink to levels that
do not provide a sufficient cushion for an enterprise of this magnitude. Accordingly, the LP
Entities are seeking approval of the proposed DIP Facility to accommodate any additional

" liquidity requirements during this CCAA proceeding. The proposed DIP Facility will provide

additional assutances to the trade creditors of the LP Entities that the LP Entities will be able to
continue to operate as going concerns while pursuing the implementation of a viable

restructuring or recapitalization plan.

THE SUPPORT TRANSACTION AND THE SISP
A. Support Transaction and the Support Agreement

192. Since August 31, 2009, pursuant to the terms of the Forbearance Agreement, the
LP Entities and the LP Administrative Agent on behalf of the LP Secured Lenders have worked
together to negotiate terms for a 'consensuél, pre-arranged restructuring, recapitalization or
reotganization of the business and affairs of the LP Entities as a going concern (the “Support
Transaction”). The Support Transaction centemplates that a CBCA entity (AcquireCo), that will
be capitalized by the LP Secured Lenders and the pari passu secured swap counterparties will:
(i) acquire all of the financial and operating assets and businesses of the LP Entities as well as
the shares of National Post Inc. and assume certain specified operating liabilities of the LP
Entities pursuant to the Senior Lenders’ CCAA Plan, and (ii) surrender substantially all of the
debt of the LP Entities to the LP Secured Lenders and the swap counterparties.
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193. The parties have also agreed that if the Sup‘port. Transaction is approved as part of
the Senior Lenders’ CCAA Plan, at the time of closing, AcquireCo will offer employment to all
or substantiaily all employees of CPI {inchiding all or substantially all of the employees of the

‘Limited Partnership, whose employment would be acquired and assumed by CPI on or before

closing) on substantially similar terms and conditions to their existing employment. On closing,
AcquireCo would also assume all of CPP’s existing pen'sion plans (other than supplemental
pensions), existing post-retirement and pbst-employment benefit plans and unpaid severance
dbligationé that would be stayed during this CCAA proceeding. The assumption of employee-
related obligations by AcquireCo would be subject to a right of AcquireCo, acting commercially
reasonably and after consultation with .the_.»operational management of CPI, to exclude certain
specified liabilities. |

194. As described in greafer detail bélow, the Support Agreement contemplates that the
Financial Advisor will conduct the SISP with the objective of obtaining a Superior Offer (as
defined below) to the Support Transaction. If a Superior Offer is not obtained in the SISP, the LP
Entities and the LP Administrative Agent intend for the Support Transaction to proceed subject
to Court approval and LP Secured Lender approval of the Senior Lenders’ CCAA Plan.

195. In furtherance of the pursuit of the Support Transactioﬁ, on January 7, 2010, the
LP Entities and the LP Administrative Agent entered info a support agreement (the “Support
Agreement”) dated January 7, 2010, that sets forth the terms of certain agreements and

arrangements between the LP Entities and the LP Administrative Agent in respect of the Support

Transaction. Pursuant to the Support Agreement, subject to the approval of this Honourable
Court, the LP Entities have agreed, infer qlz'a, to commence this CCAA proceeding and to use
commercially reasonable efforts to implement the Support Transaction, conduct the SISP and, if
appropriate, obtain an Order from this Honourable Court sanctioning the Senior Lenders’ CCAA
Plan. The schedules to the Support Agreement include the Senior' Lenders’ CCAA Plan and a

form of the Acquisition and Aséilm‘ption Agreement, which sets forth the terms pursuant to

~ which the assets and certain specified liabilities of the LP Entities would be acquired and

assumed by Acquireco if the Support Transaction is pursued and a Superior Offer (as defined

. below) is not obtained by the SISP. Copies of the Support Agreement, together with the Senior

Lenders’ CCAA Plan and the Acquisition and Assumption Agreement, are attached as Exhibit
“X” to this Affidavit.
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- 196. The Support Agreement provides that, pending the closing of the Support

Transaction, the LP Entities will continue to carry on their businesses in the ordinary course. The
Senior Lenders’ CCAA Plan prohibiis the LP Entities fromi

(@)  making distributions to shareholders or partners;

(b) making non-arm’s length payments to other Canwest entities (except in
accordance with the New Shared Services Agreement or advances to National

Post Inc. in accordance with the NP Intercompany Loan Agreement, as described

above);
(©) ceasing to operate any of its publications other than as expressly permitted;

(@) other than in the ordinary course of business, disposing of assets, entering into

new material contracts or assuming new material liabilities; or

(e other than in the ordinary course of bysiness, changing empleyee compensation

arrangements.

197. Pursuant to the Support Agreement, the LP Entities are required to report
regularly on operations to the LP Administrative Agent and to grant the LP Secured Lenders

reasonable access to the LP Entities’ premises, books and records. .

198. Alihough the Support Agreement does not require the LP Administrative Agent ot

"any of the LP Secured Lenders to support the Senior Lenders’ CCAA Plan, the LP

Administraﬁve Agent has made a representation as to the number and percentage (by value) of
members of the syndicate of LP Secured Lenders that have entered into a senior lender support

agreement in favour of the Support Transactien as of the time of the execution of the Support

Agreement.
B. The SISP
199. Subject to approval by this Honourable Court and in an effort to ensure that the

Senior Lenders’ CCAA Plan represents the best available offer for the LP Entities’ stakeholders,
the LP Entities and the LP Administrative Agent (on behalf of the LP Secured Lenders) have
agreed that the Financial Advisor, under the supervision of the Monitor and with the assistance

