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THIS IS NOT A SOLICITATION OF ACCEPTANCE OR REJECTION OF THE PLAN.  
ACCEPTANCES OR REJECTIONS MAY NOT BE SOLICITED UNTIL THIS 
DISCLOSURE STATEMENT HAS BEEN APPROVED BY THE BANKRUPTCY 
COURT.  THIS DISCLOSURE STATEMENT IS BEING SUBMITTED FOR 
APPROVAL BUT HAS NOT BEEN APPROVED BY THE BANKRUPTCY COURT.  
THE INFORMATION IN THIS DISCLOSURE STATEMENT IS SUBJECT TO 
CHANGE.  THIS DISCLOSURE STATEMENT IS NOT AN OFFER TO SELL ANY 
SECURITIES AND IS NOT SOLICITING AN OFFER TO BUY ANY SECURITIES. 
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I. EXECUTIVE SUMMARY 

Cengage Learning, Inc. (“Cengage”) and certain of its affiliates, as debtors and debtors in possession 
(collectively, the “Debtors”), submit this Disclosure Statement pursuant to section 1125 of the Bankruptcy Code to 
Holders of Claims against and Interests in the Debtors in connection with the solicitation of acceptances with respect 
to the Plan dated September October 3, 2013.1  A copy of the Plan is attached hereto as Exhibit A and incorporated 
herein by reference.  The Plan constitutes a separate chapter 11 plan for each Debtor unless otherwise explained in 
the Plan itself.   

As described in the first day declaration of Dean D. Durbin, the Debtors’ Chief Financial Officer, to 
appropriately restructure, the Debtors are seeking to implement a new business plan that provides for developments 
and improvements to both the Debtors’ operations and capital structure.  In light of the industry’s transition from 
print media to digital content, the Debtors’ comprehensive new business plan centers on combining the best of 
innovative and complementary digital and print products with expert product support to provide whole-course 
packaged products covering individual courses from every angle.  The Debtors are currently developing new digital 
platforms and have plans for further new digital development.  Additionally, the Debtors are using new sales 
strategies to target particular markets that present greater growth opportunities.  In order to attain the liquidity and 
flexibility needed to implement management’s strategic vision, the Debtors must substantially deleverage their 
capital structure.  The Debtors believe the Plan provides the Debtors with the appropriate means to achieve their 
objectives. 

Beginning in April 2013, the Debtors, the First Lien Credit Facility Administrative Agent, the Ad Hoc First 
Lien Group (together with the First Lien Credit Facility Administrative Agent the “First Lien Secured Parties”), 
and their respective advisors held multiple meetings to exchange information, facilitate diligence, answer questions, 
and discuss various restructuring issues.  After considerable arm’s-length negotiations, the Debtors and holders of 
over $2 billion of First Lien Claims (the “Consenting Holders”) reached an agreement on a restructuring support 
agreement outlining a restructuring process and post-reorganization capital structure that is designed to de-lever the 
Debtors’ balance sheet and provide for an expedient emergence from chapter 11.  The Debtors and the Consenting 
Holders memorialized their agreement by entering into the Restructuring Support Agreement and the three RSA 
Term Sheets: one regarding the principal terms of the Plan, one regarding the principal terms of the exit financing to 
be obtained, and/or entered into, in connection with the Plan, and one regarding the principal terms of certain post-
reorganization governance and shareholders’ rights. 

The Plan will implement the restructuring transactions contemplated by the Restructuring Support 
Agreement and RSA Term Sheets.  As a result of the Consenting Holders’ support, greater than 50 percent2 of the 
Debtors’ largest secured and unsecured creditor constituencies (due to the Consenting Holders’ unsecured deficiency 
claims) support the Plan and the Debtors’ expeditious emergence from chapter 11.  Among other things, the Plan 
contemplates the following: 

 An approximate $4.3 billion reduction of funded debt; 

 A post-reorganization capital structure consisting of (i) a new first-out revolving credit facility of 
no less than $250 million and up to $400 million to be raised from third-parties on market terms 
and (ii) no less than $1.5 billion first lien term loan facility (subject to the terms of the 
Restructuring Support Agreement); 

                                                           
1  Capitalized terms used but not otherwise defined in this Disclosure Statement will have the meaning ascribed to 

such terms in the Plan.  The summary of the Plan provided herein is qualified in its entirety by reference to the 
Plan.  In the case of any inconsistency between this Disclosure Statement and the Plan, the Plan will govern. 

2  Excluding the claims of the Debtors’ insiders. 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



 

  2 

 Holders of First Lien Secured Claims will receive their pro rata share of (1) 100% of the New 
Equity in the Reorganized Debtors less any equity distributed to unsecured creditors on account of 
the value of any unencumbered assets of CLAI and CLI (subject to dilution for the Management 
Incentive Plan); (2) a new term loan facility described in the Rollover Facility Term Sheet or the 
cash proceeds obtained from the Debtors’ entry into a new term loan facility from a third-party (as 
applicable); and (3) cash on the Debtors’ balance sheets as of the Effective Date (other than the 
Disputed Cash) after funding all payments and reserves required under the Plan, less $50 million 
(subject to certain working capital adjustments); 

 Generally, unsecured creditors of CLAI and CLI (including the Holders of First Lien Deficiency 
Claims) will receive their Pro Rata share of the value of the Disputed Cash and Disputed 
Copyrights, respectively, to the extent determined to be unencumbered by valid liens or security 
interests, and the value, if any, of 35% of the Debtors’ international operations, the value of the 
Debtors’ non-wholly owned subsidiaries (Hampton Brown and CourseSmart), and the value of a 
certain piece of unencumbered real estate;  

 The establishment of a trust to hold and maintain (a) the value attributable to unencumbered or 
potentially unencumbered assets of CLAI and CLI or (b) the actual unencumbered or potentially 
unencumbered assets, in each case pending the resolution of disputes regarding the valuation of 
such assets and/or the validity of the liens on such assets; 

 The terms of certain post-reorganization governance rights applicable to the Holders of New 
Equity (including rights to nominate directors); 

 The cancellation of existing equity interests other than to the extent necessary to preserve the 
general corporate structure of the Debtors; and 

 Certain other customary terms and provisions. 

During the Restructuring Support Agreement negotiations, the Debtors and their advisors — together with 
their independent director, Richard D. Feintuch, a former partner at Wachtell, Lipton, Rosen & Katz with more than 
20 years of restructuring experience — took extreme care to advance and protect the interest of unsecured creditors 
in these chapter 11 cases, including seeking to protect four primary sources of potential recoveries for unsecured 
creditors and providing unsecured creditors with appropriate time to conduct diligence on, and discuss their 
conclusions regarding, among other things, the value of these sources of potential recoveries.  Disputes exist with 
respect to these potential sources of recovery, including their ultimate value.  Accordingly, such sources of recovery 
may not yield meaningful distributions to unsecured creditors.  

The Debtors will continue to negotiate with their other major stakeholders in the time leading up to the 
approval of this Disclosure Statement and in advance of any hearing to consider confirmation of the Plan.  To that 
end, the Debtors have been in dialogue with the advisors for the Creditors’ Committee as well as the advisors for the 
Ad Hoc First Lien Group, the First Lien Credit Facility Administrative Agent, the First Lien Indenture Trustee, the 
Second Lien Indenture Trustee, and Centerbridge Partners, L.P. (“Centerbridge”), a holder of the Debtors’ Senior 
Notes.  Additionally, the Debtors and their major stakeholders have been continuing negotiations on outstanding 
issues with the assistance of the Honorable Robert D. Drain through formal mediation proceedings.  

The Debtors seek to foster dialogue with all parties in interest in order to be able to achieve a fully 
consensual Plan prior to the Confirmation Hearing.  To the extent that the Debtors cannot reach full consensus, 
however, the Debtors believe that they already have the requisite creditor support necessary to confirm the Plan and 
intend to proceed on a path to confirmation of the Plan in an expeditious manner. 

The following table provides a summary of the classification and treatment of Claims and Equity Interests 
and the potential distributions to Holders of Allowed Claims under the Plan. 
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THE PROJECTED RECOVERIES SET FORTH IN THE TABLE BELOW ARE ESTIMATES 
ONLY AND THEREFORE ARE SUBJECT TO CHANGE.  THE PROJECTED RECOVERIES SET 
FORTH IN THIS DISCLOSURE STATEMENT ASSUME, AMONG OTHER THINGS, THAT THE 
DEBTORS’ POSITION ON THE LIKELY OUTCOMES OF EACH OF THE DISPUTED ISSUES 
(INCLUDING VALUATIONS OF CERTAIN ASSETS) DESCRIBED IN ARTICLE IV OF THIS 
DISCLOSURE STATEMENT ULTIMATELY ARE APPROVED OR OTHERWISE NOT 
CONTRADICTED BY THE BANKRUPTCY COURT OR THE CONFIRMATION ORDER.  TO THE 
EXTENT ANY OF THESE DISPUTED ISSUES ARE SETTLED OR RESOLVED IN A MANNER 
DIFFERENT THAN THAT DESCRIBED IN AND ASSUMED BY THIS DISCLOSURE STATEMENT, 
ACTUAL RECOVERIES WILL DEVIATE FROM PROJECTED RECOVERIES, POTENTIALLY 
MATERIALLY.  A COMPLETE DESCRIPTION OF THE DEBTORS’ CLASSIFICATION OF CLAIMS 
AND EQUITY INTERESTS, TREATMENT OF CLAIMS AND EQUITY INTERESTS, AND THE 
DEBTORS’ POSITIONS ON THE LIKELY OUTCOME OF THE VARIOUS DISPUTED ISSUES ARE 
FOUND IN THE ENTIRE PLAN AND DISCLOSURE STATEMENT.3 

 

SUMMARY OF EXPECTED RECOVERIES 

Class Claim/Equity 
Interest Treatment of Claim/Equity Interest 

Projected 
Recovery 
Under the 

Plan 
1 Other Priority 

Claims 
Except to the extent that a Holder of an Allowed Other Priority 
Claim agrees to a less favorable treatment, in exchange for full and 
final satisfaction, settlement, release, and compromise of each and 
every Allowed Other Priority Claim, each Holder of an Allowed 
Other Priority Claim shall be paid in full in Cash on (i) the 
Effective Date or as soon as practicable thereafter, (ii) if after the 
Effective Date, the date on which such Other Priority Claim 
becomes an Allowed Other Priority Claim, or (iii) such other date 
as may be ordered by the Bankruptcy Court.   

100.0% 

                                                           
3  The recoveries set forth below may change based upon changes in the amount of Claims that are “Allowed” as 

well as other factors related to the Debtors’ business operations and general economic conditions.  “Allowed” 
means with respect to Claims: (a) any Claim, proof of which is timely Filed by the applicable Claims Bar Date 
(or for which Claim under the Plan, the Bankruptcy Code, or a Final Order of the Bankruptcy Court, a Proof of 
Claim is not or shall not be required to be Filed); (b) any Claim that is listed in the Schedules as not contingent, 
not unliquidated, and not disputed, and for which no Proof of Claim has been timely Filed; or (c) any Claim 
Allowed pursuant to the Plan or a Final Order of the Bankruptcy Court; provided, that with respect to any Claim 
described in clauses (a) and (b) above, such Claim shall be considered Allowed only if and to the extent that 
with respect to such Claim no objection to the allowance thereof has been interposed within the applicable 
period of time, as may be extended by the Bankruptcy Court from time to time, fixed by the Plan, the 
Bankruptcy Code, the Bankruptcy Rules, or the Bankruptcy Court, or such an objection is so interposed and the 
Claim shall have been Allowed by a Final Order.  Any Claim that has been or is hereafter listed in the 
Schedules as contingent, unliquidated, or disputed, and for which no Proof of Claim is or has been timely Filed, 
is not considered Allowed and shall be expunged without further action by the Debtors and without further 
notice to any party or action, approval, or order of the Bankruptcy Court.  Except for any Claim Allowed 
pursuant to the Plan, no Claim of any Entity subject to section 502(d) of the Bankruptcy Code shall be deemed 
Allowed unless and until such Entity pays in full the amount that it is determined to owe such Debtor or 
Reorganized Debtor, as applicable, pursuant to a Final Order or an agreement between such Entity and such 
Debtor or Reorganized Debtor.  “Allow” and “Allowing” shall have correlative meanings. 
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2 Other Secured 
Claims 

Except to the extent that a Holder of an Allowed Other Secured 
Claim agrees to less favorable treatment, in exchange for full and 
final satisfaction, settlement, release, and compromise of each and 
every Allowed Other Secured Claim, each Holder of an Allowed 
Other Secured Claim shall be paid in full in Cash on (i) the 
Effective Date or as soon as practicable thereafter, (ii) if after the 
Effective Date, the date on which such Other Secured Claim 
becomes an Allowed Other Secured Claim, or (iii) such other date 
as may be ordered by the Bankruptcy Court. 

100.0% 

3 First Lien Secured 
Claims against CL 
Holdings 

Except to the extent that a Holder of an Allowed First Lien 
Secured Claim against CL Holdings agrees to less favorable 
treatment, in exchange for full and final satisfaction, settlement, 
release, and compromise of each and every Allowed First Lien 
Secured Claim against CL Holdings, each Holder of an Allowed 
First Lien Secured Claim against CL Holdings shall receive its Pro 
Rata share of the First Lien Secured Claim Distribution allocable 
to CL Holdings.  Distributions received under the Plan by Holders 
of Allowed First Lien Secured Claims on account of First Lien 
Notes Claims held by such Holder against CL Holdings shall be 
subject to the application of the Charging Lien of the First Lien 
Indenture Trustee for payment of unpaid fees and costs of the First 
Lien Indenture Trustee. 

0.0%4 

4 First Lien 
Deficiency Claims 
against CL 
Holdings 

Holders of First Lien Deficiency Claims against CL Holdings shall 
not receive any distribution on account of such Claims, and First 
Lien Deficiency Claims against CL Holdings shall be discharged, 
cancelled, released, and extinguished as of the Effective Date. 

0.0% 

5 Second Lien 
Claims against CL 
Holdings s 

Holders of Second Lien Claims against CL Holdings shall not 
receive any distribution on account of such Claims, and Second 
Lien Claims against CL Holdings shall be discharged, cancelled, 
released, and extinguished as of the Effective Date, provided that 
any distributions to Holders of Second Lien Claims against CL 
Holdings shall be subject to the turnover provisions of the Second 
Lien Intercreditor Agreement. 

0.0% 

6 Senior Notes 
Claims against CL 
Holdings 

Holders of Senior Notes Claims against CL Holdings shall not 
receive any distribution on account of such Claims, and Senior 
Notes Claims against CL Holdings shall be discharged, cancelled, 
released, and extinguished as of the Effective Date. 

0.0% 

7 PIK Notes Claims 
against CL 
Holdings 

Holders of PIK Notes Claims against CL Holdings shall not 
receive any distribution on account of such Claims, and PIK Notes 
Claims against CL Holdings shall be discharged, cancelled, 
released, and extinguished as of the Effective Date. 

0.0% 

8 Subordinated 
Notes Claims 
against CL 
Holdings 

Holders of Subordinated Notes Claims against CL Holdings shall 
not receive any distribution on account of such Claims, and 
Subordinated Notes Claims against CL Holdings shall be 
discharged, cancelled, released, and extinguished as of the 
Effective Date. 

0.0% 

                                                           
4  Recovery percentage of 0.0042% not visible with rounding. 
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9 General 
Unsecured Claims 
against CL 
Holdings 

Holders of General Unsecured Claims against CL Holdings shall 
not receive any distribution on account of such Claims, and 
General Unsecured Claims against CL Holdings shall be 
discharged, cancelled, released, and extinguished as of the 
Effective Date. 

0.0% 

10 Section 510(b) 
Claims 

Holders of Section 510(b) Claims against CL Holdings shall not 
receive any distribution on account of such Claims, and Section 
510(b) Claims against CL Holdings shall be discharged, cancelled, 
released, and extinguished as of the Effective Date. 

0.0% 

11 CL Holdings 
Interests 

Holders of CL Holdings Interests shall not receive any distribution 
on account of such CL Holdings Interests, and CL Holdings 
Interests shall be discharged, cancelled, released, and extinguished 
as of the Effective Date, and shall be of no further force or effect. 

0.0% 

12 First Lien Secured 
Claims against CL 
Holdco5 

Except to the extent that a Holder of an Allowed First Lien 
Secured Claim against CL Holdco agrees to less favorable 
treatment, in exchange for full and final satisfaction, settlement, 
release, and compromise of each and every Allowed First Lien 
Secured Claim against CL Holdco, each Holder of an Allowed 
First Lien Secured Claim against CL Holdco shall receive its Pro 
Rata share of the First Lien Secured Claim Distribution allocable 
to CL Holdco.  Distributions received under the Plan by Holders 
of Allowed First Lien Secured Claims on account of First Lien 
Notes Claims held by such Holder against CL Holdco shall be 
subject to the application of the Charging Lien of the First Lien 
Indenture Trustee for payment of unpaid fees and costs of the First 
Lien Indenture Trustee. 

0.0% 

13 First Lien 
Deficiency Claims 
against CL 
Holdco 

Holders of First Lien Deficiency Claims against CL Holdco shall 
not receive any distribution on account of such Claims, and First 
Lien Deficiency Claims against CL Holdco shall be discharged, 
cancelled, released, and extinguished as of the Effective Date. 

0.0% 

14 Second Lien 
Claims against CL 
Holdco 

Holders of Second Lien Claims against CL Holdco shall not 
receive any distribution on account of such Claims, and Second 
Lien Claims against CL Holdco shall be discharged, cancelled, 
released, and extinguished as of the Effective Date, provided that 
any distributions to Holders of Second Lien Claims against CL 
Holdco shall be subject to the turnover provisions of the Second 
Lien Intercreditor Agreement. 

0.0% 

15 Senior Notes 
Claims against CL 
Holdco 

Holders of Senior Notes Claims against CL Holdco shall not 
receive any distribution on account of such Claims, and Senior 
Notes Claims against CL Holdco shall be discharged, cancelled, 
released, and extinguished as of the Effective Date. 

0.0% 

16 PIK Notes Claims 
against CL 
Holdco 

Holders of PIK Notes Claims against CL Holdco shall not receive 
any distribution on account of such Claims, and PIK Notes Claims 
against CL Holdco shall be discharged, cancelled, released, and 
extinguished as of the Effective Date. 

0.0% 

                                                           
5  The Debtors are unaware of any assets at CL Holdco. 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



 

  6 

17 Subordinated 
Notes Claims 
against CL 
Holdco 

Holders of Subordinated Notes Claims against CL Holdco shall 
not receive any distribution on account of such Claims, and 
Subordinated Notes Claims against CL Holdco shall be 
discharged, cancelled, released, and extinguished as of the 
Effective Date. 

0.0% 

18 General 
Unsecured Claims 
against CL 
Holdco 

Holders of General Unsecured Claims against CL Holdco shall not 
receive any distribution on account of such Claims, and General 
Unsecured Claims against CL Holdco shall be discharged, 
cancelled, released, and extinguished as of the Effective Date. 

0.0% 

19 Section  510(b) 
Claims against CL 
Holdco 

Holders of Section 510(b) Claims against CL Holdco shall not 
receive any distribution on account of such Claims, and Section 
510(b) Claims against CL Holdco shall be discharged, cancelled, 
released, and extinguished as of the Effective Date. 

0.0% 

20 CL Holdco 
Interests 

To the extent not otherwise transferred by CL Holdings to 
Reorganized Cengage, CL Holdco Interests shall be reinstated on 
the Effective Date. 

100% 

21 First Lien Secured 
Claims against 
CLAI 

Except to the extent that a Holder of an Allowed First Lien 
Secured Claim against CLAI agrees to less favorable treatment, in 
exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed First Lien Secured Claim 
against CLAI, each Holder of an Allowed First Lien Secured 
Claim against CLAI shall receive its Pro Rata share of (i) the First 
Lien Secured Claim Distribution allocable to CLAI and (ii) the 
Senior CLAI Recovery determined to be allocable to Holders of 
First Lien Secured Claims against CLAI.  Distributions received 
under the Plan by Holders of Allowed First Lien Secured Claims 
on account of First Lien Notes Claims held by such Holder against 
CLAI shall be subject to the application of the Charging Lien of 
the First Lien Indenture Trustee for payment of unpaid fees and 
costs of the First Lien Indenture Trustee. 