¥
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of the LP Entities and the LP CRA, will conduct the SISP 1n order to solicit competing offers for
the acquisition of, or equity investment in and restructuring or recapitalization of, the LP
Entities’ businesses on terms similar 0f more favourable than those set out in the Senior Lenders®
CCAA Plan. The procedures fbr the SISP (the “SISP Pi'ocedures”) are éﬁached as Schedule
“A” to the draft Initial Order. |

200. The LP Entities and the LP Administrative Agent on behalf of the LP Secured
Lenders have agreed that the SISP will be conducted in up to two phases. In the first phase
(“Phase 1”), for a period of approximately seven weeks or such other period as this Honourable
Court may order following the date of the Initial Order, the Financial Advisor will solicit interest
from proépective financial or strategic parties to acquire the assets and undeftaking of the LP
Entities as a going concern and/or invest in and recapitalize the LP Entities. During Phase 1,
qualified interested parties that execute a confidentiality agreement will be provided with a
confidential information memorandum (the “CIM”), which has been developed by the Financial
Advisor in consultation with the LP Entities and which contains general information about the
business and financial affairs of the LP Entities and National Post Inc. The LP Entities and the
Financial Advisor, in consultation with the Monitor and tﬁe LP CRA, will ask those parties that
have reviewed the CIM to submit non-binding proposals at a date to be determined. In evaluating
such non-binding proposals, the LP Entities, in consultation in the Financial Advisor, the
Monitor and the LP CRA, will consider, infer alia: (i) whether each proposal maximizes value
for the LP Entities and their stakeholders; (ii) the form of consideration being offered; (iii) the
time required to complete the proposed transaction; (iv) the likelihood that the proposed
transaction will be consummated; and (V) proposed treatment of the stakeholders of the LP
Entities, including employees. _

201. At the end of Phase 1, the Monitor will assess whether there is a realistic prospect
of obtaining a cash offer that is equal to or higher than the Secured Claims Amount (a “Superior
Cash Offer”). In the event that there is a reasonable prospect of obtaining a Superior Cash Offer,

the SISP will continue for a further period of seven weeks (or such longer period as may be -

agreed by the Financial Advisor and the Agent) (“Phase 27).

202. If the Monitor determines that there is no realistic prospect of a Superior Cash

Offer, the Monitor will assess whether there whether there is a reasonable prospect that any non-

.
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binding proposals received may resﬁlt in an alternative offer that is not a Superior Cash Offer but
_ that might nevertheless receive approval from the LP Secured Lenders (a “Potential Suberior
Alternative Offer”). If the Monitor-advises the LP Administrative Agent that a Potential
Superior'Alternative Offer exists, the LP Admiriistrative Agent will have two weeks to advise the
Monitor that LP Secured Lenders holding more than 33.3% (by value) of the Secured Claims do
not support pursuing the potential Superior Alternative Offer. The SISP will proceed to Phase 2
if the LP Administrative Agent does not so advise the Monitor.

203. Collectively, the Superior Cash Offer and Superior Alternative Offer are referred

to as a “Superior Offer”. If the Monitor determines that there is no realistic prospect of a

Supetior Offer at the end of Phase 1, the SISP will be terminated.

204. If the SISP continues to Phase 2, qualified parties would be granted access to an
electronic data room containing comprehensive information about the businesses and financial

affairs of the LP Entities and National Post Inc. and invited to participate in management
presentations and site visits. Following this period of due diligence, management presentations
and site visits, qualified parties that have participated in Phase 2 would be asked to submit final,
binding proposals at a date to be established as seven weeks following the commencement of
Phase 2 (the “Phase 2 Bid Deadline™).

205. In order to be considered a “Qualified Bid”,.a bid or offer must include, inter alia,
an irrevocable offer letter, a duly executed purchase agreement or binding term sheet and written

evidence of financial commitment, A Qualified Bid must not be conditional on diligence or

financing.

206. The Monitor, in consultation with the Financial Advisor, the LP CRA and the LP
Administrative Agent will be required to review the Qualified Bids in light of the terms of the
Support Transaction.

207. ~ If none of the Qualified Bids is a Superior Offer, the LP Entities will apply for
Court approval of the Support Transaction.

208. If the Monitor determines that one or more of the Qualified Bids is a Supetior
Cash Offer, the Monitor shall recommend to the Special Committee that the most favourable
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Superior Cash Offer be selected. If, in the absence of a Superior Cash Offer, the Monitor
determines that one or more of the Qualified Bids is a Potential Superior Alternative Offer, the
LP Administrative Agent shall havé two-weeks to-advise the Monitor that LP Secured Lenders
holding more than 33.3% (by value) of the Secured Claims do not support pursuing such offer.
In absence of such a notification, the Monitor shall have the right to recommend to the Speéial
Committee that the Monitor, in consultation with the FInanical advisor and the LP CRA, and the
Agent negotiate a definitive agreement in respect of the Potential Superior Alternative Offer,
subject to court approval and CCAA Senior Lender Approval. Accordingly, in essence, the SISP
will provide a rigorous litmus test for whether the proposed Support Transaction delivers the best
possible result for all stakeholders.

c. Implementation of the Senior Lenders’ CCAA Plan

209. Subject to the outcome of the SISP, the LP Entities will seek approval of the
Senior Lenders’ CCAA Plan pursuant to which théy will effectuate a plan of compromise and
arrangement of the debt currently held by the LP Secured Lenders and the pari passu swap
counterparties. The LP Secured Lenders and the swap counterparties are the only affected
creditors under the Senior Lenders’ CCAA Plan, so no other creditors will be entitled to any

distributions thereunder.

- 210. The -Senior Lenders’ CCAA Plan provides that, subject to approval by this

Honourable Court, the following will be approved and implemented:

@ CPI will acquire the all of assets of the Limited Partnership (other than securities
of CPI which are owned by the Lmnted Partnership) in exchange for shares of
CPI and assumption of specified opérating,liabili‘cies 6f the Limited Partnership
by CPI;

(b)  All secured claimants of the LP Entities will assign all of their senior loans, swap
termination ambunts and secutity to AcquireCo-in exchange for a combination of
debt and equity issued by AcquireCo in 2 manner to be determined prior to the
sanctioning of the Senior Lenders’ CCAA Plan; and ‘

a0
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(c)  the stay of proceedings will be lifted to enable AcquireCo to (i) issue demand to
CPI on account of guaranteé obligations; and (ii) acquire the subject assets in full
satisfaction of its guarantee obligations in respect of the indebtedness equal fo the
Reference Amount (as déﬁned in the Senior Lenders® CCAA Plan) less a discount
amount of $25 million and assumption of specified liabilities and ditect that assets

be delivered to AcquireCo or separate operating entities.

211. The Senior Lenders’ CCAA Plan, as well as the Support Agreement and the
Acquisition and Assumption Agreement contemplate upon the closing of the Support
Transaction, a cash reserve (the “Cash~Reserve"’) will be established by the Monitor as a
segregated account to be held in trust by the Monitor for the benefit of Persons entitled to be paid
Cash Reserve Costs and Acquireco out of the cash and cash equivalents held by the LP Entities
 for the purpose of paying certain administrative costs and claims to the extent not assumed by
AcquireCo, The amount of the Cash Reserve would inclﬁde amounts in respect of: (i) amounts
secured by the Administration Charge or the Directors’ and Officers’ Charge or Financial

.Advisor Charge (each as defined below) (ii) certain government priority claims, (jii) pre-filing
. vacation pay, (iv) certain pension priority claims, (v) certain trustee fees and costs, and (vi)
certain post-filing trade payables. At the hearing to sanction the Senior Lenders CCAA Plan, the
LP Entities will seek to obtain an Order from this Honourable Court that will set out the amount
of the Cash Reséfve and the process for administering the Cash Reserve.

212. The LP Entities and the LP Secured Lenders have agreed that, subject to approval
of this Honourable Court and as set out in the Initial Order, a vote by the LP Secured Lenders on
the Senior Lenders’ CCAA Plan is to be held on January 27, 2010.

D. Meeting and Voting Procedures

213. As part of the initial application the Applicants also seek relief in respect of a

meeting of creditors and voting procedures including, inter alia:
(a) authorization to file the Senior Lenders’ CCAA Plan;

(b) establishment of a Senior Lenders’ claims process;
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()  authorization to the LP Entities to call and conduct a meeting of the LP Secured

Lenders on January 27, 2010 for the purpose of voting on a resolution to approve
the Senior Lenders’ CEAA Plan; .

(@)  classification of creditos and voting such that for the purposes of voting on the
Senior Lendets’ CCAA Plan there is one cléss of creditors consisting of the LP

Secured Lenders; and

(¢)  establishment of procedures for the delivery of notice and materials relating to the
meeting of the LP Secured Lenders.

214. The Applicants anticipate that, after the vote on the Senior Lenders’ CCAA Plan
and the conclusion of the SISP, if a Superior Offer is not obtained, the Applicants will return to
this Honourable Court to seek a sanction Order addressing implementation of the Senior

Lenders’ CCAA Plan, including the appointment of the board of directors of AcquireCo.

E. Opposition by LP Noteholders to CCAA Filing and Senior
Lenders’ CCAA Plan '

215. Over the course of the last several months as part of the effort to facilitate the

restructuring of the LP Enﬁties, the Limited Parthership has encouraged a number of thé LP

Noteholders to form and organize an informal committee. An ad hoc committee of the LP

Noteholders (the “Ad Hoc Committee”) formed and retained Davies Ward Phillips & Vineberg

LLP as their counsel and advisor (“Counsel to the Ad Hoc Committee”).

216. On August 24, 2009, Counsel to the Ad Hoc Committee signed a confidentiality
agreement and was thereafter granted access by the Limited Partnership to certain confidential
information regarding the business and affairs of the LP Entities. By letter agreement dated
August 24, 2009, the Limited Partnership agreed, inter alia, to pay the fees of Counsel to the Ad
Hoc Committee up to a maximum aggregate amount of $2$b,000. The LP Administrative Agent
has consented to this funding. '

217. Since August, representatives of the Limited Partnership and their advisors have
met with and discussed the LP Entities’ affairs frequently with Counsel to the Ad Hoc
Committee. During this time, the Limited Partnership and its advisors have expressed to Counsel

+
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to the Ad Hoc Committee and representatives of the Ad Hoc Committee the need for a
comprehensive restructuring of the financial affairs of the LP Entities, possibly including the
need for a filing for creditor protéction under the CCAA: The Limited Partnership has and its
advisors ha've also repeatedly expressed a willingness to provide additional confidential
information to Counsel to the Ad Hoc Committee or a “restricted” financial advisor to the Ad

Hoc Committee, should one be retained, for the purpose of permitting the LP Noteholders to
form a restructuring proposal.

218. By letter dated December 15, 2009 that was addressed to Mr. Derek Burney,
Chairman of the Special Committee of the Board of Directors (the “Letter from the Ad Hoe
Committee™), Counsel to the Ad Hoc Committee advised that the Ad Hoc Committee had
retained- Moelis & Company to act as its financial advisor (“Financial Advisor to the Special
Committee™). Counsel to the Ad Hoc Committee further stated that the Financial Advisor to the
Ad Hoc Committee had signed a Non-Disciosure Agreement in favour of the Limited
Partnership and intended to commence due diligence for the purpose of developing a
restructuring proposal. The Letter from the Ad Hoc Committee also referenced “rumours” that

the Limited Partnership was about to enter into an agreement with the LP Secured Creditors that
’ contemplated a CCAA filing and expressed concerns that such an agreement would prejudice a
sale or investor solicitation process. The Letter from the Ad Hoc Committee concluded by urging
the Limited Partnership not to proceed with any such agreement or filing. A copy of the Letter
from the Ad Hoc Committee is attached as Exhibit “Y” to this Affidavit.