6.7% 

22 First Lien 
Deficiency Claims 
against CLAI 

Except to the extent that a Holder of an Allowed First Lien 
Deficiency Claim against CLAI agrees to a less favorable 
treatment, in exchange for full and final satisfaction, settlement, 
release, and compromise of each and every Allowed First Lien 
Deficiency Claims against CLAI, each Holder of an Allowed First 
Lien Deficiency Claim against CLAI shall receive on the Effective 
Date its Pro Rata share of the Senior CLAI Recovery determined 
to be allocable to Holders of First Lien Deficiency Claims against 
CLAI.  Distributions received under the Plan by Holders of 
Allowed First Lien Deficiency Claims on account of First Lien 
Note Claims held by such Holder against CLAI shall be subject to 
the application of the Charging Lien of the First Lien Indenture 
Trustee for payment of unpaid fees and costs of the First Lien 
Indenture Trustee. 

4.9% 
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23 Second Lien 
Claims against 
CLAI 

Except to the extent that a Holder of an Allowed Second Lien 
Claim against CLAI agrees to a less favorable treatment, in 
exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed Second Lien Claim 
against CLAI, each Holder of an Allowed Second Lien Claim 
against CLAI shall receive on the Effective Date its Pro Rata share 
of the Junior CLAI Recovery that is not otherwise subject to the 
turnover provisions of the Second Lien Intercreditor Agreement.  
Any distribution subject to the turnover provisions of the Second 
Lien Intercreditor Agreement shall be distributed on a ratable basis 
directly to the Holders of Allowed First Lien Deficiency Claims in 
accordance with the terms and conditions of the Second Lien 
Intercreditor Agreement.  Distributions received under the Plan by 
Holders of Allowed Second Lien Claims against CLAI shall be 
subject to the application of the Charging Lien of the Second Lien 
Indenture Trustee for payment of unpaid fees and costs of the 
Second Lien Indenture Trustee 

4.9% 

24 Senior Notes 
Claims against 
CLAI 

Except to the extent that a Holder of an Allowed Senior Notes 
Claim against CLAI agrees to a less favorable treatment, in 
exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed Senior Notes Claim 
against CLAI, each Holder of an Allowed Senior Notes Claim 
against CLAI shall receive on the Effective Date its Pro Rata share 
of the Junior CLAI Recovery.  Distributions received under the 
Plan by Holders of Allowed Senior Notes Claims against CLAI 
shall be subject to the application of the Charging Lien of the 
Senior Notes Indenture Trustee for payment of unpaid fees and 
costs of the Senior Notes Indenture Trustee 

4.9% 

25 Subordinated 
Notes Claims 
against CLAI 

After giving effect to the subordination and turnover provisions of 
the Subordinated Notes Indenture, the Pro Rata share of the Junior 
CLAI Recovery shall be distributed on a ratable basis directly to 
Holders of First Lien Deficiency Claims, Second Lien Claims, and 
Senior Notes Claims in accordance with the terms and conditions 
of the Subordinated Notes Indenture. 

0.0% 

26 General 
Unsecured Claims 
against CLAI 

Except to the extent that a Holder of an Allowed Class 26 General 
Unsecured Claim against CLAI agrees to a less favorable 
treatment, in exchange for full and final satisfaction, settlement, 
release, and compromise of each and every Allowed General 
Unsecured Claim against CLAI, each Holder of an Allowed 
General Unsecured Claim against CLAI shall receive on the 
Effective Date its Pro Rata share of the Junior CLAI Recovery. 

4.8% 

27 Section 510(b) 
Claims against 
CLAI 

Holders of Section 510(b) Claims against CLAI shall not receive 
any distribution on account of such Claims, and Section 510(b) 
Claims against CLAI shall be discharged, cancelled, released, and 
extinguished as of the Effective Date. 

0.0% 

28 CLAI Interests To the extent not otherwise transferred by CL Holdings to 
Reorganized Cengage, CLAI Interests shall be reinstated on the 
Effective Date. 

100.0% 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



 

  8 

29 First Lien Secured 
Claims against 
CLI 

Except to the extent that a Holder of an Allowed First Lien 
Secured Claim against CLI agrees to a less favorable treatment, in 
exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed First Lien Secured Claim 
against CLI, each Holder of an Allowed First Lien Secured Claim 
against CLI shall receive its Pro Rata share of (i) the First Lien 
Secured Claim Distribution allocable to CLI and (ii) the Senior 
CLI Recovery determined to be allocable to Holders of First Lien 
Secured Claims against CLAI.  Distributions received under the 
Plan by Holders of Allowed First Lien Secured Claims on account 
of First Lien Note Claims against CLI shall be subject to the 
application of the Charging Lien of the First Lien Indenture 
Trustee for payment of unpaid fees and costs of the First Lien 
Indenture Trustee. 

60.0% 

30 First Lien 
Deficiency Claims 
against CLI 

Except to the extent that a Holder of an Allowed First Lien 
Deficiency Claim against CLI agrees to a less favorable treatment, 
in exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed First Lien Deficiency 
Claim against CLI, each Holder of an Allowed First Lien 
Deficiency Claim against CLI on the Effective Date shall receive 
its Pro Rata share of the Senior CLI Recovery determined to be 
allocable to Holders of First Lien Deficiency Claims against CLI.  
Distributions received under the Plan by Holders of Allowed First 
Lien Deficiency Claims on account of the First Lien Note Claims 
against CLI shall be subject to the application of the Charging 
Lien of the First Lien Indenture Trustee for payment of unpaid 
fees and costs of the First Lien Indenture Trustee. 

4.3% 

31 Second Lien 
Claims against CL 
Holdings 

Except to the extent that a Holder of an Allowed Second Lien 
Claim against CLI agrees to a less favorable treatment, in 
exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed Second Lien Claim 
against CLI, each Holder of an Allowed Second Lien Claim 
against CLI shall receive on the Effective Date its Pro Rata of the 
Junior CLI Recovery; provided that, after giving effect to the 
provisions of the Second Lien Intercreditor Agreement, 
distributions on account of the Disputed Copyrights or any other 
assets subject to the applicable provisions of the Second Lien 
Intercreditor Agreement that otherwise would have been made to 
Holders of Second Lien Claims against CLI shall be distributed on 
a ratable basis directly to the Holders of Allowed First Lien 
Deficiency Claims in accordance with the terms and conditions of 
the Second Lien Intercreditor Agreement.  Distributions received 
under the Plan by Holders of Allowed Second Lien Claims against 
CLI shall be subject to the application of the Charging Lien of the 
Second Lien Indenture Trustee for payment of unpaid fees and 
costs of the Second Lien Indenture Trustee. 

0.6% 
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32 Senior Notes 
Claims against 
CLI 

Except to the extent that a Holder of an Allowed Senior Notes 
Claim against CLI agrees to a less favorable treatment, in 
exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed Senior Notes Claim 
against CLI, each Holder of an Allowed Senior Notes Claim 
against CLI shall receive on the Effective Date its Pro Rata share 
of the Junior CLI Recovery.  Distributions received under the Plan 
by Holders of Allowed Senior Notes Claims against CLI shall be 
subject to the application of the Charging Lien of the Senior Notes 
Indenture Trustee for payment of unpaid fees and costs of the 
Senior Notes Indenture Trustee. 

3.1% 

33 Subordinated 
Notes Claims 
against CLI 

After giving effect to the subordination and turnover provisions of 
the Subordinated Notes Indenture, the Pro Rata share of the Junior 
CLI Recovery that otherwise would have been distributed to each 
Holder of an Allowed Subordinated Notes Claim against CLI shall 
be distributed on a ratable basis directly to Holders of First Lien 
Deficiency Claims, Second Lien Claims, and Senior Notes Claims 
in accordance with the terms and conditions of the Subordinated 
Notes Indenture. 

0.0% 

34 General 
Unsecured Claims 
against CLI 

Except to the extent that a Holder of an Allowed Class 34 General 
Unsecured Claim against CLI agrees to a less favorable treatment, 
in exchange for full and final satisfaction, settlement, release, and 
compromise of each and every Allowed Class 34 General 
Unsecured Claim against CLI, each Holder of an Allowed Class 
34 General Unsecured Claim against CLI shall receive on the 
Effective Date its Pro Rata share of the Junior CLI Recovery. 

3.1% 

35 Section 510(b) 
Claims against 
CLI 

Holders of Section 510(b) Claims against CLI shall not receive 
any distribution on account of such Claims, and Section 510(b) 
Claims against CLI shall be discharged, cancelled, released, and 
extinguished as of the Effective Date. 

0.0% 

36 CLI Interests To the extent not otherwise transferred by CL Holdings to 
Reorganized Cengage, CLI Interests shall be reinstated on the 
Effective Date. 

100.0% 

 

SUMMARY OF ESTIMATED VALUE AVAILABLE TO HOLDERS OF FIRST LIEN CLAIMS6 

Class Claim 
Recovery 
Amount  

($ in millions) 

Recovery 
Percentage 

3 First Lien Secured Claims against CL Holdings $0.2 0.0% 
21 First Lien Secured Claims against CLAI $308.4 6.7% 
22 First Lien Deficiency Claims against CLAI $212.6 4.9% 
29 First Lien Secured Claims against CLI $2,779.8 60.0% 
30 First Lien Deficiency Claims against CLI $79.5 4.3% 

 

                                                           
6  Note: There is no value available to Holders of First Lien Claims against CL Holdco. 
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Total First Lien Claims Recoveries $3,380.4 72.9% 

          As a Percentage of Estimated Total Distributable Value 98.0% 

 
Total First Lien Secured Claim Recovery $3,088.4 66.6% 
Total First Lien Deficiency Claim Recovery $292.0 6.3% 

SUMMARY OF ESTIMATED VALUE AVAILABLE TO HOLDERS OF OTHER UNSECURED CLAIMS7 

Class Claim 
Recovery 
Amount 

($ in millions) 
Recovery 

Percentage 

23 Second Lien Claims against CLAI $36.9 4.9% 
31 Second Lien Claims against CLI $4.3 0.6% 

Total Second Lien Recoveries $41.2 5.5% 
24 Senior Notes Claims against CLAI $15.0 4.9% 
32 Senior Notes Claims against CLI $9.6 3.1% 

Total Senior Notes Recoveries $24.5 8.0% 
25 Subordinated Notes Claims against CLAI $0.0 0.0% 
33 Subordinated Notes Claims against CLI $0.0 0.0% 

Total Subordinated Notes Recoveries $0.0 0.0% 
26 General Unsecured Claims against CLAI $0.5 4.8% 
34 General Unsecured Claims against CLI $2.0 3.1% 

Total General Unsecured Claims Recoveries $2.5 3.3% 
 

Total Other Unsecured Claims Recoveries $68.3 5.4% 

         As a Percentage of Total Distributable Value 2.0% 

 
II. IMPORTANT INFORMATION ABOUT THIS DISCLOSURE STATEMENT 

This Disclosure Statement provides information regarding the chapter 11 plan of reorganization that the 
Debtors are seeking to have confirmed by the Bankruptcy Court.  The Debtors believe that the Plan is in the best 
interests of all creditors and urge all holders of claims entitled to vote to vote in favor of the Plan.  

Unless the context requires otherwise, reference to “we,” “our” and “us” are to the Debtors.   

The confirmation of the Plan and effectiveness of the Plan are subject to certain material conditions 
precedent described herein.  There is no assurance that the Plan will be confirmed, or if confirmed, that the 
conditions required to be satisfied will be satisfied (or waived).  

You are encouraged to read this Disclosure Statement in its entirety, including without limitation, the Plan, 
which is annexed as Exhibit A hereto, and the section entitled “Risk Factors,” before submitting your ballot to vote 
on the Plan. 

                                                           
7  Note: There is no value available to Holders of Other Unsecured Claims against CL Holdings and no value 

available to Holders of Other Unsecured Claims against CL Holdco. 
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The Bankruptcy Court’s approval of this Disclosure Statement does not constitute a guarantee by the 
Bankruptcy Court of the accuracy or completeness of the information contained herein or an endorsement by 
the Bankruptcy Court of the merits of the Plan. 

Summaries of the Plan and statements made in this Disclosure Statement are qualified in their entirety by 
reference to the Plan, this Disclosure Statement and the Plan Supplement, and the summaries of the financial 
information and the documents annexed to this Disclosure Statement or otherwise incorporated herein by reference, 
are qualified in their entirety by reference to those documents.  The statements contained in this Disclosure 
Statement are made only as of the date of this Disclosure Statement, and there is no assurance that the statements 
contained herein will be correct at any time after such date.  Except as otherwise provided in the Plan or in 
accordance with applicable law, the Debtors are under no duty to update or supplement this Disclosure Statement. 

The information contained in this Disclosure Statement is included for purposes of soliciting acceptances 
to, and confirmation of, the Plan and may not be relied on for any other purpose.  The Debtors believe that the 
summary of certain provisions of the Plan and certain other documents and financial information contained or 
referenced in this Disclosure Statement is fair and accurate.  The summaries of the financial information and the 
documents annexed to this Disclosure Statement, including, but not limited to, the Plan, or otherwise incorporated 
herein by reference, are qualified in their entirety by reference to those documents.   

This Disclosure Statement has not been approved or disapproved by the United States Securities and 
Exchange Commission (the “SEC”) or any similar federal, state, local, or foreign regulatory agency, nor has the 
SEC or any other such agency passed upon the accuracy or adequacy of the statements contained in this Disclosure 
Statement.   

The Debtors have sought to ensure the accuracy of the financial information provided in this Disclosure 
Statement, but the financial information contained in, or incorporated by reference into, this Disclosure Statement 
has not been, and will not be, audited or reviewed by the Debtors’ independent auditors unless explicitly provided 
otherwise. 

Upon confirmation of the Plan, certain of the securities described in this Disclosure Statement will be 
issued without registration under the Securities Act of 1933 (as amended, the “Securities Act”), or similar federal, 
state, local or foreign laws, in reliance on the exemption set forth in section 1145 of the Bankruptcy Code.  Other 
securities may be issued pursuant to other applicable exemptions under the federal securities laws.  To the extent 
exemptions from registration, other than section 1145 of the Bankruptcy Court, apply such securities may not be 
offered or sold except pursuant to a valid exemption or upon registration under the Securities Act. 

The Debtors make statements in this Disclosure Statement that are considered forward-looking statements 
under the federal securities laws.  The Debtors consider all statements regarding anticipated or future matters, 
including the following, to be forward-looking statements: 

 any future effects as a result of the pendency of the 
Chapter 11 Cases; 

 the Debtors’ expected future financial position, 
liquidity, results of operations, profitability and cash 
flows; 

 projected dividends; 

 financing plans; 

 competitive position; 

 business strategy; 

 budgets; 

 projected cost reductions; 

 results of litigation; 

 disruption of operations; 

 plans and objectives of management for future 
operations; 

 contractual obligations; 

 off-balance sheet arrangements; 

 growth opportunities for existing services; 

 projected general market conditions; 

 benefits from new technology; and 

 effect of changes in accounting due to recently 
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 projected and estimated liability costs; issued accounting standards. 

Statements concerning these and other matters are not guarantees of the Debtors’ future performance.  Such 
statements represent the Debtors’ estimates and assumptions only as of the date such statements were made.  There 
are risks, uncertainties and other important factors that could cause the Debtors’ actual performance or achievements 
to be materially different from those they may project and the Debtors undertake no obligation to update any such 
statement.  These risks, uncertainties and factors include: 

 the Debtors’ ability to develop, confirm and 
consummate the Plan; 

 the Debtors’ ability to reduce their overall financial 
leverage; 

 the potential adverse impact of the Chapter 11 
Cases on the Debtors’ operations, management and 
employees, and the risks associated with operating 
businesses in the Chapter 11 Cases; 

 customer response to the Chapter 11 Cases; 

 inability to have claims discharged/settled during 
the chapter 11 proceedings; 

 the costs for fees and other expenses associated with 
the Chapter 11 Cases; 

 general economic, business and market conditions; 

 interest rate fluctuations; 

 inability to obtain sufficient exit financing;  

 exposure to litigation; 

 the Debtors’ ability to implement and execute their 
business plan and financial restructuring; 

 the Debtors’ ability to attract and retain talented 
authors and develop long-term, collaborative 
relationships with them; 

 highly competitive market with significant 
established competitors; 

 ability to recruit and retain qualified, skilled 
employees; 

 adverse effects on foreign business operations; 

 exposure to risks relating to intellectual property 
rights; and 

 the Debtors’ ability to effectuate transactions with 
strategic alliance, acquisition, or co-production 
program candidates on commercially reasonable 
terms, or at all. 

 
III. QUESTIONS AND ANSWERS REGARDING THIS DISCLOSURE STATEMENT AND THE 

PLAN 

A. What is chapter 11? 

Chapter 11 is the principal business reorganization chapter of the Bankruptcy Code.  In addition to 
permitting debtor rehabilitation, chapter 11 promotes equality of treatment for creditors and similarly situated equity 
interest holders, subject to the priority of distributions prescribed by the Bankruptcy Code. 

The commencement of a chapter 11 case creates an estate that comprises all of the legal and equitable 
interests of the debtor as of the date the chapter 11 case is commenced.  The Bankruptcy Code provides that the 
debtor may continue to operate its business and remain in possession of its property as a “debtor in possession.”  

Consummating a plan is the principal objective of a chapter 11 case.  A bankruptcy court’s confirmation of 
a plan binds the debtor, any person acquiring property under the plan, any creditor or equity interest holder of the 
debtor and any other entity as may be ordered by the bankruptcy court.  Subject to certain limited exceptions, the 
order issued by a bankruptcy court confirming a plan provides for the treatment of the debtor’s liabilities in 
accordance with the terms of the confirmed plan. 

B. Why are the Debtors sending me this Disclosure Statement? 

The Debtors are seeking to obtain Bankruptcy Court approval of the Plan.  Before soliciting acceptances of 
the Plan, section 1125 of the Bankruptcy Code requires the Debtors to prepare a disclosure statement containing 
adequate information of a kind, and in sufficient detail, to enable a hypothetical reasonable investor to make an 
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informed judgment regarding acceptance of the Plan.  This Disclosure Statement is being submitted in accordance 
with such requirements.   

C. Am I entitled to vote on the Plan? What will I receive from the Debtors if the Plan is 
consummated? 

Your ability to vote on, and your distribution under, the Plan, if any, depends on what type of Claim you 
hold.  In general, a holder of a Claim or an Interest may vote to accept or reject a plan of reorganization if (i) no 
party in interest has objected to such Claim or Interest (or the Claim or Interest has been Allowed subsequent to any 
objection or estimated for voting purposes), (ii) the Claim or Interest is Impaired by the plan and (iii) the holder of 
such Claim or Interest will receive or retain property under the plan on account of such Claim or Interest.   

In general, if a Claim or an Interest is Unimpaired under a plan of reorganization, section 1126(f) of the 
Bankruptcy Code deems the holder of such Claim or Interest to have accepted such plan, and thus the holders of 
Claims in such Unimpaired Classes are not entitled to vote on such plan.  

In general, if the holder of an Impaired Claim or Impaired Interest will not receive any distribution under a 
plan of reorganization in respect of such Claim or Interest, section 1126(g) of the Bankruptcy Code deems the holder 
of such Claim or Interest to have rejected such plan, and thus the holders of Claims in such Classes are not entitled 
to vote on such plan.  

A summary of the classes of Claims (each category of Holders of Claims or Interests, as set forth in 
Article III of the Plan pursuant to section 1122(a) of the Bankruptcy Code, is referred to as a “Class”) and their 
respective voting statuses and anticipated recoveries are set forth below. 

The following chart is a summary of the classification and treatment of Claims and Interests under the Plan.  
Any estimates of Claims in this Disclosure Statement may vary from the final amounts allowed by the Bankruptcy 
Court.  Your ability to receive distributions under the Plan depends upon the ability of the Debtors to obtain 
confirmation and meet the conditions to consummate the Plan.   