219. By letter dated December 18, 2009 Mr. Edward Sellers, counsel to the LP
Entities, responded to Counsel to the Ad Hoc Committee (the “Letter to the Ad Hoc
Committee™). The Letter to the Ad Hoc Committee requested further information on the retainer
of the Financial Advisor to the Ad Hoc Committee so that due diligence could be facilitated. Mr.
Sellers also stated that the LP Entities would not comment on “rumours” but noted that, as

previously communicated to Counsel to the Ad Hoc Committee, a pre-arranged support

transaction with the LP Secured Lenders and a sale and investor solicitation process under court -

supervision might be required in the absence of an alternative restructuring proposal by the LP
Noteholders. The Letter to the Ad Hoc Committee concluded by stating that the Limited
Partnership would welcome discussion of any testructuring proposal put forward by the Ad Hoc

83
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Committee. A copy of the Letier to the Ad Hoc Committee is attached as Exhibit “Z” to this
Affidavit.

220. The Ad Hoc Committee has ‘eipressed objections to both the prospect of a ﬁliﬁg
for creditor protection under the CCAA and the possibility of the Senior Lenders’ CCAA Plan.
At the same time, to date, the Ad Hoc Committee has not put forward any concrete restructuring
proposal to the LP Entities. The Financial Advisor to the Ad Hoc Committee may continue to

conduct due diligence with a view to forming a restructuring proposal within the framework of
the Court-supervised SISP.

221. As described in greater detail in this Affidavit, the LP Entities have undertaken
- operational restructuring initiéﬁves over the course of the pasf yeaf in an effort to improve cash
flow and fnitigate the negative effects of the economic downturn on the businesses of the LP
Entities. The salutary efforts of these operational restructuring efforts are dwatfed by the extent
of the liabilities of the LP Entities, in particular outstanding debt and associated interest
payments in excess of $1.45 billion. Although the management of the LP Entiltie's has gone to
great lengths to avoid insolvendy and the need for a filing for creditor protection under the
CCAA, it is the position of the. LP Entities-that a CCAA filing is inevitable and that such filing
with the benefit of the Senior Lenders’ CCAA Plan and the SISP is ir-the best interests of the LP
Entities and all of their stakeholders.

F- Support by LP Secured Lenders for Senior Lenders’ CCAA Plan
and SISP '
222. Significantly, a large percentage (by value) of the LP Secured Lenders support the
CCAA filing, the Secured Lender Plan and the SISP. In fact, a CCAA filing is a requirement of
the Support Transaction. The Limited Partnership has been in default under the LP Credit
Agreement since May 29, 2009. Since that time, the LP Obligors and the LP Administrative
Agent, and their respective advisors, have communicated and et frequently to discuss possible
terms of recapitalization or restructuring of the LP Entities. As described in greater detail above,
the LP Obligors and the LP Secured Lenders entered into a Forbearance Agreement dated as of
August 31, 2009. After numerous short-term waivers and extensions and one amendment, the
Forbearance Agreement expired on November 9, 2009. The LP Secured Lenders are now in a

position to demand repayment of all amounts borrowed under the LP Secured Credit Facilities,

§
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which totalled the Canadian dollar equivalent of $953.3 millibn (exclusive of unpaid interest) as
at August 31, 2009.

223. Since August 31, 2009, tile I_P :(':)Bligc‘)rs and the LP Secured Lenders have worked
together to negotiate the terms of a pre-arranged support transaction that would result in a going
concern outcome for the businesses of the LP Entities. The current Support Transaction, which is
contained in the Support Agreement (together with Senior Lenders’ CCAA Plan and Acquisition
and Assumption Agreement which are schedules thereto), contemplates, among other things,
assumption by AcquireCo of all or substmﬁﬂly all of the employees and employee-related
obligations of the LP Entities. The LP Secured Lenders also support the conduct of a
~ comprehensive SISP pursuant to which the Senior Lenders’ CCAA Plan will be tested in the
market and the Financial Advisor will solicit Superior Offers from third parties.

224, The support of the LP Secured Lenders for this proposed CCAA proceeding, the
Support Transaction and the SISP.are crucial to the successful financial festrt’icturing of the LP
Entities. As noted in the Administrative Agent Letter dated December 7, 2009, the Support
Transaction provides the possibility of a consensual financial restructuring that contemplates a
going concern outcome for all of the businesses currently operated by the LP Entities. There is
no assurance that the LP Entities will be able to secure a going concern outcome in the event of a

non-consensual financial restructuring initiated by the LP Secured Lenders or other creditors of
the LP Entities. ’

PAYMENTS DURING CCAA PROCEEDING

225. During the course of this CCAA proceeding, the LP Entities intend to make
payments for goods and services supplied post-filing as-set out in the cash flow projections
described below and as permitted by the Initial Order.

226. As discussed above, the LP Entities’ empldyees,_are compensated in various ways,
including by way of salaries, commissions and bonuses. It is contemplated in the cash flow
projections that arrears of salaries, commissions, bonuses and outstanding employee expenses
will be paid ot reimbursed in the ordinary course and that compensation programs for active
employees will continue in fhe ordinary course post-filing. The cash flow projections also

contemplate the continued payment of current service and special payments ‘with respect to the

¢
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LP Entities’ DB Pension Plans, The cash flow projections do not contemplate termination and

severance payments or benefits being paid to previously terminated employees.