Class Claim Status Voting Rights 
Estimated 
Recovery 

1 Other Priority Claims Unimpaired Presumed to Accept 100.0% 

2 Other Secured Claims Unimpaired Presumed to Accept 100.0% 

3 First Lien Secured Claims against CL 
Holdings 

Impaired Entitled to Vote 0.0%8 

4 First Lien Deficiency Claims against CL 
Holdings 

Impaired Deemed to Reject 0.0% 

5 Second Lien Claims against CL Holdings Impaired Deemed to Reject 0.0% 

6 Senior Notes Claims against CL Holdings Impaired Deemed to Reject 0.0% 

7 PIK Notes Claims against CL Holdings Impaired Deemed to Reject 0.0% 

8 Subordinated Notes Claims against CL 
Holdings 

Impaired Deemed to Reject 0.0% 

9 General Unsecured Claims against CL 
Holdings 

Impaired Deemed to Reject 0.0% 

10 Section 510(b) Claims Impaired Deemed to Reject 0.0% 

                                                           
8  Recovery percentage of 0.0042% not visible with rounding. 
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Class Claim Status Voting Rights 
Estimated 
Recovery 

11 CL Holdings Interests Impaired Deemed to Reject 0.0% 

12 First Lien Secured Claims against CL 
Holdco9 

Impaired Entitled to Vote 0.0% 

13 First Lien Deficiency Claims against CL 
Holdco 

Impaired Deemed to Reject 0.0% 

14 Second Lien Claims against CL Holdco Impaired Deemed to Reject 0.0% 

15 Senior Notes Claims against CL Holdco Impaired Deemed to Reject 0.0% 

16 PIK Notes Claims against CL Holdco Impaired Deemed to Reject 0.0% 

17 Subordinated Notes Claims against CL 
Holdco 

Impaired Deemed to Reject 0.0% 

18 General Unsecured Claims against CL 
Holdco 

Impaired Deemed to Reject 0.0% 

19 Section 510(b) Claims against CL Holdco Impaired Deemed to Reject 0.0% 

20 CL Holdco Interests Unimpaired Presumed to Accept 100.0% 

21 First Lien Secured Claims against CLAI Impaired Entitled to Vote 6.7% 

22 First Lien Deficiency Claims against CLAI Impaired Entitled to Vote 4.9% 

23 Second Lien Claims against CLAI Impaired Entitled to Vote 4.9% 

24 Senior Notes Claims against CLAI Impaired Entitled to Vote 4.9% 

25 Subordinated Notes Claims against CLAI Impaired Deemed to Reject 0.0% 

26 General Unsecured Claims against CLAI Impaired Entitled to Vote 4.8% 

27 Section 510(b) Claims against CLAI Impaired Deemed to Reject 0.0% 

28 CLAI Interests Unimpaired Presumed to Accept 100.0% 

29 First Lien Secured Claims against CLI Impaired Entitled to Vote 60.0% 

30 First Lien Deficiency Claims against CLI Impaired Entitled to Vote 4.3% 

31 Second Lien Claims against CLI Impaired Entitled to Vote 0.6% 

32 Senior Notes Claims against CLI Impaired Entitled to Vote 3.1% 

33 Subordinated Notes Claims against CLI Impaired Deemed to Reject 0.0% 

34 General Unsecured Claims against CLI Impaired Entitled to Vote 3.1% 

35 Section 510(b) Claims against CLI Impaired Deemed to Reject 0.0% 

36 CLI Interests Unimpaired Presumed to Accept 100.0% 

 
D. What happens to my recovery if the Plan is not confirmed, or does not go effective?  

If the Plan is not confirmed, the Debtors will make efforts to reorganize their business by amending the 
Plan or negotiating a new plan of reorganization.  For a more detailed description of the consequences of an 
                                                           
9  The Debtors are unaware of any assets at CL Holdco. 
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extended chapter 11 proceeding, or of a liquidation scenario, see “Confirmation of the Plan - Best Interests of 
Creditors/Liquidation Analysis” beginning on page 68 and the Liquidation Analysis attached as Exhibit F to this 
Disclosure Statement.  

E. If the Plan provides that I get a distribution, do I get it upon Confirmation or when the Plan 
goes effective?  What do you mean when you refer to “Confirmation,” “Effective Date” and 
“Consummation?” 

“Confirmation” of the Plan refers to approval of the Plan by the Bankruptcy Court.  “Confirmation” of the 
Plan does not guarantee that you will receive the distribution indicated under the Plan.  After Confirmation of the 
Plan by the Bankruptcy Court, there are conditions that need to be satisfied or waived so that the Plan can be 
consummated and go effective.  Initial distributions to Holders of Allowed Claims will only be made on the 
Effective Date as soon as practicable thereafter.  See “Confirmation of the Plan,” which begins on page 68, for a 
discussion of the conditions to consummation of the Plan. 

F. Will the Debtors have sufficient cash and/or other consideration to fund the distributions 
required under the Plan? 

To fund distributions under the Plan, as of February 28, 2014 (the “Assumed Effective Date”), the Debtors 
project to have approximately $682.4 million of cash on hand (including cash of foreign non-Debtor affiliates).  The 
amount of cash actually on hand on the Effective Date could be different to the extent the Debtors’ actual receipts 
and disbursements are different from the amounts set forth in the Projections.  See Article VIII of this Disclosure 
Statement for additional information. 

In addition, on the Effective Date, the Debtors will use commercially reasonable efforts to enter into the 
Exit Revolver Facility, a new first-out revolving credit agreement in the amount of no less than $250 million and up 
to $400 million pursuant to the Exit Revolver Facility Agreement and the New Debt Facility, meaning the New Debt 
Rollover Facility or the New Debt Alternative Facility, as applicable, which may be used to, among other things, 
fund obligations under that Plan. 

 
G. Will the Reorganized Debtors be obligated to continue to pay statutory fees after the Effective 

Date? 

Yes.  On the Effective Date the Debtors will be required to pay in Cash any fees due and owing to the U.S. 
Trustee at the time of Confirmation.  Additionally, on and after the Confirmation Date, the Reorganized Debtors 
must pay all statutory fees due and payable, under 28 U.S.C. § 1930(a)(6), plus accrued interest under 31 U.S.C. § 
3717, on all disbursements, including plan payments and disbursements inside and outside of the ordinary course of 
business until the entry of a final decree, dismissal or conversion of the cases to chapter 7.  The Reorganized 
Debtors will also be required to comply with reporting requirements, such as filing quarterly post-Confirmation 
reports and schedule quarterly post-Confirmation status conferences until the entry of a final decree, dismissal or 
conversion of the cases to chapter 7.  

H. When will the Plan Supplement be filed and what will it include? 

The Plan Supplement, the compilation of documents and forms of documents, schedules, and exhibits to 
the Plan, all materially consistent with the Restructuring Support Agreement, the Restructuring Term Sheet, and the 
Equity Term Sheet, to the extent not already filed, will be filed 10 days prior to the Voting Deadline, or as soon as 
reasonably practicable thereafter but in no event later than five days prior to the Confirmation Hearing.  The Plan 
Supplement will include:  (a) the identity of the members of the New Board and the nature and compensation for 
any member of the New Board who is an “insider” under section 101(31) of the Bankruptcy Code; (b) the Schedule 
of Assumed Executory Contracts and Unexpired Leases; (c) the Schedule of Rejected Executory Contracts and 
Unexpired Leases; (d) the form of the Exit Revolver Facility Documents; (e) the form of the New Debt Facility 
Documents; (f) the applicable New Corporate Governance Documents; (g) a list of retained Causes of Action; (h) 
the management employment agreements, as amended; (i) the Management Incentive Plan; (j) the Trust Documents 
(if applicable); and (k) the Description of Transaction Steps.  
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I. What is the purpose of the trust structure?  How will the trusts be established? 

The purpose of the CLAI Trust and the CLI Trust is to hold and maintain certain unencumbered or 
potentially unencumbered assets of CLAI and CLI (or the value attributable to such unencumbered or potentially 
unencumbered assets) pending the resolution of disputes regarding the valuation of such assets and the extent to 
which the assets are subject to the liens of the Holders of First Lien Claims.  To the extent the valuation and lien 
validity disputes are not entirely resolved in connection with confirmation of the Plan, the Plan provides for the 
creation of the CLAI Trust and the CLI Trust, which will permit the Debtors to emerge from chapter 11 
notwithstanding certain ongoing litigation or disputes regarding:  (a) the extent, if any, of the Holders of the First 
Lien Claims’ Liens on and security interests in the Disputed Cash; (b) the extent and priority of the Holders of the 
First Lien Claims’ Liens on and security interests in the Disputed Copyrights, and the value of the Disputed 
Copyrights; (c) the validity and extent of any Claims between a Debtor and another Debtor or between a Debtor and 
a non-Debtor foreign affiliate; (d) the value, if any, of the CLA C.V. 35% Equity; (e) the value, if any, of the Non-
Wholly Owned Subsidiaries Interests; and (f) the value, if any, of the Unencumbered Real Estate (collectively, the 
“Trust Asset Disputes”). 

Except for the case where a given Trust Asset Dispute is resolved on or prior to the Effective Date, the 
Debtors shall transfer to the Trusts all of the Disputed Copyrights, the Non-Wholly Owned Subsidiaries Interests, 
the Unencumbered Real Estate, any recovery on account of any Claims held by CLI against any Debtor or non-
Debtor subsidiary, and any recovery on account of the CLI Trust Causes of Action (collectively, the “CLI Trust 
Assets”) and the Disputed Cash, the CLA C.V. 35% Equity, any recovery on account of any Claims held by CLAI 
against any Debtor or non-Debtor subsidiary, and any recovery on account of the CLAI Trust Causes of Action  
(collectively, the “CLAI Trust Assets,” and together with the CLI Trust Assets, the “Trust Assets”).   

Senior interests in the Trusts will be issued to Holders of First Lien Claims, (which consists of both the 
First Lien Secured Claims and the First Lien Deficiency Claims), that will entitle them to distributions from the 
Trusts to the extent any Trust Asset Dispute is resolved in a manner that allocates value to Holders of First Lien 
Claims (e.g., the Disputed Cash is determined to be subject to the valid liens of the Holders of First Lien Secured 
Claims or the value of the Non-Wholly Owned Subsidiaries Interests is determined, in which case a percentage of 
such determined value will be distributed to Holders of First Lien Deficiency Claims).  Further, the senior interests 
would be entitled to the Net Licensing Fees, if any, associated with the use of the Trust Assets by the Reorganized 
Debtors to the extent such Net Licensing Fees are determined to be allocable to the Holders of First Lien Claims.   

Junior interests in the Trusts will be issued to Holders of Other Unsecured Claims, which will entitle them 
to distributions from the Trusts to the extent any Trust Asset Dispute is resolved in a manner that allocates value to 
Holders of Other Unsecured Claims (e.g., the Disputed Copyrights or the Disputed Cash is determined to not be 
subject to the valid liens of the Holders of First Lien Secured Claims or the value of the Non-Wholly Owned 
Subsidiaries Interests is determined, in which case a percentage of such determined value will be distributed to 
Holders of Other Unsecured Claims).  Further, the junior interests may be entitled to the Net Licensing Fees, if any, 
associated with the use of the Trust Assets by the Reorganized Debtors to the extent such Net Licensing Fees are 
determined to be allocable to  Holders of Other Unsecured Claims. 

Initial recipients of the senior and junior trust interests will be permitted to transfer such trust interests and 
such trust interests shall be fully transferable and assignable.  In accordance with the terms of the Trust Agreement, 
holders of trust interests shall provide the applicable Trustee with notice of any transfer and/or assignment and any 
transferee or assignee shall automatically be deemed to be a beneficiary of the Trusts and subject to the terms of the 
Trust Agreement. 

The Trusts will be managed by Trustees who will be responsible solely for (a) holding, managing, and 
distributing the Trust Assets and consideration received by the Trust from the Reorganized Debtors, (b) monitoring 
that Net Licensing Fees, if any, are paid by the Reorganized Debtors, (c) overseeing the investment of the Trusts’ 
cash assets, (d) using, selling, or leasing any Trust Assets, subject to and in accordance with the applicable Trust 
Agreement, to the extent the Reorganized Debtors do not elect to purchase such Trust Assets from the Trusts by the 
date that is 30 days after the resolution of any Trust Asset Dispute (the “Trust Asset Determination Date”); (e) 
filing all tax and regulatory forms, returns, reports, and other documents required with respect to the Trusts; and (f) 
any other role set forth in the Trust Agreements.  The Trustees, however, will not have a role in prosecuting or 
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resolving issues related to the Trust Asset Disputes.  The Estates shall be charged with the sole authority to 
commence and prosecute any of the Trust Asset Disputes; provided that the Post-Effective Date Unsecured Creditor 
Representatives Committee (a body comprised of three members selected by the Committee), the Ad Hoc First Lien 
Group, the First Lien Credit Facility Administrative Agent, and the First Lien Indenture Trustee shall have standing 
and power to participate in the Trust Asset Disputes.  The reasonable and documented fees and expenses of these 
entities’ participation in the Trust Asset Disputes shall be paid out of the Trust Assets allocable to the junior trust 
interests (with respect to the Post-Effective Date Unsecured Creditor Representatives Committee) or the senior trust 
interests (with respect to the Ad Hoc First Lien Group, the First Lien Credit Facility Administrative Agent, and the 
First Lien Indenture Trustee). 

The Trustees shall be selected in accordance with the Trust Agreements and approved by the Bankruptcy 
Court.  The Trustees may retain and compensate attorneys, other professionals, and employees to assist in their 
duties as Trustees on such terms as the Trustees deems appropriate without Bankruptcy Court approval.  The 
expenses of the Trusts will be funded first from any cash placed into the Trust (e.g., the Disputed Cash) and from 
any Cash received on account of the Net Licensing Fees, if any, and second from any of the Trust Assets.    

To the extent the Disputed Copyrights or the Non-Wholly Owned Subsidiaries Interests are transferred to 
the Trusts, the Trusts shall be deemed to grant to the Reorganized Debtors an exclusive license to use, operate, 
license, and sublicense any of the Disputed Copyrights and any of the assets of the Non-Wholly Owned 
Subsidiaries.  Any such exclusive license shall be freely transferable and assignable, and the Reorganized Debtors 
shall have full authority to transfer, assign, hypothecate, or sub-license such exclusive licenses.  In exchange for 
such exclusive licenses, the Reorganized Debtors shall provide the Trusts with a monthly licensing fee payment on 
account of the Disputed Copyrights and a monthly licensing fee payment on account of any assets of the Non-
Wholly Owned Subsidiaries (collectively, the “Net Licensing Fees”), which Net Licensing Fees will be approved by 
the Confirmation Order.  

On or before the Trust Asset Determination Date, the Reorganized Debtors shall either (a) elect to acquire a 
particular asset placed into the Trusts at the value as determined by the Court in exchange for Cash or New Equity 
equal to such value or (b) determine to abandon such asset for liquidation by the Trustees.  The Trustees may not 
sell, assign, transfer, hypothecate, or liquidate any of the Trust Assets any earlier than the Trust Asset Determination 
Date or the date on which the Reorganized Debtors either make the Trust Asset Election with respect to such Trust 
Asset or determine to abandon such Trust Asset for liquidation by the applicable Trustee and distribution to the 
Holders of the Trust Interests. 

The Plan provides for a reserve mechanism that will permit the Trustees to make interim distributions to 
holders of senior and junior trust interests notwithstanding the fact that not all Trust Asset Disputes have been 
resolved. 

Additional details regarding the Trusts (including certain tax considerations) are set forth in the Plan, 
elsewhere in this Disclosure Statement, and in the Trust Agreements, which will be filed as part of the Plan 
Supplement. 

J. What are the terms of the Exit Revolver Facility and the New Debt Facility? 

The New Loans will consist of the Exit Revolver Facility and the New Debt Facility.  The Exit Revolver 
Facility shall be a new revolving credit facility in an amount between $250 million and up to $400 million to be 
entered into by the Debtors pursuant to the Exit Revolver Facility Agreement, including any Exit Revolver Facility 
Documents, each of which shall be in form and substance acceptable to the Debtors, the Exit Revolver Facility 
Agent, the Exit Revolver Facility Arrangers, the lenders party thereto, and shall be on terms consistent with the 
Restructuring Support Agreement and RSA Term Sheets in all respects and otherwise acceptable to the Required 
Consenting Lenders. 

The New Debt Facility shall be the New Debt Rollover Facility or the New Debt Alternative Facility, as 
applicable.  The New Debt Alternative Facility Documents means, collectively, all related agreements, documents, 
or instruments to be executed or delivered in connection with the New Debt Alternative Facility, the form of which 
shall be included as an exhibit to the Plan Supplement and shall be in form and substance consistent with the 
Restructuring Support Agreement and RSA Term Sheets in all respects and otherwise acceptable to the Required 
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Consenting Lenders, and in each case, the forms of which shall be as set forth in an exhibit to the Plan Supplement.  
If the Reorganized Debtors do not enter into the New Debt Alternative Facility, the New Debt Facility shall be the 
New Debt Rollover Facility which is a term loan facility in the amount of $1,500 million to be entered into by the 
Reorganized Debtors as of and subject to the occurrence of the Effective Date in form and substance consistent with 
the Restructuring Support Agreement and RSA Term Sheets.   

The Debtors are still in the process of marketing the New Debt Alternative Facility and, as a result, have 
yet to finalize many of the specific terms.  The Debtors requests to potential lenders require that the New Debt 
Alternative Facility have an availability of $1,500 million to $1,750 million.  Lazard has been leading the Debtors’ 
search for the New Debt Alternative Facility.  The Debtors will include the form of the New Debt Alternative 
Facility or New Debt Rollover Facility, as applicable, in their Plan Supplement. 

K. Are there risks to owning an Interest in Reorganized Cengage upon emergence from chapter 
11?  

Yes.  See “Risk Factors,” which begins on page 57. 

L. Is there potential litigation related to the Plan? 

Yes.  For example, there may be litigation over the Disputed Assets, which are discussed beginning on 
page 31, or with respect to the other disputed issues discussed beginning on page 28.  In the event it becomes 
necessary to confirm the Plan over the objection of certain Classes, the Debtors may seek confirmation of the Plan 
notwithstanding the dissent of such objecting Classes.  The Bankruptcy Court may confirm the Plan pursuant to the 
“cramdown” provisions of the Bankruptcy Code, which allow the Bankruptcy Court to confirm a plan that has been 
rejected by an impaired Class if it determines that the Plan satisfies section 1129(b) of the Bankruptcy Code.  See 
“Risk Factors,” Article X — The Debtors may not be able to obtain Confirmation of the Plan.”  

Additionally, there is a risk of potential protracted litigation regarding the Disputed Assets (as defined 
below), including, but not limited to, disputes regarding the value of the Disputed Assets and whether certain of the 
Disputed Assets are encumbered and therefore unavailable as a source of recovery for Holders of unsecured Claims.  
Parties-in-interest may seek to bring potentially time-consuming litigation regarding, among other things, the 
Disputed Assets, and Apax-related claims.  Any such litigation could impact the recovery for Holders of Unsecured 
Claims and may delay confirmation of the Plan.   

The Debtors believe the Plan proposes a mechanism to deal with potential litigation in a manner that will 
not preclude confirmation of the Plan on the timeline set forth herein, but the risk still remains that protracted 
litigation may significantly delay the path towards confirmation of the Plan and the Debtors’ successful emergence 
from chapter 11. 

M. What is the Management Incentive Plan and how will it affect the distribution I receive under 
the Plan? 

As soon as practicable after the Effective Date, the New Board of Reorganized Cengage shall adopt the 
Management Incentive Plan, which is attached as Exhibit A to the Plan; provided that any changes to such plan shall 
require the consent of the Debtors, the Debtors’ management, and the Required Consenting Lenders.   

N. Will there be releases granted to parties in interest as part of the Plan? 

 Yes, see “Article XI Release, Injunction and Related Provisions” of this Disclosure Statement.  Holders of 
Claims will be entitled to opt out of the Third Party Release on their Ballot by marking the appropriate box on the 
Ballot.  

O. What is the deadline to vote on the Plan? 

[__] [a.m./p.m.] (prevailing Eastern Time) on [DATE].  
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P. How do I vote for or against the Plan? 

This Disclosure Statement, accompanied by a ballot or ballots to be used for voting on the Plan, is being 
distributed to the Holders of Claims entitled to vote on the Plan.  If you are a Holder of one or more Claims in the 
following Class, you may vote for or against the Plan by completing the ballot and returning it in the envelope 
provided: 

 Class 3 (First Lien Secured Claims against CL Holdings) 

 Class 12 (First Lien Secured Claims against CL Holdco) 

 Class 21 (First Lien Secured Claims against CLAI) 

 Class 22 (First Lien Deficiency Claims against CLAI) 

 Class 23 (Second Lien Claims against CLAI) 

 Class 24 (Senior Notes Claims against CLAI) 

 Class 26 (General Unsecured Claims against CLAI) 

 Class 29 (First Lien Secured Claims against CLI) 

 Class 30 (First Lien Deficiency Claims against CLI) 

 Class 31 (Second Lien Claims against CLI) 

 Class 32 (Senior Notes Claims against CLI) 

 Class 34 (General Unsecured Claims against CLI) 

The Debtors, with the approval of the Bankruptcy Court, have engaged Donlin, Recano & Company, Inc. 
419 Park Avenue South, New York, NY 10016, to serve as the voting agent for all Claims and generally oversee the 
voting process (the “Notice, Claims, and Solicitation Agent”).  The Notice, Claims, and Solicitation Agent will 
process and tabulate ballots for Classes 3, 12, 21-24, 26, 29-32, and 34. 
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The deadline to vote on the Plan is [__] [a.m./p.m.] (prevailing Eastern Time), on [DATE]. 