227, ‘ It is also contemplafeﬁ, in the cash flow projections that the LP Enﬁties will
continue to make payments, including payments relating to pre-filing provision of goods and
services, to independent contractors and freelancers who provide services post-filing, as

independent contractors and freelancers are integral to the LP Entities® operations.

228. In addition, the LP Entities are proposing in the Initial Order that they be
authorized with the consent of the Monitor, but not required, to make certain payments,
including any payments owing in respect of the pre-filing provision of goods and setvices, to the

following third parties that provide goods or services that are integral to their businesses:

i.  Newsprint and Ink Suppliers

229. The LP Entities are dependent upon a continuous and uninterrupted supply of
newsprint and ink from certain of their newsprint and ink=suppliei~s. After wages and employee
benefits expenses, the. purcﬁase of newsprint and ink represents one of the LP Entities’ most
significant operating costs. The LP Entities do not maintain sufficient inventory of newsprint on-
hand to enable them to continue publishing for any extended period of time if there is an
interruption in the supply of newsprint or ink. It is therefore crucial that the LP Entities have
access to a continuous flow of newsprint so they may continue publishing newspapers. The
inability to publish a newspaper on any given day due to a lack of newsprint or ink would

significantly impair the enterprise value of the LP Entities’ businesses.

230. The LP Entities expect that their newsprint suppliers will honour their contractual
arrangements as long as all post-filing payments are made in the normal course. However, in
order to ensure a continuous supply of newsprint, the LP Entities are seeking in the Initial Order
to be authorized, with the consent of the Monitor, but not required to pay pre-filing amounts
owing in arrears, to certain newsprint suppliers, if, in the opinion of the LP Entities, those

newsprint suppliers are critical to their businesses and ongoing operations.

ii. Newspaper Distributors

231. The LP Entities are similarly dependent upon third parties to distribute their
newspapers through a network of independeﬂt newspaper distributors. Certain of the LP Entities

¥
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have entered into agreements with independent newspaper distributors: that provide for
newspaper delivery services for the LP Entities within certain geographic territories. Generally
speaking, the newspaper distributors handle all manner of delivery, including corporate délivery,
home delivery, bulk drop offs and deliveries to vending boxes:

232, An interruption in the delivery of newspapers would significantly impair the
enterprise value of the LP Entities’ business. As a result, the LP Entities are seeking
authorization but not direction in the Initial Order to pay, with the consent of the Monitor, pre-
filing amounts owing in arrears to newspaper distributors if, in the opinion of the LP Entities;

those distributors are critical to their businesses and ongoing operations.

iii. American Express

233. Canwest has implemented certain policies whereby its employees, including
employees of the LP Entities, may seek reimbursement of business-related expenses. The
expenses are generally incurred by the LP Entities’ employees in the ordinary course of
performing their job functions. Included in this category are the following Amex Bank of Canada
(“American Express”) corporate card programs and accounts that are used by the employees of
the LP Entities for business related expenses: (i) American Express Corporate Card Program;
and (ii) American Express Central Billed Accounts. ’

234. The American Express Corporate Card Program allows employees of the LP
Entities to use corporate cards to chatge business related travel and entertainment expenses. It is
essential to the continued operation of the business of the LP Entities that the LP Entities be
permitted to continueb reimbursing their employees for such expenses whether such expenses

were incurred before or after the commencement of this CCAA proceeding.

235. On January 23, 2009, as a condition of continuing the American Express
Cotporate Card Program, American Express required the LP Entities to agree that in the event of
a filing under the CCAA, the LP Entities would seek a provision in the Initial Order allowing for
payment of any and all amounts due to American Express at the time of filing. The LP Entities
are therefore seeking the authority from this Honoutable Court to pay all pre-filing amounts due
to American Express.
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236. The American Express Central Billed Accounts program is used by employees of
the LP Entities to charge the same types of expenses as are incurred in respect of the American
Express Corporate Card Program (i.e:; employee business fravel). Use of the American Express
Central Billed Accounts is an integral part of the LP Entities’ cash management and account
fmictions, and it is essential to continued operation of the businesses that employees of the LP

Entities continue to have the ability to use the Central Billed Accounts for business travel.

iv.  Other Goods and Services Providers

237. In order to maintain their enterprise value, the LP Entities seek the ability to pay
to other suppliers, subject to the consent of the Monitor, any furthef amounts, costs or expenses
~ (subject to further order of this Honourable Coﬁx_'t) whenever incurred, if in the opinion of the LP
CRA, those suppliers are critical to their businesses and ongoing operations. The draft Initial
Order includes a provision directing the Monitor to report to this Honourable Court with respect
to any payments made to other suppliers that are deemed to be critical suppliers by the LP CRA.

V. Parties to Sales Agehcy Agreements

238. The LP Entities are parties to various sales representation agreements with third
parties pursuant to which the LP Entities sell as commissioned agent-both newspaper and/or on-

line advertising on behalf of those third party customers. In some of these arrangements, the LP
 Entities also invoice and collect payment for advertising on behalf of these third party customers.
The LP Entities charge fees for these services, and the fees are typically calculated as a
percentage of the advertising sold and collected on behalf of any particular customer. At any
point in time, the LP Entities hold in trﬁst cash collected pursuant to one or more of these sales

representation agreements that is owed to one or more of their customers.