BALLOTS 

Ballots and Master Ballots must be actually received by the 
Notice, Claims, and Solicitation Agent by the voting deadline 
of [___] [a.m./p.m.] (prevailing Eastern Time) on [DATE] at 

the following address: 

Donlin, Recano & Company, Inc. 
Notice, Claims, and Solicitation Agent for Cengage 

Learning, Inc., et al 
Attn: Cengage Learning, Inc. Ballot Processing 

P.O. Box 899 Madison Square Station 
 New York, New York 10010 

 
If you received an envelope addressed to your nominee, please 

allow enough time when you return your ballot for your 
nominee to cast your vote on a master ballot before the voting 

deadline. 

If you have any questions on the procedure for voting on the 
Plan, please call the Notice, Claims, and Solicitation Agent at 

the following telephone number: 

(800) 654-4131 (within the U.S.) 

(646) 378-4198 (outside the U.S.) 

More detailed instructions regarding how to vote on the Plan are contained on the ballots distributed to 
Holders of Claims that are entitled to vote on the Plan.  For your vote to be counted, your ballot must be completed, 
signed and received by [__] [a.m./p.m.] (prevailing Eastern Time), on [DATE]. 

Any Ballot that is properly executed by a Holder of a Claim, but which does not clearly indicate an 
acceptance or rejection of the Plan or which indicates both an acceptance and a rejection of the Plan, shall not be 
counted. 

Each Holder of a Claim may cast only one Ballot per each Claim held.  By signing and returning a Ballot, 
each Holder of a Claim in Classes 3, 12, 21-24, 26, 29-32, and 34 will certify to the Bankruptcy Court and the 
Debtors that no other Ballots with respect to such Claim have been cast or, if any other ballots have been cast with 
respect to such Claims, such earlier ballots are thereby superseded and revoked. 

All ballots are accompanied by return envelopes.  It is important to follow the specific instructions provided 
on each ballot.  For information regarding voting by Nominees, see “Solicitation and Voting Procedures” which 
begins on page 68. 

Q. Why is the Bankruptcy Court holding a Confirmation Hearing? 

Section 1128(a) of the Bankruptcy Code requires the Bankruptcy Court to hold a hearing on confirmation 
of the Plan and any party in interest may object to confirmation of the Plan. 

R. When is the Confirmation Hearing set to occur? 

The Bankruptcy Court has scheduled the Confirmation Hearing for [February 24], 2014 at [__] 
[a.m./p.m.] (prevailing Eastern Time). The Confirmation Hearing may be adjourned from time to time without 
further notice. 
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Objections to confirmation of the Plan must be filed and served on the Debtors, and certain other parties, by 
no later than [DATE] at [__] [a.m./p.m.] (prevailing Eastern Time) in accordance with the notice of the 
Confirmation Hearing that accompanies this Disclosure Statement.   

The Debtors will publish the notice of the Confirmation Hearing, which will contain the deadline for 
objections to the Plan and the date and time of the Confirmation Hearing, in the national edition of The New York 
Times to provide notification to those persons who may not receive notice by mail. 

S. What is the purpose of the Confirmation Hearing? 

The confirmation of a plan of reorganization by a bankruptcy court binds the debtor, any issuer of securities 
under the plan of reorganization, any person acquiring property under the plan of reorganization, any creditor or 
equity interest holder of a debtor and any other person or entity as may be ordered by the bankruptcy court in 
accordance with the applicable provisions of the Bankruptcy Code.  Subject to certain limited exceptions, the order 
issued by the bankruptcy court confirming a plan of reorganization discharges a debtor from any debt that arose 
before the confirmation of the plan of reorganization and provides for the treatment of such debt in accordance with 
the terms of the confirmed plan of reorganization. 

T. What is the effect of the Plan on the Debtors’ ongoing business? 

The Debtors are reorganizing pursuant to chapter 11.  As a result, Confirmation of the Plan means that the 
Debtors will not be liquidated or forced to go out of business.  The Debtors will continue to operate their businesses 
going forward using cash from operations, which will be utilized to implement the Reorganized Debtors’ business 
plan.   

U. Does Cengage recommend voting in favor of the Plan? 

Yes.  The Debtors believe the Plan provides for a larger distribution to the Debtors’ creditors than would 
otherwise result from any other available alternative.  The Debtors believe the Plan, which contemplates a 
significant deleveraging, is in the best interest of all creditors.  Any other alternative does not in any way realize or 
recognize the value inherent under the Plan.   

IV. THE DEBTORS’ CORPORATE HISTORY, STRUCTURE, BUSINESS OVERVIEW, AND 
OTHER BACKGROUND 

A. Overview of the Debtors’ Business and Operations 

The Debtors, with their affiliates, are leading global providers of high-quality content, innovative print and 
digital teaching and learning solutions, software, and associated educational services for the higher-education, 
research, school, career, professional, and international markets.  The Debtors are the second largest publisher of 
course materials in U.S. higher education, with strong positions across all major disciplines, and are leading global 
providers of library reference materials with a vast collection of primary source content.  The Debtors manage their 
operations from various locations throughout the United States and internationally, with headquarters located in 
Stamford, Connecticut. 

The Debtors divide their operations into two main segments:  domestic and international.  For the nine 
months ended March 31, 2013, the domestic segment accounted for approximately 85 percent of the Debtors’ 
revenues, and the international segment accounted for the remaining approximately 15 percent of the Debtors’ 
revenues.  The Debtors’ customers include, among others, students, bookstores, academic libraries, major public 
libraries, and high schools across the country and around the world. 

As discussed further below, the Debtors also have two non-wholly owned joint ventures—The Hampton 
Brown Company LLC (“Hampton Brown”) and CourseSmart LLC (“CourseSmart”). 
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(i) Domestic 

In the U.S., the Debtors operate in five principal markets:  two- and four-year college, research, K–12 
school, career, and professional. 

(a) Two- and Four- Year College 

The Debtors offer an array of print and digital materials and associated services to the two- and four-year 
college market, which is comprised of students, professors, and institutions of higher education (primarily colleges 
and universities).  The higher education system in the U.S. is the largest in the world with over 20 million students 
and 4,500 institutions, figures which have expanded over the last decade.  Many of the most well-known publishers 
compete with the Debtors in this space, including, for example, Pearson Education, Inc., McGraw-Hill Education, 
Inc., John Wiley & Sons, Inc., and Macmillan Publishers Ltd. 

In print, the Debtors publish textbooks for all major academic disciplines and maintains leading positions in 
many major disciplines.  For example, the Debtors have leading market positions in the United States in many of the 
largest academic disciplines, including the number one position in each of anthropology, business, computer 
training, criminal justice, health, history, paralegal studies, philosophy, and social work, and the number two 
position in each of accounting, chemistry, education, foreign language, linguistics, mathematics, and psychology. 

In digital format, the Debtors provide homework solutions with high quality content and interactive 
learning solutions and fully customized online course programs.  The Debtors are also developing a full suite of 
digital learning solutions called MindTap, designed to engage students and offer instructors choice and flexibility. 

The Debtors employ two sales teams to target the college market.  The first sales team focuses on securing 
adoptions—that is, selections by course instructors to use a particular publisher’s materials.  The second sales team 
seeks out institutional sales opportunities, which are more complicated and time consuming, but often offer greater 
volume and value to the Debtors. 

Particularly, with respect to the college market, the educational publishing market is highly seasonal.  As 
with most publishers of educational materials, the Debtors receive an out-sized proportion of their earnings during 
the academic year.  This seasonality affects the Debtors’ working capital requirements and overall financing needs 
such that they earn a cash surplus during the academic year but typically incur a net cash deficit from operating 
activities outside the academic year. 

(b) Research 

Over time, the Debtors have aggregated the world’s largest online collection of magazines, journals, and 
newspapers, and now maintains one of the largest archives of unique primary-source special collections in the 
world.  In North America, substantially all of the reference collections of academic and public libraries contain one 
or more of the Debtors’ research products, which include the world’s largest collection of periodicals and one of the 
largest archives of primary source materials. 

Generally, research providers like the Debtors aim to sell specialized reference materials such as 
encyclopedias, directories, periodical databases, and primary-source collections.  The Debtors, however, also 
integrate this reference content in their academic products, making them the only producer of learning materials with 
access to proprietary content of this kind.  The Debtors sell directly to academic, corporate, and government libraries 
and indirectly via distributers, bookstores, wholesalers, and retailers worldwide, with most relationships managed 
via local or regional offices. 

(c) K-12 School 

The domestic K–12 school market consists of approximately 55 million students.  Publishers in this market, 
including Pearson Education, Inc., McGraw-Hill Education, Inc., and Houghton Mifflin Harcourt Publishing 
Company, aim primarily for state and local school district to adopt their materials.  In the U.S. K–12 school market, 
the Debtors focus on disciplines with the most attractive growth fundamentals, in particular advanced placement and 
ELT, where the Debtors occupy strong market positions.  Consistent with that focus, in August 2011, the Debtors 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



 

  23 

acquired Hampton Brown, the National Geographic Society’s digital and print school publishing unit, including its 
ELT products, elementary school level science curriculum, literacy and content publishing brand, National 
Geographic Explorer! Magazines, and the National Geographic Science series. 

(d) Career 

The career market is comprised primarily of students and colleges in the career-oriented education system.  
Career institutions typically purchase course materials directly and distribute them to all students, unlike the college 
market where individual professors choose and students purchase their own materials.  In the career market, the 
Debtors offer some of the most comprehensive collections of print, digital, and hybrid learning solutions for career 
studies across major disciplines.  In connection with these various products, the Debtors employ designated sales 
teams to focus on sales to the for-profit career colleges that make up the bulk of the market. 

Over the last twenty years, growth in the career market generally has outpaced that in the two- and 
four-year college market.  As with the college market, the Debtors’ main competitors in the career market are 
Pearson Education, Inc., McGraw-Hill Education, Inc., and John Wiley & Sons, Inc. 

(e) Professional 

Providers in the professional market typically seek to sell learning materials to students seeking job 
training, certification, or continuing professional education in schools or other programs.  This market encompasses 
a wide range of vocations, and the key players generally vary across different study areas.  The Debtors compete in a 
wide range of professional study disciplines, offering products like customized materials for employers to train their 
employees.  To assist in these efforts, the Debtors employ a direct sales force focused on employers, training 
programs, and professionals seeking additional training. 

(ii) International 

The second main segment of the Debtors’ operations is the international segment.  The needs and demands 
of various international markets can differ dramatically, but the general trend across the globe is expanding demand 
for learning products driven by population growth and rising living standards.  The Debtors, through certain 
non-Debtor international affiliates, serve higher education, vocational, K–12, reference, and English language 
teaching (“ELT”) markets in select geographic areas throughout the world, with operations generally divided 
between the regions of Asia, Australia, Latin America, and Europe, Middle East, and Africa.  For example, the 
Debtors, through a licensee, are the leading foreign educational publisher in China with a strong position in the 
Chinese ELT market.  To best tap these markets, the Debtors’ international businesses differ in their strategic focus 
based on prevailing local market demand for the Debtors’ products, and they employ a sales force located in 25 
regional offices around the globe to take advantage of international growth dynamics. 

(iii) Joint Ventures 

The Debtors own equity interests in two domestic joint ventures:  Hampton Brown and CourseSmart.  

(a) Hampton Brown 

On August 1, 2011, the Debtors acquired 100-percent of the controlling economic equity interests (i.e., 100 
percent of the Class B units) in Hampton Brown from The National Geographic Society (“NGS”).  As part of the 
sale transaction, NGS negotiated to retain 10 Class A units, which units do not entitle NGS to any control over the 
affairs of Hampton Brown and entitle NGS to distributions only upon dissolution of Hampton Brown (which 
distribution is capped at $8 million plus 10 percent annual compounding interest accruing from August 1, 2012.  The 
ten Class A units owned by NGS are subject to a call right exercisable by the Debtors and a put right exercisable by 
NGS, the terms of which are set forth in the purchase agreement.  Pursuant to the purchase agreement, (a) the 
Debtors may exercise their call right to purchase the remaining interest for $8 million plus 10-percent annual 
compounding interest accruing from August 1, 2012 and (b) NGS may exercise its put right to sell the remaining 
interest at approximately $6.5 million, with such right becoming exercisable August 1, 2013.   
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After the acquisition, the Debtors incorporated Hampton Brown’s legacy operations into the newly created 
National Geographic School Publishing (“NGSP”) business unit.  NGSP is not a legal entity, but rather a business 
unit capturing operations at both CLI, the Debtors’ main operating company, and Hampton Brown.10  The vast 
majority of the operations at Hampton Brown at the time of the acquisition have been migrated to CLI since August 
2011.  This migration has included contracting with principally all NGSP counterparties through CLI, as well as 
managing NGSP working capital and overhead at CLI.  As a result of this process, as of the Petition Date, Hampton 
Brown held only two material assets:  (a) a collection of approximately 1,850 copyrights registered by (or in the 
process of being registered by) Hampton Brown at the time of the acquisition in 2011 and (b) an educational 
magazine business, the National Geographic Explorer! Magazine (the “Magazine Business”) (including a small 
amount of associated working capital, principally receivables), which has not been entirely migrated and whose 
value is potentially unencumbered.  A significant amount of activities of the Magazine Business is executed by CLI. 
For example, CLI salespeople are responsible for soliciting purchases of the magazine and CLI is the party that has 
contracted with third-parties to provide services related to the Magazine Business’s invoicing, receipt collection, 
production, and order fulfillment.  Sales agreements with customers for the Magazine Business are done though a 
trade name for Hampton Brown and revenues received from the third party responsible for collecting on Magazine 
Business invoices go directly into a Hampton Brown bank account before being transferred to a CLI bank account 
on a monthly basis.  Recovery projections in this Disclosure Statement assume that the value of the Magazine 
Business is unencumbered. 

(b) CourseSmart 

Since February 28, 2007, the Debtors have been an equity holder in CourseSmart, a joint venture supported 
by the leading publishers in North American higher education for distribution of digital course materials.  The 
Debtors own a 33.4-percent equity interest in CourseSmart, with equivalent voting control.  CourseSmart 
historically has relied on contributions from its members to fund its operations and does not represent a material 
portion of the Company’s revenues or earnings. During 2013, CourseSmart considered preliminary term sheets for 
purchase offers from unaffiliated third parties, although none of these transactions were consummated.  

B. The Debtors’ Corporate History and Capital Structure 

Prior to 2007, the Company’s businesses were comprised of wholly-owned indirect subsidiaries and 
divisions of Thomson Reuters Corporation (formerly The Thomson Corporation) managed together by a single 
management team.  On July 5, 2007, investment funds associated with or designated by Apax acquired 97 percent of 
the Company’s equity (the balance of the equity was purchased by Funds associated with or designated by OMERS 
Private Equity (collectively, “OMERS,” and together with Apax, the “Sponsors”) from Thomson Corporation and 
certain of its affiliates for $7.11 billion.  Shortly thereafter, the Company was rebranded as “Cengage Learning,” a 
name chosen to reflect the Company’s focus on being the “center of engagement” for students, researchers, 
instructors, and institutions across the globe.  The July 2007 purchase was funded in part with the proceeds of 
approximately $5.6 billion in new debt financing, with the remainder of the purchase price funded by equity 
contributions from the Sponsors. 

The Debtors and their advisors are currently performing an analysis of the 2007 LBO, and, at this time, the 
Debtors do not believe there are any viable claims to pursue on behalf of their estates.  In particular, the Debtors 
believe that any claims related to the 2007 LBO are barred pursuant to the applicable statute of limitations.  

A chart generally depicting the Debtors’ prepetition organizational structure is provided below. 
 

 

                                                           
10  The NGSP business is presently expected to substantially underperform the Company’s projections for the business at the time of the 

Hampton Brown acquisition.  For example, NGSP’s fiscal year 2013 revenues were only 62% of the Company’s projections for Hampton 
Brown at the time of the acquisition. 
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C. Summary of Prepetition Capital Structure  

As described in greater detail below, as of the Petition Date, the Debtors had outstanding funded debt in the 
aggregate principal and accrued interest amount of approximately $5,905.3 million, consisting of: (a) $3,882.3 
million of obligations under the First Lien Credit Facility, including (i) $220.5 million outstanding under the 
Unextended Revolver, (ii) $294.1 million outstanding under the Extended Revolver, (iii) $1,522.7 million 
outstanding under the Unextended Term Loan, (iv) $552.0 million outstanding under the Incremental Term Loan; 
and (v) $1,293.0 million outstanding under the Extended Term Loan; (b) $742.8 million outstanding under the First 
Lien Notes; (c) $13.3 million outstanding under the First Lien Swaps; (d) $752.8 million outstanding under the 
Second Lien Notes; (e) $306.3 million outstanding under the Senior Notes; (f) $67.7 million outstanding under the 
PIK Notes; and (g) $140.1 million outstanding under the Subordinated Notes.  The equity interests in Cengage 
Learning Holdings II, L.P., the direct or indirect owner of all of the Debtors’ subsidiaries, are held almost entirely by 
the Sponsors, with the remainder owned by certain existing and former members of the Debtors’ management.  The 
Prepetition Debt Obligations are summarized in the chart below and are described in greater detail herein 
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Debt Obligation Approximate Amount 
as of Petition Date11 

Interest Rate Maturity Date 

Secured Debt  

Unextended Revolver $220.5 million LIBOR+2.25% 7/5/13 
Extended Revolver $294.1 million LIBOR+4.50% 4/10/1712 
Unextended Term Loan $1,522.7 million LIBOR+2.50% 7/3/14 
Incremental Term Loan $552.0 million LIBOR+3.75%13 7/3/14 
Extended Term Loan $1,293.0 million LIBOR+5.50% 7/5/1714 
Swaps $13.3 million  6/28/13 
First Lien Notes $742.8 million 11.50% 4/15/20 
Second Lien Notes $752.8 million 12.00% 6/30/19 
Unsecured Debt  
Senior Notes $306.3 million 10.50% 1/15/15 
PIK Notes $67.7 million 13.75% 7/15/15 
Subordinated Notes $140.1 million 13.25% 7/15/15 

 
(i) First Lien Claims 

Pursuant to the Plan, the First Lien Claims for principal, interest, and swap transaction obligations under 
the First Lien Docments (consisting of the First Lien Secured Claims and the First Lien Deficiency Claims) shall be 
deemed Allowed Claims in their entirety in the aggregate amount of $4,636,224,560.81 against each of CL 
Holdings, CL Holdco, CLAI, and CLI. 

(a) The First Lien Credit Facility 

In connection with the July 2007 purchase by Apax and OMERS, the Debtors entered into the First Lien 
Credit Facility.  The Debtors have concluded that the First Lien Credit Facility is secured by a first-priority lien on 
substantially all of the Debtors’ assets subject to certain exceptions discussed below.  The First Lien Loans are 
guaranteed by each of the Debtors other than CLAI, which is the borrower under the First Lien Loans.  The First 
Lien Credit Facility Agreement also provides for certain customary covenants, including with respect to financial 
reporting and the Debtors’ leverage ratio. 

                                                           
11  Amounts exclude issued but undrawn letters of credit and represent principal amounts and accrued interest. 

12  The maturity date for the Extended Revolver Facility is subject to springing conditions.  In general, these 
conditions provide that:  (a) if specified principal amounts of certain of the Debtors’ other debt remain 
outstanding as of a specified date, the Extended Revolver Facility matures on the specified date; or (b) if any of 
the Debtors’ other debt is refinanced and matures before July 9, 2017, the Extended Revolver Facility will 
mature 91 days before the maturity of the refinanced debt.  Under these springing maturity provisions, the 
Extended Revolver Facility could mature as early as April 5, 2014. 

13  The interest rate on the Incremental Term Loan is subject to a 3.75% LIBOR floor. 

14  The maturity date the Extended Term Loan Facility is subject to springing conditions.  In general, these 
conditions provide that:  (a) if specified principal amounts of certain of the Debtors’ other debt remain 
outstanding as of a specified date, the the Extended Term Loan Facility matures on the specified date; or (b) if 
any of the Debtors’ other debt is refinanced and matures before October 3, 2017, the Extended Term Loan will 
mature 91 days before the maturity of the refinanced debt.  Under these springing maturity provisions, the 
Extended Term Loan Facility could mature as early as April 5, 2014. 
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(b) First Lien Notes 

The First Lien Notes mature April 15, 2020, and the First Lien Notes Indenture provides for certain 
customary covenants, including with respect to financial reporting.  The First Lien Notes are secured with a pari 
passu first priority security interest in the same collateral package as the obligations arising under the First Lien 
Credit Facility.  The First Lien Notes are guaranteed by each of the Debtors other than CLAI, which is the issuer 
under the First Lien Notes Indenture.   

(c) First Lien Swap Confirmations 

The Debtors are party to six First Lien Swaps, all of which are interest rate swaps that help the Debtors 
manage interest rate exposure by achieving a desirable proportion of variable and fixed rate debt.  The 
counterparties to the First Lien Swaps have the same collateral package as and rank pari passu with the lenders 
under the First Lien Credit Facility and holders of the First Lien Notes.  The notional amounts, counterparty, and 
other information regarding the First Lien Swaps are as follows: 

 $250 million subject to a swap between CLAI and Citibank N.A., dated as of April 21, 2010; 

 $250 million subject to a swap between CLAI and Goldman Sachs Bank USA, guaranteed by The 
Goldman Sachs Group, Inc., dated as of April 16, 2010; 

 $300 million subject to a swap between CLAI and UBS AG, London Branch, dated as of March 5, 
2010; 

 $300 million subject to a swap between CLAI and The Royal Bank of Scotland plc, dated as of 
March 1, 2010; 

 $500 million subject to a swap between CLAI and UBS AG, London Branch, dated as of 
February 17, 2010; and 

 $500 million subject to a swap between CLAI and Morgan Stanley Capital Services Inc., dated as 
of March 19, 2010. 

(ii) Second Lien Notes 

The Second Lien Notes mature June 30, 2019, and the Second Lien Indenture provides for certain 
customary covenants, including with respect to financial reporting.  The Second Lien Notes are secured with a 
second priority security interest in the same collateral package as the First Lien Credit Facility, First Lien Notes, and 
First Lien Swaps, and are guaranteed by each of the Debtors except for CLAI, which is the issuer under the Second 
Lien Indenture.  The Second Lien Notes are subject to the Second Lien Intercreditor Agreement (as defined below) 
that sets forth certain sharing and subordination provisions vis a vis the Holders First Lien Claims. 

(iii) Unsecured Notes   

The Debtors also have outstanding indebtedness in the form of three series of unsecured notes:  the Senior 
Notes, the PIK Notes, and the Subordinated Notes (collectively, the “Unsecured Notes”).  The Senior Notes mature 
January 15, 2015; the PIK Notes mature July 15, 2015; and the Subordinated Notes mature July 15, 2015. 

The Subordinated Notes are contractually subordinated to the Debtors’ secured and senior indebtedness, 
including the First Lien Credit Facility, the First Lien Notes, the Second Lien Notes, and the Senior Notes.  The PIK 
Notes were issued by CL Holdco and guaranteed by its parent company, Cengage Learning Holdings II, L.P., 
making the PIK Notes structurally subordinate to the First Lien Credit Facility, the First Lien Notes, the Second 
Lien Notes, the Senior Notes, the Subordinated Notes, and all General Unsecured Claims at CLAI and CLI. 
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(iv) Intercreditor Agreement 

Each of the Debtors, the collateral agent under the First Lien Credit Facility Agreement, and representatives 
of the Holders of First Lien Claims are parties to that certain First Lien Intercreditor Agreement, dated as of April 
10, 2012 (the “First Lien Intercreditor Agreement”).  The First Lien Intercreditor Agreement governs certain of the 
respective rights and interests of the Holders of First Lien Claims relating to, among other things, their rights and the 
exercise of remedies in connection with an Event of Default (as defined in the First Lien Intercreditor Agreement) 
and in the event of a bankruptcy filing, including related enforcement provisions.   

In addition, each of the Debtors, representatives of the Holders of First Lien Claims, and the representative 
of the Holders of Second Lien Notes are parties to that certain Second Lien Intercreditor Agreement, dated as of July 
5, 2012 (the “Second Lien Intercreditor Agreement”).  The Second Lien Intercreditor Agreement governs certain of 
the respective rights and interests of the Holders of First Lien Claims and the Holders of the Second Lien Notes 
relating to, among other things, their rights and the exercise of remedies in connection with an Event of Default (as 
defined in the Second Lien Intercreditor Agreement) and in the event of a bankruptcy filing, including related 
enforcement provisions.  Additionally, the Second Lien Intercreditor Agreement requires turnover of distributions 
made to the Holders of Second Lien Claims on account of Shared Collateral (as that term is defined in the Second 
Lien Intercreditor Agreement) to the Holders of First Lien Claims.   

D. Primary Confirmation Issues 

The Debtors and other parties in interest have identified certain key issues in these chapter 11 cases which 
must be resolved prior to Confirmation by the parties in interest or pursuant to a determination by the Court at 
Confirmation (collectively, the “Primary Confirmation Issues”).  Specifically, the Primary Confirmation Issues 
include:  (1) the Debtors’ total enterprise value, (2) issues related to the amount of the claims of the First Lien 
Lenders against each Debtor; (3) issues related to substantive consolidation, and (4) issues related to the 2007 
leveraged buy-out.  The Debtors believe that other issues that are not Primary Confirmation Issues can be resolved 
after the company emerges from bankruptcy pursuant to the trust structure contemplated by the Plan. 

The First Lien Secured Parties do not agree with certain of the Debtors’ contentions and arguments set forth 
in Articles IV.D and IV.E hereof and have reserved all of their rights and defenses with respect to the legal and 
equitable issues implicated by, and the economic impact of such arguments. 

(i) Total Enterprise Value 

As part of confirmation, parties in interest may object to the total enterprise value of the Debtors as 
determined by the Debtors and their advisors.  Information regarding the Debtors’ methodology and conclusions 
regarding their total enterprise value is provided in Article IX of this Disclosure Statement and Exhibit E-1 attached 
hereto. 

(ii) Amounts of Claims Against Multiple Debtors 

The Debtors believe that holders of First Lien Claims, Second Lien Claims, Senior Notes Claims, 
Subordinated Notes Claims, and PIK Notes Claims (each of which exist against multiple Debtor entities due to 
guarantees) are entitled to assert the full amount that they are owed under the respective financing documents 
against each of the Debtors without having to reduce such Claims for recoveries received from other Debtors so long 
as their aggregate recovery does not exceed the full amount that they are owed.  Article III.D of the Plan expressly 
provides for this. 

Generally, a creditor with a claim against multiple debtors is entitled to assert the full amount of its claim 
against each debtor until it is paid in full, regardless of any partial amounts collected from other debtors.  See 
Ivanhoe Bldg. & Loan Ass’n of Newark, N.J. v. Orr, 295 U.S. 243, 246 (1935) (“Ivanhoe”) (holding that a secured 
creditor may prove the full amount of the debt owed to it, notwithstanding that the creditor previously realized value 
on some collateral from a non-debtor co-obligor); Feder v. John Engelhorn & Sons, 202 F.2d 411, 412 (2d Cir. 
1953) (“[I]f the security is property of someone other than the bankrupt, then the creditor . . . may prove his claim in 
full in the bankruptcy proceeding.”); In re Realty Assocs. Securities Corp., 66 F. Supp. 416 (E.D.N.Y. 1946). 
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In Ivanhoe, a pre-Bankruptcy Code United States Supreme Court decision, a secured lender foreclosed on a 
non-recourse mortgage and sold the property.  The lender then asserted the entire amount of the loan, without 
reducing the claim by the amount collected through the sale, as an unsecured claim against the debtor-guarantor.  
The Supreme Court held that the creditor did not need to reduce its unsecured claim against the debtor. Id. 245–46.  
The Supreme Court further noted that the mortgagee was limited in its recovery by the “single satisfaction rule” 
which limits the distribution from the bankrupt’s estate to only that amount that will make the mortgagee whole, 
considering amounts already paid through the foreclosure. Id. at 246.  Thus, Ivanhoe stands generally for the 
proposition that a creditor may assert the full value of its claim against a debtor regardless of any prior, less-than-
complete recovery. 

Similarly, in Realty Associates, a pre-Bankruptcy Code decision of the Eastern District of New York, 
bondholders were seeking to recover dividends under rights reserved to collect from the now-dissolved guarantor 
should additional funds accrue to the guarantor’s trustee.  In finding that the bondholders could recover, the Realty 
Associates court stated, without referencing Ivanhoe:   “[I]t has been conclusively settled that . . . the holder of a 
claim upon which several parties are liable may prove its entire claim against the estate of any who become bankrupt 
and recover dividends calculated on the basis of such entire claim as it existed when the petition was filed, without 
regard to partial payments made by other obligors until from all sources it has been paid in full.”  Id. at 424.  The 
reasoning of Ivanhoe and Realty Associates has been subsequently endorsed by various courts post-enactment of the 
Bankruptcy Code.15   

The recent Fourth Circuit case of Nat’l Energy & Gas Transmission, Inc. v. Liberty Elec. Power, LLC (In 
re Nat’l Energy & Gas Transmission, Inc.), 492 F.3d 297 (4th Cir. 2007) notes a potential limitation on the 
conclusion of Ivanhoe by providing that if applicable state law would reduce the outstanding debt on account of a 
payment by a co-obligor, the claim amount that a creditor could assert against a co-obligor debtor would be similarly 
reduced.  Like the debtor’s agreement in Nat’l Energy, the First Lien Credit Facility Documents are governed by 
New York law and New York statute provides: 

the amount or value of any consideration received by the obligee from one or 
more of several obligors, . . . in whole or in partial satisfaction of their 
obligations, shall be credited to the extent of the amount received on the 
obligations of all co-obligors to whom the obligor or obligors giving the 
consideration did not stand in the relation of a surety. 

N.Y. GEN. OBLIG. L. § 15-103.  Thus, under New York law whether a payment by a co-debtor is credited against 
the debt owed by the other accordingly turns on whether their relationship is one of “co-obligation” or one of 
“suretyship.”  “Suretyship” arises under New York law “[w]hen a secondary obligor is bound to pay for the debt or 
answer for the default of the principal obligor to the obligee.” See Chemical Bank v. Meltzer, 93 N.Y.2d 296, 303–
04 (1999).  Applying New York law to contractual language very similar to CLI’s guaranty of CLAI’s borrowings 
under the First Lien Credit Facility Documents, the Nat’l Energy court concluded that the relationship between the 
two relevant entities was one of surety and not of co-obligation, and the court affirmed the bankruptcy court’s ruling 

                                                           
15  See In re Gessin, 668 F.2d 1105, 1107 (9th Cir. 1982) (“It has long been established that a creditor is entitled to 

pursue his claims against others liable on the same debt to the full extent of the amount owed on that debt”); In 
re Washington Bancorporation, 1996 WL 148533 at *18 (D.D.C. 1996) (applying the principle that “a 
bankruptcy claim is not reduced or impaired by subsequent payments received from third party obligors until 
such claim has been satisfied in full”); In re F.W.D.C., Inc., 158 B.R. 523, 528 (Bankr. S.D.Fla. 1993) (finding 
that a creditor is allowed to “prove the total amount of an indebtedness against a guarantor-debtor without 
deducting the amount of collateral received from a third party”); In re Northeast Dairy Co-op. Federation, Inc., 
88 B.R. 21 (Bankr. N.D.N.Y. 1988) (permitting creditor to assert the full amount of its claim against each 
debtor that is jointly and severally liable on the claim and finding that the joint and several nature of the debtors' 
obligation does not affect the total amount due on the claim); In re Coastland Chrysler Plymouth, Inc., 76 B.R. 
212, 213 (Bankr. S.D.Fla. 1987) (finding that a creditor's claim should not be reduced unless and until it has 
been paid in full). 
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that the claim against the debtor should not be reduced by amounts received from another party.  Id. at 301.  By 
inference, however, if the entities had been co-obligors and not in a surety relationship, the 4th Circuit would have 
concluded that reducing the amount of the claim was appropriate notwithstanding Ivanhoe.  If a court did follow the 
Fourth Circuit’s reasoning and looked past Ivanhoe and its progeny to applicable state law to determine whether a 
claim can be asserted in the full amount against multiple entities, given the similarity to the nature of the relationship 
in Nat’l Energy to the relationship between the Debtors and the similarity in the language of the guarantees at issue 
in Nat’l Energy to the language of the Debtors’ guarantees, it is likely that the court would characterize CLI as a 
surety rather than a co-obligor (leading to the conclusion that the Holders of First Lien Claims can still assert the full 
amount of their claim against both CLI and CLAI, which is the same result as under Ivanhoe). 

Therefore, the Debtors believe that holders of the First Lien Claims, Second Lien Claims, Senior 
Notes Claims, and Subordinated Notes Claims16 may assert the full amount of their claims against all four of 
the Debtors, regardless of any distributions received from any particular Debtor, so long as the Holders of 
First Lien Claims do not receive more than the full amount they are owed under the First Lien Documents. 

(iii) Substantive Consolidation 

Following an appropriate review of the Debtors’ operations and organizational structure, the Debtors have 
determined that these chapter 11 cases should not be substantively consolidated.  In the Second Circuit, a proponent 
of substantive consolidation must prove either (a) that prepetition “creditors dealt with the entities as a single 
economic unit and did not rely on their separate identity in extending credit” or (b) that postpetition the debtors’ 
affairs “are so entangled that consolidation will benefit all creditors.”  In re Augie/Restivo Baking Co., 860 F.2d 515, 
518 (2d Cir. 1988).  In the Second Circuit, substantive consolidation requires a fact-intensive inquiry by the court.  
See FDIC v. Colonial Realty Co., 966 F.2d 57, 61 (2d Cir. 1992).  Thus, a number of factors may be relevant to 
determine whether substantive consolidation is appropriate, including: 

 the presence (or absence) of consolidated financial statements filed by jointly administered debtors; 
 

 the unity of interest and ownership among debtor affiliates; 
 

 the degree of difficulty in ascertaining individual assets and liabilities among debtors; 
 

 the observance of corporate formalities among debtors; 
 

 the commingling of assets or liabilities among debtors; and 
 

 the sharing of corporate overhead, management, accounting, and other related expenses among 
affiliated entities.  In re Drexel Burnham Lambert Grp., Inc., 138 B.R. 723, 764 (Bankr. S.D.N.Y. 
1992) (identifying fifteen factors “that Courts consider in ascertaining whether the interrelationship 
between the entities warrant consolidation”); see also In re WorldCom, Inc., 2003 WL 23861928, *35 
(Bankr. S.D.N.Y. Oct. 31, 2003) (identifying multiple factors relevant to substantial consolidation 
analysis); In re Verestar, Inc., 343 B.R. 444, 462 (Bankr. S.D.N.Y. 2006) (same). 
 

Despite overlap in the Debtors’ boards and officers, the Debtors have refrained from undocumented 
intercompany transfers, maintained segregated assets and liabilities, and generally observed legal formalities with 
respect to each entity.  Additionally, the Debtors’ lenders and noteholders understood the separateness of the Debtor 
entities, given the distinctions made between borrowers and guarantors under the Debtors’ credit documents.  As to 
trade creditors, the Debtors’ do not believe there is any basis for trade creditors or contract counterparties to assert 
reliance on parent holding companies.  The Debtors’ typical contracts name CLI.  Accordingly, the Debtors do not 
believe that a basis for substantive consolidation exists and thus, Article III.C of the Plan expressly states that 
                                                           
16  Holders of PIK Notes Claims may assert the full amount of their Claims against CL Holdco and CL Holdings in 

accordance with the PIK Notes Indenture. 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



 

  31 

“[a]lthough the Plan is presented as a joint plan of reorganization, this Plan does not provide for the 
substantive consolidation of the Debtors’ Estates, and on the Effective Date, the Debtors’ Estates shall not be 
deemed to be substantively consolidated for any reason.” 

The Committee has indicated its desire to investigate whether substantive consolidation of the Debtors’ 
Estates is appropriate.  However, as explained above, the Debtors believe no basis for substantive consolidation 
exists. 

E. Other Disputed Issues 

(i) The Disputed Assets 

The Debtors believe there are four primary categories of assets (the “Disputed Assets”) that may not be 
subject to the liens of the Prepetition Secured Parties.  Such assets, if unencumbered and of value, may provide a 
recovery to the Holders of Unsecured Claims, including the Holders of the First Lien Claims who hold significant 
unsecured deficiency claims against each Debtor. 

(a) Copyright Assets 

In the course of conducting a collateral and perfection review, the Debtors’ advisors discovered that the 
First Lien Credit Facility Administrative Agent, First Lien Indenture Trustee, and Second Lien Notes Indenture 
Trustee had not recorded with the U.S. Copyright Office their security interests in a pool of copyrights the Debtors 
had registered with the U.S. Copyright Office during roughly the year before the Petition Date.  Other than within 
the 90-day period before the Petition Date (the “Preference Period”), the Debtors believe that The Bank of New 
York Mellon last recorded security interests with the U.S. Copyright Office for the benefit of holders of the First 
Lien Notes on or around June 5, 2012, and for the benefit of the holders of the Second Lien Notes on or around July 
24, 2012.  Other than within the Preference Period, the Debtors believe that JPMorgan Chase Bank, N.A., as 
successor agent for the lenders under the First Lien Credit Facility Agreement, last recorded security interests with 
the U.S. Copyright Office on or around June 5, 2012.  There are 270 copyrights that the Debtors registered with the 
U.S. Copyright Office during roughly the year before the Petition Date and prior to the time of the last recordings 
made on behalf of the Prepetition Secured Parties, but that the Prepetition Secured Parties did not record with the 
U.S. Copyright Office their security interests until the Preference Period, if at all.  Additionally, since the time of the 
last recordings made on behalf of the Prepetition Secured Parties, the Debtors have registered 1,805 additional 
copyrights.  Within the Preference Period, the Company understands that the First Lien Credit Facility 
Administrative Agent, First Lien Indenture Trustee, and Second Lien Indenture Trustee (or their predecessors, as 
applicable) each recorded their interests in nearly all of these copyrights with the U.S. Copyright Office 
(the “Recently Recorded Copyrights”).  There are 54 of the Debtors’ registered copyrights in which the First Lien 
Indenture Trustee and Second Lien Indenture Trustee recorded an interest with the U.S. Copyright Office, but that 
the First Lien Credit Facility Administrative Agent did not (the “Notes-Only Recorded Copyrights”).  There are also 
118 of the Debtors’ registered copyrights in which none of the First Lien Credit Facility Administrative Agent, First 
Lien Indenture Trustee, or Second Lien Indenture Trustee recorded an interest with the U.S. Copyright Office 
(the “Non-Recorded Copyrights”).   

In addition, there also are 13,657 copyrights17 in which (a) the First Lien Indenture Trustee and the Second 
Lien Indenture Trustee (or their predecessors, as applicable) had recorded a security interest in 2012, but that the 
First Lien Credit Facility Administrative Agent did not record a security interest until within the Preference Period 
or (b) the Second Lien Indenture Trustee (or its predecessor) had recorded a security interest in 2012, but that the 
First Lien Credit Facility Administrative Agent and First Lien Indenture Trustee did not record a security interest 
until within the Preference Period (collectively, the “Recently Recorded Credit Facility Copyrights,” and together 
with the Recently Recorded Copyrights, the Notes-Only Recorded Copyrights, and the Non-Recorded Copyrights, 
the “Disputed Copyrights”).  The recordings by the First Lien Indenture Trustee and the Second Lien Indenture 

                                                           
17  Approximately 13,000 of these copyrights were registered by the Company prior to July 2007. 
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Trustee referenced (but did not attach) the First Lien Intercreditor Agreement and the Second Lien Intercreditor 
Agreement, respectively.  The First Lien Intercreditor Agreement and the Second Lien Intercreditor Agreement 
identify the first lien secured parties as holding a security interest in the Disputed Copyrights. 

Because (1) the First Lien Credit Facility Administrative Agent, the First Lien Indenture Trustee, and the 
Second Lien Indenture Trustee (or their predecessors, as applicable) recorded their security interests in the Recently 
Recorded Copyrights with the U.S. Copyright Office during the Preference Period, (2) the First Lien Credit Facility 
Administrative Agent did not record a security interest in the Notes-Only Recorded Copyrights with the U.S. 
Copyright Office before the Petition Date, (3) no party recorded a security interest in the Non-Recorded Copyrights 
with the U.S. Copyright Office before the Petition Date, and (4) the First Lien Credit Facility Administrative Agent 
and, in certain instances, the First Lien Indenture Trustee, recorded its security interests in the Recently Recorded 
Credit Facility Copyrights with the U.S. Copyright Office during the Preference Period, the Debtors filed a 
complaint under sections 544, 547 550, and 551 of the Bankruptcy Code seeking to avoid the liens in the Disputed 
Copyrights and the liens in the inventory, revenues, and other documents pertaining to such copyrights, and 
preserving such liens for the benefit of the Debtors’ Estates [Docket No.[__]] (the “Copyright Adversary 
Proceeding”). 