239, The LP Entities intend to continue to honour the terms of those third party sales
representation agreements throughout the pendency of this proposed CCAA proceeding. In order
to honour the terms of those third party sales representation agreements, the LP Entities have
requested that any cash held on behalf of third party sales representation customers not be
subject to the stay of proceedings provided in the Initial Order. The proposed Monitor has
indicated that it is supportive of this request.

vi. FPinfomart.ca Content Providers
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240. . As described in greater detail above, the LP Entities’ businesses include the
website FPinfomart.ca, which is a subscriptidn-ba_‘sed on-line service that provides its
subscribers with access to Canadian and international news sources. The LP Entities enter into
agreements with providers of editorial content to FPinfomart.ca that generally include royalty
fees calculated as a percentage of subscriber revenue generated in any given month.
FPinfomart.ca collects the revenue from its customers and then remits royalty fees to its content

providers pursuant to the terms of their respective agreements.

241. In my view, it is critical that the supply of content to FPinformart.ca continue

‘uninterrupted during the course of this proposed CCAA proceeding. FPinfomart.ca is and should

continue to be an important source of online revenue for the LP Entities. It is therefore critical
that the LP Entities be granted authority to pay royalty fees accrued and owing as of the date of
the Initial Order.

' COST SHARING ARRANGEMENT

242, The CMI Entities and the LP Entities have agreed that it is appropriate for the
CMI Entities to bear the costs and expenses of the financial restructuring of the businesses
operated by the CMI Entities and for the LP Entities to bear:the costs and expenses of the
financial restructuring of the businesses operated by' the LP Entities. Although no formal cost
sharing agreement has been executed, the CMI Entities and the LP Entities have been and are

~ operating under this cost-sharing principle. Consistent with this agreement and understanding,

the draft Initial Order provides that the LP Entities shall not make any payments to or in
satisfaction of any liabilities or obligations of the CMI Entities, save and except for payments in

respect of Shared Services.

DIRECTORS’ AND OFFICERS’ PROTECTION

243. A successful restructuring of the LP Entities will only be possible with the
continued participation of the LP Entities’ boards of directors, management and employees.
These personnel are essential to the viability of the continuing businesses of the LP Entities. The
directors of the Applicants consist entirely of management directors who have many years of
experience in the Canadian newspaper publishing industry and with the LP Entities’ businesses.
This specialized expertise and the relationships that the management directors have forged with
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the LP Entities’ suppliers, employees and othier stakeholders cannot be easily replicated or

- replaced.

244, I am advised by Osler, Hoskin & Ha’rcouﬁ:t LLP, counsel for the LP Entities, and
believe that, in certain circumstances, ditectors can be held personally liable for certain
obligations of a company, including in respect of amount owing to (i) employees, including
unpaid wages, termination and severance amounts, pension amounts and accrued: vacation pay;
and (ii) the federal and provincial governments, including payroll remittances, sales taxes, goods
and services tax (“GST”), withholding taxes and workers’ compensation remittances, The LP
Entities estimate that the amount of the Directors’ Charge (as defined below) will not cover all of
the directors’ and officers® liabilities in the event of a complete shutdown of the LP Entities’
businesses.

245. Canwest Global maintains directors’ and officers’ liability insurance (the “D&O
Insurance”) for the directors and officers of Canwest Global and its subsidiaries (including the

directors and officers of the LP Enﬁties). The current D&O Insurance policy provides $30

" million in coverage plus $10 million in excess coverage for a total of $40 million in coverage for

‘the entire Canwest enterprise. The D&O Insurance originally expired on August 31, 2009. The

D&O Insurance policy was subsequently extended for two months in light of Canwest’s current
financial situation and was then extendéd again to December 1, 2009. The D&O Insurance policy
has now been extended to February 28, 2010 and no further extensions are available under the
terms of the policy. As of the date of the swearing of this Affidavit, Canwest has been unable to
obtain additional or replacement D&O Insurance coverage. In addition, there are contractual
indemnities that have been given to the directors by the LP Entities. Canwest, on an entérprise
basis, does not have sufficient funds to satisfy those indemnities should the directors of the
Applicants be found responsible for the full amount of the potential directors” liabilities.

246. The directors of the Applicants have indicated that, due to the potential -for
significant personal liability, they cannot continue their service and involvement in this

restructuring unless the Initial Order grants a charge on all of the property of the LP Entities in

. the amount of $35 million (the “Directors’ and Officers’ Charge™), in priority to all other

charges except the Administration Charge, the FA Charge (defined below) and the DIP Charge

and Cash Management Existing Security (up to $7.5 million), as security for the LP Entities’

90



-73-

indemnification obligations for the potential liabilities imposed upon the directors and officers of
the Applicants as set out above. The LP Entities believe the Directors® and Officers’ Charge is
fair and reasonable in the circumstances: ., . .

247. The Directors’ and Officers® Charge is necessary so that the LP Entities may
continue to benefit from their directors® and officers’ extensive experience with the LP Entities
and, more generally, with the newspaper publishing industry. It is critical to the restructuring
efforts of the LP Entities that the management directors remain with the LP Entities in order to
continue their focus on achieving one or more financial restructuring transactions to benefit the
LP Entities® stakeholders. The. Directors’ and Officers’ Charge will also provide assurances to
the employees of the LP Entities that obligations for accrned wages, accrued vacation pay and
accrued pension benefits and severance and termination pay will be satisfied. The proposed
Monitor has expressed its support for the amount of the proposed Directors’ and Officers’
Charge. '

MANAGEMENT INCENTIVE PLAN AND SPECIAL ARRANGEMENTS

248. In order to preserve enterpnse value and ensure the continued participation of the
LP Entities” senior management and other key employees in Canwest’s newspaper pubhshmg
business and the restructuring, the LP Entities have developed a “Management Incentive Plan”
(the “LP MIP”). The MIP will provide the participants thereunder (the “LP MIP Participants™)
with payments as. incentives to continue their employment with the LP Entities through the full
term of this proposed CCAA proceeding.