The Debtors believe that any interests in the Disputed Copyrights and the inventory, revenues, and other 
documents pertaining to such Disputed Copyrights avoided pursuant to section 547 of the Bankruptcy Code and 
preserved for the benefit of the Debtors’ Estates pursuant to section 551 of the Bankruptcy Code have a priority 
superior to any interest the Prepetition Secured Parties may have in such Disputed Copyrights and the inventory, 
revenues, and other documents pertaining to such Disputed Copyrights.  The Debtors also believe, and have filed a 
declaratory judgment action seeking a determination by final order of the Court, that the Debtors’ Estates are not 
subject to the obligations under any intercreditor agreement or other agreement to which the Prepetition Secured 
Parties were party to with respect to any recovery received on account of any Disputed Copyrights avoidance 
actions.  Accordingly, the Copyright Adversary Proceeding seeks declaratory judgments from the Bankruptcy Court 
on both of these points. 

The Debtors have been advised by Ocean Tomo with respect to valuations regarding the Disputed 
Copyrights.  Information regarding the value of the Disputed Copyrights is contained on the Disputed 
Copyrights Analysis attached hereto as Exhibit E-3.   

(b) Disputed Cash 

As of the Petition Date, the Debtors held approximately $265.0 million of cash in an investment account 
that the Debtors assert is not part of the secured lenders, swap counterparties, and secured noteholders’ (collectively, 
the “Prepetition Secured Parties”) respective collateral packages under the First Lien Credit Facility Agreement, 
First Lien Notes Indenture, First Lien Swap Confirmations, and Second Lien Indenture.   

On March 20, 2013, the Debtors drew down substantially all of the remaining availability under their first 
lien revolving credit facilities, $430.0 million.  Of that amount, $300.0 million was used to purchase shares in a 
Federated money market fund that invests in treasury securities (ticker: TOIXX) (the “Treasury Federated Fund”).  
The remaining $130.0 million was received too late in the day to be directly invested in the Federated Fund and was 
placed into the Debtors’ primary concentration deposit account maintained with BMO Harris Bank and was 
subsequently used to buy shares in a Nassau Euro Money Fund (the “Nassau Fund”).18  Following this purchase, 
the Debtors’ holdings in the Nassau Fund were worth approximately $175.0 million.  Subsequently, the Debtors 
continued to manage their business and use funds from the Nassau Fund and BMO Harris Bank concentration 
account for general corporate purposes and the ordinary course operation of their business as the Debtors had before 
the March 20, 2013 draw on the revolver.  Between March 20, 2013 and March 31, 2013, the Debtors continued to 
receive funds from the normal operations of their business and concentrate them in the BMO Harris Bank 
concentration account and the Nassau Fund.  At the end of March 2013, the Nassau Fund holdings were worth 
                                                           
18  At the end of each business day, as part of their ordinary course cash management system, funds in the BMO 

Harris Bank concentration account in excess of $100,000 were used to buy shares in the Nassau Fund. 
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approximately $133.0 million.  At the end of March 2013, the holdings in the Nassau Fund were transferred to a 
different Federated money market fund, the Government Obligations Fund Institutional Shares (ticker: GOIXX) (the 
“Government Federated Fund”).  Through the Petition Date, the Debtors continued to use funds from the 
Government Federated Fund and the BMO Harris Bank concentration account for general corporate purposes and 
the ordinary course operation of their business.  Prior to the Petition Date, the Debtors also transferred 
approximately $35.0 million of the original $300.0 million used to purchase shares in the Treasury Federated Fund 
to the Government Federated Fund and the BMO Harris Bank concentration account, which transferred funds were 
utilized for general corporate purposes and the ordinary course operation of the Debtors’ business.  A detailed 
account of the transfers out of the BMO Harris Bank, Government Federated Fund, and Treasury Federated Fund for 
the 90 days prior to the Petition Date is contained in the Debtors’ schedules of assets and liabilities and statements of 
financial affairs, which were filed with the Bankruptcy Court. 

The Treasury Federated Fund is publicly traded on the NASDAQ exchange (ticker: TOIXX).  Technically, 
the Debtors’ investment involved the purchase of uncertificated securities in the Treasury Federated Fund.  The 
Debtors continue to hold the shares that they held on the Petition Date today.  As of the Petition Date, the balance of 
the Treasury Federated Fund was approximately $265.0 million.  Pursuant to the terms of the Cash Collateral Order, 
on or about August 23, 2013, the Debtors transferred an additional $8,883,986.42 to the Treasury Federated Fund, 
which amount reflects the prepetition principal payments made by the Debtors on June 28, 2013 under the First Lien 
Credit Facility Agreement.  As a result, the balance of the Federated Fund, as of September 30, 2013, is 
$273,899,152.43. 

Pursuant to the terms of the Cash Collateral Order, professional fees of the Committee and professional 
fees incurred by the Debtors with respect to any investigation, negotiation, or litigation relating to Disputed 
Collateral (as defined in the Cash Collateral Order) will be satisfied by the Treasury Federated Fund. 

The “Disputed Cash” is the amount of cash of the Debtors, if any, remaining on the Effective Date in the 
Debtors’ investment in the Treasury Federated Fund that has not otherwise been determined by Final Order to be 
subject to the non-avoidable Liens of the Holders of the First Lien Claims.   

The Debtors believe that their investment in the Treasury Federated Fund is not part of the 
Prepetition Secured Parties’ collateral package and the Disputed Cash or the value associated therewith is 
available for distribution to unsecured creditors under the Plan.  The Debtors believe that the applicable 
security agreements are unambiguous and plainly exclude from the Prepetition Secured Parties’ collateral 
package all equity investments in entities other than wholly-owned subsidiaries of the Company, such as the 
Treasury Federated Fund.  Accordingly, the Debtors have filed a declaratory judgment action seeking a 
determination by final order of the Court that the Disputed Cash is not part of the Prepetition Secured 
Parties’ collateral package and that no Prepetition Secured Party or entity acting as their agent has a security 
interest in the Disputed Cash.  [Adversary Case 1-13-0146, Docket No. 500].   

(c) Equity Interests in Foreign Subsidiaries 

The Debtors pledged all of the equity interests in their domestic wholly-owned subsidiaries as collateral to 
the Prepetition Secured Parties.  With respect to the Debtors’ foreign subsidiaries, only 65% of the equity of their 
first-tier foreign subsidiary, CLA C.V., is pledged to the Prepetition Secured Parties, leaving the CLA C.V. 35% 
Equity unencumbered.  By pledging only 65% of the equity, the Debtors avoided triggering Section 956 of the 
Internal Revenue Code, which, if triggered, results in the accumulated earnings and profits of foreign subsidiaries 
being deemed to have been distributed as a dividend to a U.S. borrower for U.S. Federal income tax purposes.   

Because 35% of the equity interests in CLA C.V. was not pledged as collateral to the Prepetition Secured 
Parties, 35% of the equity value of the foreign subsidiaries is unencumbered.  Accordingly, such value, if any, would 
be available for distribution to unsecured creditors, including Holders of First Lien Claims on account of their 
deficiency claims. 

As discussed in greater detail below, however, there are three intercompany obligations from CLAI to CLA 
C.V. in the aggregate amount of approximately $777.9 million and an approximately $6.8 million revolving loan 
owed by CLH B.V. (as defined herein) to CLAI that were pledged as debt under the First Lien Documents.  These 
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intercompany obligations could significantly reduce, or eliminate, CLA C.V.’s equity value and any distribution to 
unsecured creditors.  

Taking into consideration the likely characterization of the intercompany obligations owed by CLA 
C.V. set forth below in Article Error! Reference source not found. of the Disclosure Statement, the Debtors 
believe that the value of the CLA C.V. 35% Equity Value is $17.2 million.  Additional information regarding 
the CLA C.V. 35% Equity Value, including detail regarding the Debtors’ valuation of their consolidated 
international operations and the excess cash held by the Debtors’ international subsidiaries, is contained on 
the Disputed Assets Valuation Analysis attached hereto as Exhibit E-2. 

(d) Hampton Brown Disputed Assets and Equity Interests in CourseSmart 

The equity interests in the Debtors’ non-wholly owned subsidiaries, Hampton Brown and CourseSmart (the 
joint ventures discussed above) are not pledged as collateral to any of the Prepetition Secured Parties.  Accordingly, 
the Debtors believe that the value attributable to their equity interests in Hampton Brown and CourseSmart is 
available for distribution to unsecured creditors, including the Holders of First Lien Claims on account of their 
deficiency claims.  .   

As more fully described in Section IV.A (iii).(1), as of the Petition Date, Hampton Brown’s principal assets 
include the National Geographic Explorer! Magazine (including a small amount of associated working capital, 
principally receivables) and a collection of approximately 1,850 copyrights registered by (or in the process of being 
registered by) Hampton Brown at the time of its acquisition by CLI in 2011.  Together, the value of these assets 
reflects the value of CLI’s Class B units in Hampton Brown. 

In addition to assets held by Hampton Brown, there is a pool of approximately 400 copyrights registered 
with the U.S. Copyright Office by CLI, but related to the NGSP business and arising after CLI’s 2011 acquisition of 
Hampton Brown, in which no party had recorded a security interest until the 90 days period prior to the Petition 
Date.19  To the extent that these approximately 400 copyrights would constitute collateral under applicable security 
agreements, because these security interests were registered within the Preference Period, the Debtors believe that 
these approximately 400 copyrights will be found unencumbered by the Bankruptcy Court upon the filing of an 
appropriate complaint under sections 544, 547 550, and 551 of the Bankruptcy Code seeking to avoid the applicable 
liens. 

As a result, the Disputed Assets include three groups of Hampton Brown-related assets that are likely 
unencumbered by Prepetition Secured Parties’ liens (together, the “Hampton Brown Disputed Assets”): 

 National Geographic Explorer! Magazine (including associated receivables), 

 Approximately 1,850 Hampton Brown-registered copyrights, and 

 Approximately 400 Hampton Brown-related copyrights registered by CLI. 

The Debtors believe that the value of their interest in Hampton Brown is $13.7 million and 
CourseSmart is $5.0 million.  Additional information regarding the value of Hampton Brown and 
CourseSmart is contained on the Disputed Assets Valuation Analysis attached hereto as Exhibit E-2.  
Information regarding the value of the Hampton Brown-registered copyrights and the approximately 
400 Hampton Brown-related copyrights registered by CLI is contained on the Disputed Copyrights Analysis 
attached hereto as Exhibit E-3. 

(e) Unencumbered Real Estate 

                                                           
19  None of these approximately 400 copyrights are valued as part of the valuation of the Disputed Copyrights. 
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The Disclosure Statement assumes that the value of the Unencumbered Real Estate is $515,000, 
which is the price set forth in a purchase agreement that is currently under negotiation by the Debtors. 

(ii) Intercompany Obligations 

There are various intercompany obligations owed between two Debtors or between a Debtor and a non-
Debtor affiliate (collectively, the “Intercompany Obligations”).  The Intercompany Obligations include:   

 three intercompany obligations in the aggregate amount of approximately $777.9 million 
owed by Cengage Learning Acquisitions C.V. (“CLA C.V.”), the top-tier foreign holding 
company that owns the interests in the Debtors’ foreign operations, to Cengage Learning 
Acquisitions, Inc. (“CLAI”) (the “Foreign Loans”) 

 four intercompany obligations in the aggregate amount of approximately $3.6 billion 
owed by CLI to CLAI  (collectively, the “Domestic Loans”);  

 an approximately $10.3 million domestic cash management loan owed by CLAI to CLI 
(the “CLAI Revolving Loan”);  

 an approximately $6.6 million international cash management loan owed by CLH B.V. 
(as defined below) to CLAI (the “International Revolving Loan”); 

 twenty-six different intercompany obligations in the aggregate amount of approximately 
$378.4 million owed by Cengage Learning Holdco, Inc. to CLAI (collectively, 
the “Holdco Loans”);  

 an approximately $4.0 million obligation owed by CLAI to CL Holdings and an 
approximately $0.3 million obligation owed by CL Holdings to CLI related to the 
purchase of Class B interests in CL Holdings Interests by certain current and former 
employees and/or directors of the Debtors (the “CL Holdings Obligation”);  

 approximately $10.8 million in international intercompany trade balances owed by 
CLAI’s foreign indirect subsidiaries to CLI (the “International Intercompany Trade 
Balances”); and 

 approximately $3.0 million in domestic intercompany trade balances owed by CLI to 
CLAI (the “Domestic Intercompany Trade Balances”). 

Intercompany Obligation Lender Borrower Balance as of 
July 2, 2013 

Foreign Interest Loan CLAI CLA C.V. $246.9 million 
First Foreign Non-Interest Loan CLAI CLA C.V. $520.1 million 
Second Foreign Non-Interest Loan CLAI  CLA C.V. $10.9 million 
International Revolving Loan CLAI CLH B.V. $6.6 million 
HM Intercompany Loan A CLAI CLI $594.0 million 
HM Intercompany Loan B CLAI CLI $109.7 million 
2008 Intercompany Loan CLAI  CLI $2,804.6 million 
HB Intercompany Loan CLAI CLI $75.5 million 
CLAI Revolving Loan CLI CLAI $10.3 million 
Holdco Loans CLAI CL Holdco $378.4 million 
CL Holdings Obligation CL Holdings CLAI $4.0 million 

CLI CL Holdings $0.3 million 
International Intercompany Trade 
Balances 

CLI Foreign subsidiaries of CLAI $10.8 million 

Domestic Intercompany Trade CLAI CLI $3.0 million 
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Intercompany Obligation Lender Borrower Balance as of 
July 2, 2013 

Balances 
 

Each of the Intercompany Obligations are pledged as collateral to the First Lien Lenders and Second Lien 
Lenders and, as a result, any recovery under a plan by a Debtor on account of any Intercompany Obligations would 
be allocated directly to such lenders.  Parties, however, may challenge the validity, classification, and/or allowance 
of the Intercompany Obligations.  Due to the size of the Intercompany Obligations and the pledged nature of the 
Intercompany Obligations, the ultimate resolution of any of these challenges will have an impact on the allocation of 
creditor recoveries under the Plan.  Whether any given Intercompany Obligation would be recharacterized as 
something other than valid debt if a party challenged such Intercompany Obligation depends on the consideration of 
a number of relevant factors. 

Below is a summary of each of the Intercompany Obligations and the Debtors’ conclusions regarding 
whether the Intercompany Obligations would be recharacterized as anything other than valid debt if a party 
challenged such Intercompany Obligation.    

(a) The Foreign Loans 

At the time of the 2007 Apax acquisition of Cengage, CLA C.V., as borrower, and CLAI, as lender, entered 
into an $800 million interest-bearing loan (the “Initial Foreign Loan”) to finance CLA C.V.’s purchase of Cengage 
Learning Holdings B.V. (f/k/a Thomson Learning Holdings B.V.) (“CLH B.V.”), the top-tier holding company of 
Thomson’s international learning business.  The Initial Foreign Loan was recorded on the books and records of CLA 
C.V. and CLAI simultaneously with CLAI’s transfer of funds to Thomson in exchange for the shares of CLH B.V.  
The Initial Foreign Loan reflected the contractually-agreed allocation of the overall purchase price to the 
international business and provided CLA C.V. with the funds necessary to purchase shares of CLH B.V..  The Initial 
Foreign Loan was accompanied by a formal loan document, with a fixed maturity date, interest payment schedule, 
and remedies in the event of default.  At the time of the Initial Foreign Loan (on or around July 5, 2007), CLAI 
recognized that a portion of the Initial Foreign Loan would need to be converted to equity in order to create the 
proper capital structure for CLA C.V. and CLAI’s tax advisors advised that post-closing structural changes would be 
required. 

In June 2008, CLA C.V. did not have the cash available to satisfy the entire amount of the interest 
payments required under the Initial Foreign Loan (approximately $55.2 million).  Accordingly, CLA C.V. paid off 
approximately $24.8 million of interest on the loan, and CLAI capitalized the rest of the interest owed 
(approximately $30.4 million), and divided the loan into two new loans:  a $310.0 million interest-bearing loan (the 
“Foreign Interest Loan”) and a $520.1 million non-interest bearing loan (the “First Foreign Non-Interest Loan”).  
The Foreign Interest Loan and First Foreign Non-Interest Loan were accompanied by new loan documents, dated 
June 24, 2008.  At the same time as the Initial Foreign Loan was converted into the Foreign Interest Loan and First 
Foreign Non-Interest Loan, intercompany loans were issued from CLA C.V. to Cengage Learning UK Holdings Ltd. 
(“Cengage U.K.”) and Cengage Australia Holdings II Pty Ltd. (“Cengage Australia”), Cengage’s UK and 
Australian holding companies, respectively.  The projected cash flows moving up from Cengage UK and Cengage 
Australia to CLA C.V. from interest payments due on their intercompany obligations were intended to fund the 
interest payments from CLA C.V. to CLAI under the Foreign Interest Loan.   

In January 2009, a portion of the international cash management system was settled resulting in a new non-
interest bearing loan owed to CLAI by CLA C.V. (the “Second Foreign Non-Interest Loan,” and together with the 
Initial Foreign Loan, the Foreign Interest Loan, and the First Foreign Non-Interest Loan, the “Foreign Loans”).  The 
Second Foreign Non-Interest Loan was in the original amount of $29.7 million.  CLA C.V. in turn contributed the 
funds obtained from the Second Foreign Non-Interest Loan down the legal entity chain to CLH B.V. as equity.  
CLH B.V. used the Second Foreign Non-Interest Loan to repay its International Revolving Loan balance with CLAI 
at the time so as to reduce its overall exposure to currency movements.  Since June 2008, CLA C.V. has remained 
current on interest payments on the Foreign Interest Loan, all of which have been reflected by book/journal entry.  
There have been no repayments on account of the First Foreign Non-Interest Loan.  There have been principal 
repayments on account of the Second Foreign Non-Interest Loan.    
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As of July 2, 2013, the balance of the Foreign Interest Loan was approximately $246.9 million (including 
accrued interest), the balance of the First Foreign Non-Interest Loan was approximately $520.1 million, and the 
balance of the Second Foreign Non-Interest Loan was approximately $10.9 million.   

Based on the totality of the circumstances, the Debtors believe that, if litigated, the Foreign Interest 
Loan most likely would be characterized as valid debt.  Among the factors weighing in favor of treating the 
Foreign Interest Loan as valid debt are the existence of formal documentation, the terms of which generally mirror 
those of the term loans under the First Lien Credit Facility, a true third-party arm’s-length transaction, a contractual 
interest rate, a fixed maturity date, a history of on time interest payments, and the recording of the Foreign Interest 
Loan as debt on the Debtors’ books and records.  While the previous conversions of interest bearing loans into non-
interest bearing loans potentially weigh in favor of treatment as non-debt, the Debtors believe that the presence of 
this factor is relatively outweighed by the previously mentioned factors supporting the conclusion that the Foreign 
Interest Loan is most likely to be treated as valid debt. 

Based on the totality of the circumstances, the Debtors believe that, if litigated, the First Foreign 
Non-Interest Loan and the Second Foreign Non-Interest Loan are most likely to be recharacterized as equity 
or not treated as valid debt.  Among the various reasons for this conclusion are the relative undercapitalization of 
the borrower, the non-interest bearing nature of the loans, the lack of repayment history with respect to the First 
Foreign Non-Interest Loan, and the circumstances regarding previous conversions of interest bearing loans into non-
interest bearing loans.  Although there was formal loan documentation, the Debtors recorded the First Foreign Non-
Interest Loan and the Second Foreign Non-Interest Loan as debt on their books and records, and, in the case of the 
Second Foreign Non-Interest Loan, there was principal repayment, which potentially weighs in favor of treatment as 
valid debt, the Debtors believe that the presence of these factors is relatively outweighed by the previously 
mentioned factors supporting the conclusion that the First Foreign Non-Interest Loan and Second Foreign Non-
Interest Loan are most likely to be characterized as equity or not treated as valid debt. 

(b) The International Revolving Loans 

On July 5, 2007, the International Revolving Loan was established between CLAI, as lender, and CLH 
B.V., as borrower.  The International Revolving Loan is the result of Cengage’s international cash management 
strategy, which involves the use of an in-house intercompany trade netting system as well as periodic cash 
movements to and from CLAI and CLH B.V.  The in-house netting system is used to settle intercompany 
transactions with most affiliates (except for affiliates in countries where netting is not permitted due to exchange 
controls, etc.).  The netting system enables intercompany receivables and payables between CLI and international 
affiliates to be settled in an efficient manner, provides adequate funding to settle amounts due, reduces the number 
of cash transfers and related bank fees, and reduces the impact of currency movements.  As foreign affiliates 
generate excess cash, they send their cash to CLH B.V. and CLH B.V. uses the excess cash to fund other 
international affiliates and sends any remaining cash to CLAI.  The International Revolving Loan bears interest and 
has formal loan documentation.  As of July 2, 2013, the balance of the International Revolving Loan was 
approximately $6.6 million (including accrued interest).   

Based on the totality of the circumstances, the Debtors believe that, if litigated, the International 
Revolving Loan most likely would be characterized as valid debt.  Among the factors weighing in favor of 
treating the International Revolving Loan as valid debt are the existence of formal loan documentation, a contractual 
interest rate, a fixed maturity date, a history of regular interest repayments, and the recording of the International 
Revolving Loan as debt on the Debtors’ books and records.  Although there likely was a lack of true arm’s-length 
negotiation and uncertainty regarding availability of third-party financing, the Debtors believe that the presence of 
these factors is relatively outweighed by the previously mentioned factors supporting the conclusion that the 
International Revolving Loan is most likely to be treated as valid debt. 

(c) The Domestic Loans 

The Domestic Loans are comprised of four separate loans between CLAI, as lender, and CLI, as borrower, 
in the original principal amounts of $625.0 million (the “HM Intercompany Loan A”), $115.4 million (the “HM 
Intercompany Loan B”), $3.4 billion (the “2008 Intercompany Loan”), and $72.0 million (the “HB Intercompany 
Loan”).  
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On May 30, 2008, CLAI, as lender, and CLI, as borrower, entered into HM Intercompany Loan A and HM 
Intercompany Loan B (the “Houghton Mifflin Loans”) to fund the purchase of certain assets related to the college 
business of Houghton Mifflin Company.  The transfer of funds was reflected on the books of both CLAI and CLI 
simultaneously with the payment of the purchase price to Houghton Mifflin Company.  HM Intercompany Loan A 
and HM Intercompany Loan B were both documented.  The funds to make HM Intercompany Loan A were obtained 
from proceeds of the incremental term loan under the First Lien Credit Facility, a true third-party arm’s-length 
transaction and cash on hand.  The funds to make HM Intercompany Loan B were obtained by equity contributions 
from funds managed and advised by Apax and OMERS to CLAI’s indirect parent company, which were then 
contributed downstream to CLAI for the purchase of the Houghton Mifflin assets.  Although the funding for the HM 
Intercompany Loan B was provided by a third party in the form of a loan, the terms of the HM Intercompany Loan 
B generally mirror those of HM Intercompany Loan A, the terms of which generally mirror those of the incremental 
term loan under the First Lien Credit Facility ( a loan negotiated at arm’s length).  The Houghton Mifflin Loans bear 
interest and include a principal amortization schedule.  To date, CLI has stayed current on its interest and principal 
amortization payments on account of the Houghton Mifflin Loans.  As of July 2, 2013, the balance of HM 
Intercompany Loan A was approximately $594.0 million (including accrued interest) and the balance of HM 
Intercompany Loan B was approximately $109.7 million (including accrued interest).  

Based on the totality of the circumstances, the Debtors believe that, if litigated, the Houghton Mifflin 
Loans most likely would be characterized as valid debt. Among the factors weighing in favor of treating the 
Houghton Mifflin Loans as valid debt are the specific acquisition-related use of the funds, the existence of formal 
loan documentation, a contractual interest rate, a fixed maturity date, a principal amortization schedule, a history of 
regular interest payments, and the recording of the Houghton Mifflin Loans as debt on the Debtors’ books and 
records.  Although there likely was uncertainty regarding availability of third-party financing and the source of the 
funds necessary to make the HM Intercompany Loan B was an equity contribution, the Debtors believe that the 
presence of these factors is relatively outweighed by the previously mentioned factors supporting the conclusion that 
the Houghton Mifflin Loans are most likely to be treated as valid debt. 

In 2007, to fund the purchase of Thomson Learning business, including Thomson Learning, Inc. (now 
Cengage Learning Inc.), the international business, and The Gale Group Inc. (now part of Cengage Learning Inc.) 
CLAI borrowed funds under the First Lien Credit Facility, Senior Notes Indenture, and Subordinated Notes 
Indenture, combined with equity injections from funds managed and controlled by Apax and OMERS as well as the 
proceeds of a PIK bridge loan contributed by CL Holdco.  On June 24, 2008, CLAI and CLI entered into and 
documented the 2008 Intercompany Loan.  The 2008 Intercompany Loan bears interest and includes a principal 
amortization schedule.  Unlike the Houghton Mifflin Loans, no money flowed to CLI on account of the 2008 
Intercompany Loan for the purpose of an acquisition.  Instead, the 2008 Intercompany Loan was established to 
upstream the cash CLI generates from its business to CLAI, which cash is used to service CLAI’s funded debt 
obligations.  This loan cleared a capital account balance owed to CLAI and optimizes the Debtors’ overall state tax 
position as CLI is able to deduct interest payments on the 2008 Intercompany Loan in states where it is taxed 
separately from CLAI.  To date, CLI has stayed current on its interest and principal amortization payments on 
account of the 2008 Intercompany Loan.  As of July 2, 2013, the balance of the 2008 Intercompany Loan was 
approximately $2.8 billion (including accrued interest). 

Based on the totality of the circumstances, the Debtors believe that, if litigated, the 2008 
Intercompany Loan is most likely to be recharacterized as equity or not treated as valid debt.  Among the 
various reasons for this conclusion are the timing of the documentation of the 2008 Intercompany Loan, which was 
completed a year after the 2007 acquisition of the Thomson Learning business, and CLI’s non-receipt and non-use 
of funds from CLAI for anything other than a tax purpose.  Although there was formal loan documentation (the 
terms of which generally mirror those of the term loans under the First Lien Credit Facility), the Debtors recorded 
the 2008 Intercompany Loan as debt on their books and records, and principal amounts have been repaid, which 
potentially weighs in favor of treatment as valid debt, the Debtors believe that the presence of these factors are 
relatively outweighed by the previously mentioned factors supporting the conclusion that the 2008 Intercompany 
Loan is most likely to be characterized as equity or not treated as valid debt. 

On August 1, 2011, CLAI loaned $72.0 million to CLI pursuant to the HB Intercompany Loan to fund 
CLI’s purchase of interests in Hampton Brown.  The HB Intercompany Loan does not include a principal 
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amortization schedule.  The HB Intercompany Loan bears interest, and to date, CLI is current on its interest 
payments.  As of July 2, 2013, the balance of the HB Intercompany Loan was $75.5 million.   

Based on the totality of the circumstances, the Debtors believe that, if litigated, the HB Intercompany 
Loan most likely would be characterized as valid debt.  Among the factors weighing in favor of treating the HB 
Intercompany Loan as valid debt are the specific acquisition-related use of funds, the existence of formal 
documentation for the loan, a contractual interest rate, a fixed maturity date, a history of regular interest payments, 
and the recording of the HB Intercompany Loan as debt on the Debtors’ books and records.  Although there likely 
was a lack of true arm’s-length negotiation and uncertainty regarding availability of third-party financing, the 
Debtors believe that the presence of these factors is relatively outweighed by the previously mentioned factors 
supporting the conclusion that the HB Intercompany Loan is most likely to be treated as valid debt. 

(d) The CLAI Revolving Loan 

On July 5, 2007, the CLAI Revolving Loan was established between CLAI, as borrower, and CLI, as 
lender.  The CLAI Revolving Loan is the result of Cengage’s domestic cash management system, which involves 
the daily sweep of cash to or from CLI’s bank accounts to or from a concentration bank account at CLAI.  Almost 
all cash generated by CLI on a daily basis is transferred to the CLAI concentration account where it is used in part to 
pay interest, make principal amortization payments, or satisfy certain corporate expenses owed by CLAI.  Funds are 
transferred back to CLI as needed for disbursements or otherwise invested by CLAI.  The CLAI Revolving Loan 
bears interest and is periodically cleared by offsetting the balance of the CLAI Revolving Loan against the amounts 
owed by CLI to CLAI for interest and principal under the Domestic Loans.  As of July 2, 2013, the balance of the 
CLAI Revolving Loan was approximately $10.3 million (including accrued interest). 

Based on the totality of the circumstances, the Debtors believe that, if litigated, the CLAI Revolving 
Loan most likely would be characterized as valid debt.  Among the factors weighing in favor of treating the 
CLAI Revolving Loan as valid debt are the exchange of funds, the existence of formal documentation, a contractual 
interest rate, a fixed maturity date, a history of regular interest payments, and the recording of the CLAI Revolving 
Loan as debt on the Debtors’ books and records.  Although there likely was a lack of true arm’s-length negotiation 
and uncertainty regarding the availability of third-party financing, the Debtors believe that the presence of these 
factors is relatively outweighed by the previously mentioned factors supporting the conclusion that the CLAI 
Revolving Loan is most likely to be treated as valid debt. 

(e) The Holdco Loans 

CLAI provided 26 non-interest bearing intercompany loans to CL Holdco to (1) fund the buyback of the 
13.75% Senior Holdco Notes due 2015,  make interest payments on account of the PIK Notes when they became 
cash pay in January 2012, make a mandatory alternative high yield discount obligation principal redemption 
payment in July 2012, and fund the refinancing costs incurred to convert the original PIK bridge loan to the PIK 
Notes.  The Holdco Loans were issued between July 2008 and January 2013 and range in amount from 
approximately $130,000 to $95 million.  As of July 2, 2013, the aggregate balance of the Holdco Loans was 
approximately $378.4 million.  Based on the totality of the circumstances, the Debtors believe that, if litigated, 
the Holdco Loans most likely would be recharacterized as equity or not treated as valid debt.  Ultimately, 
however, the Debtors believe that the characterization of the Holdco Loans is not relevant for purposes of the Plan 
as CL Holdco has no assets for distribution.  Accordingly, whether the Holdco Loans are characterized as debt or 
equity does not impact individual creditor recoveries as all creditors of CL Holdco will receive no distribution on 
account of their claim.  

(f) The CL Holdings Obligation 

In May and June of 2008, certain employees and/or directors of the Debtors invested approximately 
$4.4 million in CL Holdings in exchange for Class B Units of CL Holdings.  Since then, three of the employees who 
invested in CL Holdings were dismissed and their investment totaling $0.5 million was returned to them, reducing 
the balance to approximately $3.9 million.  The investment was documented and the price was paid for by the 
employees and/or directors with personal checks or by wire, which funds were deposited directly into the bank 
account of CLAI, as CL Holdings does not have its own bank account.  CLAI recorded an intercompany trade 
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payable for the cash it received on behalf of CL Holdings.  As the dismissed employees were employees of CLI, 
CLI made the payments to return each dismissed employee his or her investment.  CLI recorded an intercompany 
receivable from CL Holdings.  As of the Petition Date, this obligation remained outstanding.  As it was an 
intercompany receivable and not a loan, there is no formal documentation reflecting this obligation other than entries 
on the books and records of CLAI and CL Holdings.  Currently, the balance of the intercompany trade payable 
between CLAI and CL Holdings is $4.0 million and the balance of the intercompany trade receivable between CLI 
and CL Holdings is $0.3 million. 

Based on the totality of the circumstances, the Debtors believe that, if litigated, the CL Holdings 
Obligation most likely would be characterized as valid debt.  Among the factors weighing in favor of treating the 
CL Holdings Obligation as valid debt is the fact that funds were received by CLAI and the CL Holdings Obligation 
was recorded as debt on the Debtors’ books and records.  Although there is no formal documentation or applicable 
interest rate, the Debtors believe that the presence of these factors is relatively outweighed by the previously 
mentioned factors supporting the conclusion that the CL Holdings Obligation is most likely to be treated as valid 
debt. 

(g) International Intercompany Trade Balances 

Intercompany trade balances exist between CLI and the foreign affiliates.  As of July 2, 2013, the foreign 
affiliates owed CLI approximately $10.8 million.  The balance is comprised of amounts due from the sale of books 
to the foreign affiliates and royalties due to CLI from the foreign affiliates, as well as other miscellaneous charges 
and chargebacks that occur for such items as salaries, benefits, phone bills, editorial work, telecommunication fees, 
convention costs, legal fees, and production costs performed by either CLI or the foreign affiliate on behalf of the 
other.  These balances are cleared periodically as part of the international cash management/netting process.  Based 
on the totality of the circumstances, the Debtors believe that, if litigated, the International Intercompany 
Trade Balances most likely would be characterized as valid debt.  Among the factors weighing in favor of 
treating the International Intercompany Trade Balances as valid debt is the fact that the balances represent the 
exchange of funds for goods to be sold and the International Intercompany Trade Balances are recorded as debt on 
the Debtors’ books and records.  Although there potentially is a lack of true arm’s-length negotiation, a lack of 
formal documentation, and no applicable interest rate, the Debtors believe that the presence of these factors is 
outweighed by the previously mentioned factors supporting the conclusion that the International Intercompany 
Trade Balances are most likely to be treated as valid debt.  

(h) Domestic Intercompany Trade Balances 

Intercompany trade balances exist between CLAI and CLI.  As of July 2, 2013, CLI owed approximately 
$3.0 million to CLAI.  The balance is comprised of certain obligations paid for by CLAI that are allocable to CLI.  
These balances are cleared periodically as part of the domestic cash management/netting process.  Based on the 
totality of the circumstances, the Debtors believe that, if litigated, the Domestic Intercompany Trade Balances 
most likely would be characterized as valid debt.  Among the factors weighing in favor of treating the Domestic 
Intercompany Trade Balances as valid debt is the fact that the balances represent obligations paid for by CLAI that 
are allocable to CLI and the Domestic Intercompany Trade Balances are recorded as debt on the Debtors’ books and 
records.  Although there potentially is a lack of true arm’s-length negotiation, a lack of formal documentation, and 
no applicable interest rate, the Debtors believe that the presence of these factors is outweighed by the previously 
mentioned factors supporting the conclusion that the Domestic Intercompany Trade Balances are most likely to be 
treated as valid debt.   

F. Appointment of a Mediator 

On September 18, 2013, counsel to various parties in interest in the Chapter 11 Cases had their first 
telephonic meeting with the Mediator.  On September 25, 2013, the Bankruptcy Court entered an order formally 
appointing the Honorable Robert D. Drain, Judge in the United States Bankruptcy Court for the Southern District of 
New York, to serve as mediator in the Chapter 11 Cases (the “Mediator”) [Docket No. 518].   

On September 26, 2013, counsel to various parties in interest, met with the Mediator at K&E’s offices to 
discuss various scheduling items including, a mediation schedule and a plan confirmation schedule, subject to 
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Bankruptcy Court approval.  At the mediation, the parties successfully reached an agreement regarding a mediation 
and plan confirmation schedule.  At the hearing on September 27, 2013, the Bankruptcy Court entered an order 
setting the Disclosure Statement for November 12, 2013, and the Plan Confirmation hearing for February 24, 2014.  
[Docket No. 530].  The parties agreed to hold the first phase of mediation in late October or early November to 
mediate certain “ripe” issues.  The remaining Plan Confirmation issues will be mediated during the second phase of 
mediation, which will be held on December 17 and 19, 2013 and January 6, 8, and 10, 2014. 

G. Apax Issues 

As previously discussed, on July 5, 2007, investment funds associated with or designated by Apax acquired 
97 percent of equity of Thomson Learning and Thomson Nelson Learning (the balance of the equity was purchased 
by Funds associated with or designated by OMERS) from Thomson Corporation and certain of its affiliates for 
$7.11 billion.  Non-Debtor Cengage Learning Holdings I, L.P. is the limited partner of Debtor Cengage Learning 
Holdings II, L.P., which directly or indirectly owns each of the other Debtors.  Cengage Learning Holdings I, L.P. is 
owned approximately 97 percent by Apax, approximately 3 percent by OMERS, and less than 1 percent by current 
and former management employees and certain directors.  Through their ownership, Apax appointed a majority of 
the Debtors’ boards of directors and determined corporate strategy, management, and policies.  On or about 
August 26, 2013, the members of the Debtors’ board of directors that were employed by Apax resigned from their 
positions. 

(i) Prepetition Debt Purchases 

Prior to the Petition Date, in consultation with the Company’s board of directors, Apax determined that the 
purchase of various senior debt instruments in the Debtors’ capital structure could be a means to extend certain debt 
maturities and accordingly, was in the Company’s best interests.  After disclosure and informed approval by the 
Company’s board of directors, Apax made significant investments in the Company’s debt (the “Prepetition Debt 
Purchases”).  Prior to and after the Prepetition Debt Purchases were made, the Company disclosed generally on a 
periodic basis that Apax either was or could be an investor anywhere in the Debtors’ capital structure. 

On February 12, 2013, the Debtors engaged Richard D. Feintuch as an independent director.  Mr. Feintuch 
had no prior connection to the Debtors or Apax, the Debtors’ majority equity holder.  At the time of Mr. Feintuch’s 
appointment, the Debtors were exploring various restructuring alternatives to address their debt burden, with Mr. 
Feintuch heavily involved in discussing and analyzing all potential transactions.  During this process, Mr. Feintuch 
was advised that Apax had made the Prepetition Debt Purchases.  

It became clear that the Prepetition Debt Purchases would be a focal point of all constituencies involved in 
the potential chapter 11 cases.  After discussions with counsel, Mr. Feintuch determined that the Prepetition Debt 
Purchases should be investigated so that the Debtors could determine whether there are any viable causes of action 
against Apax that could be pursued for the benefit of the Debtors’ estates.  On or about May 23, 2013, and upon the 
request of Mr. Feintuch, the Debtors retained Willkie Farr & Gallagher LLP (“Willkie”) as Mr. Feintuch’s 
independent counsel to assist in an evaluation and analysis of the Prepetition Debt Purchases (the “Apax 
Investigation”).  By board resolutions dated August 16, 2013, the debtors delegated to Mr. Feintuch, among other 
powers, the authority to determine the conduct of the Apax Investigation and, on behalf of the Company, to 
determine whether any potential claims or causes of action described in any materials related to the Apax 
Investigation should be pursued by or on behalf of the Company or be settlement by or on behalf of the Company.  
On August 7, 2013, the scope of Willkie’s engagement and the Apax Investigation was expanded to include the 
Company’s prepetition debt repurchases.  It was contemplated that in connection with such engagement, after 
conducting the Apax Investigation, Willkie would provide a report of its findings (the “Willkie Report”).   

On July 26, 2013, the Committee filed the Motion of the Official Committee of Unsecured Creditors for an 
Order Terminating or, in the Alternative, Suspending the Debtors’ Prepetition Investigation into Certain Conduct of 
Apax Partners, L.P. and its Affiliates [Docket No. 164] (the “Termination Motion”) seeking the termination or 
suspension of the Apax Investigation.  On July 30, 2013, the Debtors filed the Debtors’ Objection to the Motion of 
the Official Committee of Unsecured Creditors for an Order Terminating or, in the Alternative, Suspending the 
Debtors’ Prepetition Investigation into Certain Conduct of Apax Partners, L.P. and its Affiliates [Docket No. 180].  
After extensive negotiations, the parties in interest agreed to allow the Apax Investigation to continue and settled all 
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relevant issues aside from the appropriate parties to whom the Willkie Report should be distributed.  On August 20, 
2013, the Court denied the Termination Motion and determined that distribution of the Willkie Report should remain 
in the Debtors’ discretion. 

On September 13, 2013, after review by Mr. Feintuch, Willkie finalized the Willkie Report, which is 
attached hereto as Exhibit G.  Beginning on September 13, 2013, the Debtors provided, on a confidential basis, the 
Willkie Report to:  (1) counsel to the Committee, Arent Fox LLP; (2) restructuring advisor to the Committee, FTI 
Consulting, Inc.; (3) counsel to the Second Lien Trustee, Akin Gump Strauss Hauer & Feld; (4) counsel to the Ad 
Hoc First Lien Group, Milbank, Tweed, Hadley & McCloy LLP; (5) counsel to the First Lien Credit Agreement 
Administrative Agent, Davis Polk & Wardwell, LLP; (6) financial advisor to the First Lien Credit Agreement 
Administrative Agent, Blackstone Advisory Partners L.P.; (7) counsel to the First Lien Indenture Trustee, Katten 
Muchin Rosenman LLP, (8) counsel to Centerbridge, Jones Day; and (9) counsel to Apax, Simpson Thacher & 
Bartlett LLP (collectively, the “Willkie Report Recipients”).   