249. The payments to the LP MIP Participants will be calculated as a percentage of the
'LP MIP Participants’ base compensatlon and the LP MIP provides that they be paid in two
tranches. The first payment was made on the last regular payroll period occurring in December,
2009. The second and final payment will be made on the date upon which the LP Entities
emerge from CCAA protection.

250. It is proposed that the LP MIP Participants be granted a charge (the “LP MIP
Charge”) over the LP Property in the amount of the financial obligation owing by the LP
Entities under the LP MIP. The LP MIP Charge will rank on 2 pari passu basis with the
proposed Directors’ and Officers” Charge. The proposed LP MIP Charge has been calculated
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with reference to the amount payable by the LP Entities t¢ each of the LP MIP Participants under
the LP MIP.

251. Because certain of the LP MIP Participants are also curréntly providing
restructuring and related advisory services to the CMI Entities, and certain employees of the
CMI Entities are providing restructuring services to the LP Entitiés, a cost recovery plan has
been developed between the CMI Entities and the LP Entities whereby each will make a
payment to the other in respect of the employees who participate in the LP MIP or the CMI
Entities’ key employee retention plans (the “CMI KERP”) and who contribute to the
restructuring efforts of the other. The LP Entities have requested, and the LP Administrative
Agent has consented, for a trust to be established for the benefit of the participants in the CMI'
KERP of the CMI Entities (the “CMI KERP Participants™) in an amount equal to $3,946,022,
as the Limited Partnership’s contribution to the CMI KERP (net of the CMI Entities’
contribution to the MIP). On November 12, 2009, vthe LP Entities distributed the $3,946,022 to a

trust account that is currently held by RBC Dominion Securities Inc.

252. All of the LP MIP Participants are critical to the successful restructuring of the Ll;

Entities, as they perform critical support functions for the LP Entities on a daily basis. It is likely
that some or all of the LP MIP Participants would consider other employment options if the LP

MIP is not granted and secured by the LP MIP Charge. It would be extremely difficult at this

stage of the restructuring process to find adequate replacements for those employees.
Significantly, the proposed Monitor is supportive of the LP MIP.

253. In addition, and again in order to preserve enterprise value and ensure continuity
of léadership within the LP Entities’ during the restructuring, the LP Entities have reached
agreement with two key employees on amendments to their employment agreements (the
“Special Arrangements”). The Special Arrangements are in respect of Dennis Skulsky, the
President of CPI and Gordon Fisher, who is the publisher employed by National Post Inc. and
provide for termination payments to be made to Messts. Skulsky and Fisher in the event that a
sale, divestiture, reorganization or recapitalization occurs and they are not offered employment
with the successor entity on commercially reasonable terms. The termination payments are
‘inclusive of all entitlements to all notice of termination, pay in lieu thereof and similar

obligations.
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254. It is proposed that the amounts potentially payable pursuant to the Special
Arrangements be secured by the LP MIP Charge. The proposed Monitor supports this proposal.

- 255, Messts. Skulsky and Fishier aré critical to the successful restructuring of the LP
Entities. It would be extremely difficult and distuptive to replace them if they should leave, and
their continued employment will provide considerable value during the restructuring of the LP
Entities. |

256. It is the view of the LP Entities that the LP MIP and the Specid Arrangements

provide appropriate incentives for the LP MIP Participants and Messts. Skulsky and Fisher to
remain in their current positions. The LP MIP also ensures that the LP MIP Participants will be
properly compensated for their assistance in the reorganization process. A copy of the LP MIP,
redacted to remove individually identifiable information and cc')mpensation information, is
attached as Exhibit “AA” to this Affidavit. Copies of the Special Arrangements, redacted to
remove compensation and other financially sensitive information, are attached as Exhibit “BB”
to this Affidavit.

257. In order to refain a key employee that will provide integral assistance to National
Post Inc., considering it will be significantly affected by the larger financial restructuring of the
LP Entities, National Post Inc. has developed a “Management Incentive Plan” (the “NP MIP™).
The NP MIP will proVide the participants there under with payments and incentives to continue
his employment with National Post Inc. through the full term of this proposed CCAA
proceeding. The proposed Initial Order authorizes the LP Entities to make payments pursuant to
" the NP MIP. T is not contemplated that amounts payable under the NP MIP will be covered by
the LP MIP Charge. '

258. A copy of the NP MIP redacted to remove individually identifiable information
and compensation information, is attached as Exhibit “CC” to this Affidavit.

259. The form and substance of the LP MIP, the Specia1 Arrangements and the NP
MIP have been approved by the LP Administrative Agent, the LP CRA, the Board and the
Special Committee, and the proposed payments and charge are supported by the Monitor.



-76 -

FINANCIAL ADVISOR AGREEMENT APPROVAL

260. On or about October 1,.2009 Canwest Global and the Limited Partnership entered
into an agreement with RBC Domiﬁi&x Secur1t1es Ine., a member company of RBC Capital
Markets, relating to RBC Capital Markets’ provision of investment banking services to the LP
Entities (as amended, the “Financial Advisor Agreement”). Prior to October 1, 2009, RBC
Capital Markets provided financial advisory services to the LP" Entities pursuant to a letter
.agreement dated December 10, 2008 between Canwest Global, on behalf of itself and its
subsidiaries. A copy of the Financial Advisor Agreement that has been redacted to obscure
commercially sensitive information is attached as Exhibit “DD” to this Affidavit. An un-redacted
version of the Financial Advisor Agreement is filed as part of the confidential supplement to the

pre-filing report of the proposed Monitor.

261. The Financial Advisor Agreement provides, inter alia, that if, during the term of
RBC Capital Markets’ engagement or during the petiod of 12 months following termination of
its engagement, Canwest Global or any of its subsidiaries, including the LP Entities, commences
a CCAA proceeding, Canwest Global will, subject to the discretion of the relevant court, engage
RBC Capital Markets on terms and conditions identical to the terms and conditions set out in the

Financial Advisor Agreement. )

262. The Financial Advisor Agreement also provides that the Financial Advisor is
entitled to a success fee upon completion of the SISP pursuént to its terms. The Applicants
propose that the Finahciél Advisor shall be entitled to the benefit of a charge on the Property of
the LP Entities (the “FA Charg_e”)' not to exceed an aggregate amount of $10 million as security
for the fees and disbursements, including any success fee (if aﬁy) payable to the Financial
Advisor Agreement. The LP Administrative Agent supports the granting of such charge.

263. It should be noted that, pursuant to the Finar;giél Advisor Agreement, RBC
Capital Markets is incented to identify and pursue either a Superior Cash Offer or a Superior
Alternative Offer in accordance with the SISP Procedures described above, as their
compensation is greater if a Superior Offer is obtained that results in the consummation of an

alternative fransaction and the Support Transaction is not pursued.
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264. It is my belief, and the bélief of senior management of the LP Entities, tﬁat RBC
Capital Markets® significant investment Banking experience and expertise, its extensive
knowledge of the capital markets and its capabilities in the area of financial restructurings and
recapitalizations have to date greatly benefited the LP Entities.

265. RBC 'Capita.l Markets has spent more than 12 months working closely with senior
management of the LP Entities and their other advisors. RBC Capital Markets has greatly
assisted the LP Entities in their financial restructuring efforts to date and has gained a thorough
and intimate understanding of the businesses operated by the LP Entities. If the LP Entities were
deprived of the benefit of RBC Capital Markets’ continued advice and assistance and were
required to retain a new financial advisor, it would likely take a significant period of time for
such financial advisor to acquire a similar working knowledge of the LP Entities’ businesses.
Such a disruption would make it extremely difficult to implement the financial restructuring or
recapitalization initiatives under consideration, including the SISP, in the currently contemplated
time frame. Thus, the LP Entities believe that the continued involvement of RBC Capital
Markets as their Financial Advisor is essential to the completion of its successful financial
restructuring.

266. It is also my belief that the quantum and nature of the remuneration provided for

in the Financial Advisor Agreement is fair and reasonable.

MONITOR

267. FTI Consulting Canada Tnc. (“FTI Consulting”) has consented to act as the
monitot (the “Monitor”) of the LP Entities in this proposed CCAA proceeding.

268. The LP Entities, with the assistance of FTI Consulting, have prepared
_consolidated 13-week cash flow projections for the LP Entities (the “LP Cash Flow
Projection™), as required by the CCAA. A copy of the LP Cash Flow Projection is attached as
Exhibit “EE” to this Affidavit.

269. The proposed Monitor will also be filing an initial report as prospective Monitor
in conjunction with the LP Entities® request for relief under the CCAA.
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ADMINISTRATION CHARGE

270. It is contemplated in the draft Initial Order that the Monitor and its counsel,
counsel to the LP Entities, counsel &nd tli€ financial advifor to the Special Committee, the LP
CRA and counsel to the LP CRA will be granted the right to receive a first priority Court-
- ordered charge on the LP Property for services rendered to the LP Entities (the “Administration
Charge”) up to the maximum amount of $3 million in respect of their respective fees and

disbursements.

271. It is proposed that the charges requested to be created by the Initial Order will not
rank in priority to validly perfected purchase money security interests in favour of secured
creditors and statutory encumbrances in favour of any entity which is'a secured creditor as set
out in the draft Initial Order. As the LP. Secured Lenders and swap counterparties have been
given notice of this CCAA proceéding, based upon the books and records of the LP Entities, and
to the best of my knowledge, secured creditors who are likely to be affected by the proposed
charges have been given notice of this CCAA proéeeding. ‘

272. The draft Initial Order also provides that the names and addresses of individuals
who are creditors of the LP Entities are not required to be included on the list prepared by the
proposed Monitor in accordance with section 23(1)(a)(ii)(c) of the CCAA. The LP Entities
believe that the identity and privacy of their former employees and retirees and other individuals
who are creditors should be respected and wish to prevent any harm that may arise to their
former employees and retirees and other individuals who are creditors from having their names

and addresses included on such list.

CONCLUSION -

273. I am confident that granting the Initial CCAA Order sought by the Applicants is
in the best interests of the LP Entities and their respective stakeholders. Without the “breathing
space” afforded by a stay of proceedings, the LP Entities face obligations to repay approximately
$1.45 billion of indebtedness énd a cessatién of going concern operations, the liquidation of their
assets and the loss of employment for approximately 5,300 FTE employees in Canada. The LP

Entities require time to test the market to ensure that the best possible going concern outcome is

achieved; one that permits the continuation of employment for as many of their employees as is |

possible. To that end, the SISP will provide a robust litmus test for whether the proposed
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Support Transaction delivers the best possible result for all stakeholders. Granting a stay of
proceedings will allow the LP Entities to run the SISP kand, subject to Court approval, proceed
with either the Support Transaction or a Superior Offer generated by the SISP. The LP Entities
believe that the proposed course of action - including the presence of a Support Transaction that
already contemplates a going concern outcome - provides the maximum possible benefit for all
stakeholders in the circumstances. The businesses of the LP Entities will carry on in the ordinary
course, providing stability for employees, suppliers, and other stakeholders including the
millions of people who rely on the news and other information services provided by the LP

Entities every day.

SWORN BEFORE ME at the City of

- Toronto, in the Province of Ontario, on %

January 7, 2010. -

- 3 THOMAS C. STRIKE
' ‘_IQ:;TJA are 2

- Commissioner for Taking Affidavits
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