As further detailed in the Willkie Report, Willkie concluded that: (1) it is unlikely that either Apax, the 
Apax directors, or the non-Apax directors breached any fiduciary duty owed to the Company in connection with 
(a) the Prepetition Debt Purchases or (b) the Company’s repurchases of its own debt; (2) it is unlikely that purchases 
of the Company’s debt by Apax and the Company were made by Apax and the Company, respectively, on the basis 
of material non-public information; (3) it is unlikely that an attempt to equitably subordinate the Apax Debt 
Claims20 in the chapter 11 cases would prevail; (4) it is unlikely that certain other remedies against Apax would 
prevail, including (a) equitable disallowance of the Apax Debt Claims, (b) a per se limitation of recovery on the 
Apax Debt Claims, (c) recharacterization of the Apax Debt, or (d) the designation of Apax votes on the Plan. 

After reviewing the findings in the Willkie Report, Mr. Feintuch concluded that it is not in the Debtors’ 
best interests to pursue claims against Apax and the Company’s officers and directors based upon the Prepetition 
Debt Purchases and the Company’s debt repurchases. 

(ii) 2007 Leveraged Buy-Out (“LBO”) 

As previously discussed, prior to 2007, the Company’s businesses were known as Thomson Learning and 
Thomson Nelson Learning, divisions of Thomson Corporation, and as The Gale Group Inc.  On July 5, 2007, 
investment funds associated with or designated by Apax acquired 97 percent of the Company’s equity (the balance 
of the equity was purchased by Funds associated with or designated by OMERS (together with Apax, 
the “Sponsors”) from Thomson Corporation and certain of its affiliates for $7.11 billion. 

The Debtors and their advisors are currently performing an analysis of the 2007 LBO, and, at this time, the 
Debtors do not believe there are any viable claims to pursue on behalf of their estates.  In particular, the Debtors 
believe that any claims related to the 2007 LBO are barred pursuant to the applicable statute of limitations regardless 
of which state’s law applies.  

The Debtors identified three possible states’ laws that may apply:  Delaware, Connecticut, and New York.  
The fraudulent transfer statutes in Delaware and Connecticut, either of which the Debtors believe could apply with 
respect to the 2007 LBO, prohibit challenges brought more than four years after the transaction occurred.  Claims 
under the Delaware and Connecticut fraudulent transfer statutes are therefore time barred.  New York’s fraudulent 
transfer statutes permit challenges brought up to six years after the transaction occurred.  Notwithstanding that the 
six-year limitation did not expire before the Debtors’ chapter 11 filing, the Debtors believe that a fraudulent transfer 
action is time-barred under New York state law because, as set forth below, New York State law requires the 
application of the Delaware or Connecticut statutes of limitation.   

The debt documents governing the 2007 LBO contain choice-of-law provisions indicating that New York 
law governs.  Under New York law, however, the applicable statute of limitations is determined by applying New 
                                                           
20  The “Apax Debt Claims” are the claims of Apax against the Debtors arising from the debt acquired through the 

Prepetition Debt Purchases (the “Apax Debt”). 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



 

  43 

York’s “borrowing statute,” which requires that when a cause of action arises outside of New York, the shorter 
statute of limitations – either that of New York or the foreign state – applies.  For the purposes of the borrowing 
statute, a cause of action arises in the place where the injury occurred. In the context of a fraudulent transfer claim, 
the place of injury is the injured party’s place of business.  

Here, the Debtors believe the potential cause of action arose in Delaware and Connecticut.  The Debtors 
have their principal place of business in Connecticut.  A number of the Debtors’ employees work and a great deal of 
its transactions and business operations occur in Connecticut.  Additionally, the Debtors are Delaware corporations 
and operate under its laws.  There are no known facts to connect the 2007 LBO with New York.  In light of the 
foregoing, regardless of whether New York law applies, the Debtors believe that the shorter, four-year statute of 
limitations would apply and any fraudulent transfer cause of action would therefore be time-barred.  

Assuming arguendo that a court determines that New York state law applies with respect to the statute of 
limitations, all elements of a fraudulent transfer action under New York state law would still need to be proven.  In 
evaluating a fraudulent transfer claim, courts are generally reluctant to use 20/20 hindsight to unwind transactions 
years later, especially based on reasonably unforeseen or unforeseeable events.  Based on the facts received and the 
Debtors’ analysis performed to date, the Debtors believe that, in addition to the statute of limitations likely passing, 
a cause of action seeking to avoid the 2007 LBO would not succeed on the merits.  If granted standing to pursue 
fraudulent conveyance claims under New York state laws, plaintiffs would bear the burden of proving that the 2007 
LBO lacked fair consideration and left the Debtors insolvent, inadequately capitalized, and unable to pay debts 
subsequently incurred. Courts evaluate these factors based upon what was known by the defendants at the time the 
transaction occurred, relying heavily on contemporaneous market data, statements, and financial projections. Based 
upon a review of substantial contemporaneous evidence, as well as the positive market performance the Debtors 
achieved between 2007 and 2011, the Debtors believe there is a strong argument against any fraudulent conveyance 
claims.  The Debtors’ were not rendered insolvent as a result of the 2007 LBO, which occurred six years ago.  
Rather, the Debtors believe their current financial problems are a result of changed market conditions in recent 
years, as discussed in greater detail in Section V.A. below. 

(iii) The Apax Complaint  

On September 10, 2013, Apax filed a complaint (the “Apax Complaint”) [Adversary Case No. 1-13-01453; 
Docket No. 437] seeking a declaration that it is entitled to share in all distributions under the Plan made to the First 
Lien Secured Parties in accordance with the terms of the First Lien Intercreditor Agreement governing the respective 
rights and obligations of holders of the First Lien Notes and the First Lien Credit Agreement.  Apax asserts that 
under the terms of the First Lien Intercreditor Agreement, they are entitled to the ratable distribution of proceeds 
from shared collateral (as defined in the First Lien Intercreditor Agreement) to all First Lien Secured Parties by the 
designated agent according to the waterfall provisions under the First Lien Intercreditor Agreement and the First 
Lien Notes Indenture.   

Based upon the findings in the Willkie Report determining that there likely are no claims against 
Apax on account of the Prepetition Debt Purchase and Mr. Feintuch’s decision not to pursue such claims, the 
Debtors have modified the provisions of the Plan that were the subject of the Apax Complaint and the Plan 
will treat Apax no differently than all other First Lien Secured Parties.  Accordingly, the Debtors believe that 
the Apax Complaint is moot.   

V. EVENTS LEADING TO CHAPTER 11 AND PREPETITION RESTRUCTURING INITIATIVES  

A. Fundamental Changes in the Educational Publishing Industry and Their Effect on the 
Debtors  

In the past, the Debtors and their peers in the educational materials market produced only traditional print 
products.  From kindergarten to higher education to career training, students, instructors, and institutions depended 
on printed goods, typically as an accompaniment to live classroom teaching.  The publishers in this market provided 
textbooks, workbooks, and other instructional materials and relied heavily on their profits from selling new print 
products.    
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Now, the educational publishing market has entered the early stages of a major transition from print 
business models to a greater focus on digital products, with digital market share growing as quickly as 20 percent 
annually over recent years.  The move to digital began with the simple substitution of electronic versions of 
textbooks for the printed forms.  Over time, digital products such as homework programs and interactive learning 
software have increasingly been paired and integrated with print materials.  And in some cases, digital products are 
becoming a favored medium for learning materials in the classroom.  As much as 15 percent of learning materials 
sold today are sold in digital format, including course materials, homework programs, and interactive and online 
learning platforms.  All indications are that digital will continue to grow in importance in this market. 

In addition to this digital transition, recent market trends have considerably altered the landscape of the 
educational materials business.  One such trend is a consistent decline over the last decade in demand for new 
printed materials, which traditionally was the primary driver of profitability in the Debtors’ industry.  Consumers are 
increasingly opting to rent new materials, purchase electronic books, and, most significantly, purchase or rent used 
books.  Approximately 40 percent of all consumer transactions in the learning materials market in 2012 were used 
book sales or rentals.  Of course, each of these transactions is less profitable—or not at all profitable—to the 
publisher. 

Additionally, since the recent recession began in 2007, the dramatic decrease and persistent volatility in the 
availability of government funding have weakened demand significantly in several of the Debtors’ businesses, 
particularly in the research and K–12 markets.  These markets are driven by the spending of state and local 
governments, which were especially hard-hit by the recession. 

Finally, publishers have also come under pressure from unconventional or even illegal activities that allow 
consumers to purchase products outside the normal distribution chain.  Piracy, despite being illegal, has become 
easier as the technology for copying content has improved.  Additionally, a recent Supreme Court decision 
permitting the practice of importing textbooks from foreign markets (where they are often discounted to reflect 
lower demand and relative standards of living) into the U.S. for resale is likely to increase the incentives for doing 
so and may put further pressure on domestic pricing.21 

The combined force of these trends has hindered the Debtors’ financial performance.  For the nine months 
ended March 31, 2013, the Debtors’ revenues were $1,298.6 million, compared to $1,458.3 million for the same 
period ended March 31, 2012, representing a revenue decline of approximately 11 percent.  Unlevered free cash 
flow over the same periods fell from $568.6 million to $360.2 million.  Simultaneously, the weight of the Debtors’ 
funded debt burden has grown, with debt service payments increasing from $353.0 million for the nine months 
ended March 31, 2012, to $376.3 million for the same period ended March 31, 2013.   

B. Strategic Responses and Prepetition Restructuring Efforts 

In late 2012 and early 2013, the Debtors overhauled their senior management team by hiring a world-class 
team, led by a new chief executive officer, Michael Hansen, and a new chief product officer, chief technology 
officer, and chief sales and marketing officer.  Mr. Hansen previously served as chief executive for Harcourt 
Assessment, the educational materials division of Reed Elsevier (a publisher and information provider operating in 
the science, medical, legal, risk, and business sectors), where he led a successful turnaround and sale of that 
business.  With a new management team in place, the Debtors have developed and started to implement a 
comprehensive new business plan. 

In light of the industry’s transition to digital, this comprehensive new business plan centers on combining 
the best of innovative and complementary digital and print products with expert product support to provide whole-
course packaged products covering individual courses from every angle.  Currently, the Debtors are developing the 
MindTap platform, a full suite of digital learning solutions designed to engage students and offer instructors choice 
and flexibility.  MindTap is just the first step in enhancing product innovation in digital formats, and it continues the 
Debtors’ efforts to set the standard for excellence in the learning materials market.  Indeed, in fiscal year 2012, the 
                                                           
21  See Kirtsaeng v. John Wiley & Sons, Inc., 133 S. Ct. 1351 (2013). 
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proportion of the Debtors’ revenues from digital product sales versus stand-alone print product sales increased 17.5 
percent from 31.9 to 37.5 percent. 

In addition to the revamped focus on positioning itself to capitalize on the digital transition and 
implementing the new product offerings described above, the Debtors are using new sales strategies to target 
particular markets that present greater growth opportunities.   Furthermore, the Debtors intend to pursue growth in 
their research and ELT businesses across the globe—two areas with high growth potential.  The synergies of new 
management, new products, and new sales strategies set a strong foundation for achieving the Debtors’ envisioned 
transformation.  

Although the Debtors worked diligently to stay apace with these sea changes from an operational 
standpoint, the Debtors also realized the need for a financial restructuring of its capital structure.  The Debtors 
engaged Lazard Freres & Co. LLC as investment banker (“Lazard”), Alvarez & Marsal North America, LLC as 
restructuring advisor (“A&M”), and Kirkland & Ellis LLP as counsel (“K&E”) to advise on their contemplated 
restructuring.   

C. Negotiations with Stakeholders and the Execution of the Restructuring Support Agreement  

In April 2013, the Debtors requested that certain holders of the Debtors’ First Lien Claims organize and 
form an ad hoc group.  The Ad Hoc First Lien Group is advised by Houlihan Lokey Capital Inc., as financial 
advisor, and Milbank, Tweed, Hadley & McCloy LLP, as counsel (collectively, the “First Lien Advisors”).  In 
addition, JPMorgan Chase Bank, N.A., administrative agent under the First Lien Credit Facility Agreement, engaged 
Davis Polk & Wardwell LLP and Blackstone Advisory Partners LP and commenced discussions with the Debtors.  
Other non-first lien creditors also commenced discussions with the Debtors and their advisors.  To permit frank and 
transparent discussions to the greatest extent possible, the members of the Ad Hoc First Lien Group and certain 
other non-first lien creditors entered into non-disclosure agreements with the Debtors.  In the period leading up to 
the Petition Date, the parties and their advisors held multiple meetings to exchange information, facilitate diligence, 
answer questions, and discuss various restructuring issues.  In addition to information on the Debtors’ revised 
business plan and financial information, the Debtors began the process of providing creditors and their advisors with 
information regarding the Debtors’ assets so that each group could perform diligence and assess valuations. 

After considerable arm’s-length negotiations, the Debtors’ Consenting Holders reached a restructuring 
support agreement outlining a restructuring process and post-reorganization capital structure that is designed to de-
lever the Debtors’ balance sheet and provide for an expedient emergence from chapter 11.  At the same time, it 
provides unsecured creditors with appropriate time to conduct diligence on, and discuss their conclusions regarding, 
among other things, the value of the three primary sources of potential recoveries for unsecured creditors (such 
potential sources of recovery are subject to dispute by the Consenting Holders and the First Lien Credit Facility 
Administrative Agent and the amount of any recovery will depend on the outcome of these disputes).  The Debtors 
and the Consenting Holders memorialized their agreement by entering into a Restructuring Support Agreement and 
the three RSA Term Sheets.  The Restructuring Support Agreement and the three RSA Terms Sheets serve as the 
basis of the Debtors Plan. 

VI. SUMMARY OF THE PLAN  

A. Description of the CLAI Trust, the CLI Trust, & Resolution of the Trust Asset Disputes 

(i) Establishment of the Trust 

On the Effective Date, the CLAI Trust and CLI Trust shall be established pursuant to their respective Trust 
Agreements for the purposes of holding the Trust Assets pending the Trust Asset Dispute Resolutions and making 
all distributions on account of the Trust Interests as provided for under the Plan and the Trust Agreements.  Except 
as provided in Article V.C of the Plan, none of the Debtors or the Reorganized Debtors shall have any liability for 
any cost or expense of the CLAI Trust or the CLI Trust. 
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(ii) Trust Assets  

Except for the case where a given Trust Asset Dispute is resolved on or prior to the Effective Date, in 
which case a distribution on account of the applicable Trust Asset will be made on the Effective Date (or as soon as 
practicable thereafter) as if the applicable Trust Asset had been transferred to the CLAI Trust or the CLI Trust (as 
applicable), on the Effective Date, in accordance with section 1141 of the Bankruptcy Code, the Debtors shall 
transfer all Trust Assets to the CLAI Trust or CLI Trust, as applicable.  The Trust Assets may be transferred subject 
to certain liabilities and any Liens thereon, as provided in the Plan or the Trust Agreement.  Such transfer shall be 
exempt from any stamp, real estate transfer, mortgage reporting, sales, use, or other similar tax, pursuant to section 
1146(a) of the Bankruptcy Code. 

(iii) Reorganized Debtors’ Right to Use the Trust Assets 

Concurrently with the Debtors’ transfer of the Trust Assets to the CLAI Trust or CLI Trust, as applicable, 
the CLAI Trust and CLI Trust, as applicable, shall be deemed to grant to the Reorganized Debtors a sole and 
exclusive license to use, operate, license, and sublicense any of the Disputed Copyrights, any of the assets of the 
Non-Wholly Owned Subsidiaries, and such other Trust Assets as the Reorganized Debtors determine in their sole 
discretion, which license in the case of the Disputed Copyrights shall include all rights of a copyright owner, 
including, without limitation, the right to create derivative works and the right to take such legal action as may be 
required to restrain infringement or to seek and retain all damages therefor.  Any such exclusive license shall be 
freely transferable and assignable, and the Reorganized Debtors shall have full authority to transfer, assign, 
hypothecate, or sub-license such exclusive licenses to one or more persons, in whole or in part.  In exchange for 
such exclusive licenses, the Reorganized Debtors shall provide the CLI Trust with a monthly licensing fee payment 
determined prior to the Effective Date pursuant to a Final Order on account of the Disputed Copyrights and a 
monthly licensing fee payment determined prior to the Effective Date pursuant to a Final Order on account of the 
use of the Non-Wholly Owned Subsidiaries Interests.  The monthly licensing fee associated with any other Trust 
Asset that the Reorganized Debtors determine to license in their sole discretion after the Effective Date shall be in an 
amount determined prior to the Effective Date pursuant to a Final Order. 

(iv) Trust Asset Election 

On or before any Trust Asset Determination Date with respect to a Trust Asset, the Reorganized Debtors 
shall either (1) make the Trust Asset Election with respect to such Trust Asset, or (2) determine to abandon such 
Trust Asset for use, sale, or lease by the applicable Trustee subject to and in accordance with the applicable Trust 
Agreement and distribution to the Holders of the Trust Interests.  In the event that the Reorganized Debtors make the 
Trust Asset Election with respect to a Trust Asset, then on or before the fifth Business Day after the Trust Asset 
Determination Date, the Trustee shall transfer such Trust Asset to the Reorganized Debtors free and clear of all 
liens, claims and encumbrances in return for the Trust Consideration in respect of such Trust Asset.  Following the 
Trust Asset Election with respect to a Trust Asset, the Reorganized Debtors shall have no further obligation to make 
any licensing fee payments associated therewith.  Following the abandonment of such Trust Asset, the Reorganized 
Debtors shall have no further right to use, sell, or lease or license such Trust Asset and the terms of any license 
arrangement shall be automatically terminated.  Any licensing fee payment made by the Reorganized Debtors on 
account of a particular Trust Asset through and including the Trust Asset Determination Date, and by any third part 
after any abandonment of such Trust Asset, shall inure to the benefit of the Trust Beneficiaries holding a Trust 
Interest on account of such Trust Asset and the Holder of the Trust Interests entitled to receive distributions in 
connection with such Trust Asset shall also be entitled to receive their Pro Rata share of the allocable Net Licensing 
Fees associated with such Trust Asset and any payments made by any such third parties. 

(v) Trust Agreements 

On or before the Effective Date, the Debtors and the Trustees shall execute the Trust Agreements, and shall 
take all other necessary steps to establish the Trusts and the Trust Interests therein, which shall be for the benefit of 
the Trust Beneficiaries, whether the Claims of such Trust Beneficiary are Allowed before, on, or after the Effective 
Date.  The Trust Agreements may provide powers, duties, and authorities in addition to those explicitly stated 
herein.  From and after the Effective Date, any amendment, modification, or supplement to the Trust Agreements, 
including, without limitation, the schedules and exhibits thereto, shall require the consent of the Reorganized 
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Debtors, the Ad Hoc First Lien Group, the First Lien Credit Facility Administrative Agent (solely to the extent any 
such amendment, modification, or supplement is materially adverse to the First Lien Credit Facility Administrative 
Agent in its capacity as First Lien Credit Facility Administrative Agent) and the First Lien Indenture Trustee (solely 
to the extent any such amendment, modification, or supplement is materially adverse to the First Lien Indenture 
Trustee in its capacity as First Lien Indenture Trustee).  In the event of any inconsistency between the Plan and the 
Trust Agreements, the Trust Agreements shall govern. 

(vi) Administration of the Trust 

The Trusts shall be administered by the Trustees according to the Trust Agreements and the Plan.  The 
Trusts shall be managed and operated by the Trustees.  The Trustees shall be appointed on the Effective Date, or as 
soon as practicable thereafter.  In furtherance of and consistent with the purpose of the Trusts and the Plan, and 
subject to the terms of the Confirmation Order, the Plan, and the Trust Agreements, the Trustees shall, among other 
things, have the following rights, powers and duties: (1) to hold, manage, and distribute the Trust Assets and any 
Trust Consideration, (2) to hold the Trust Assets for the benefit of the Trust Beneficiaries, whether their Claims are 
Allowed on or after the Effective Date, (3) following the Trust Asset Determination Date, to liquidate any Trust 
Asset that the Reorganized Debtors determine, in their sole discretion, not to acquire, and (4) to file all tax and 
regulatory forms, returns, reports, and other documents required with respect to the Trust.  The Trustees shall not 
have any standing in connection with any CLAI Cause of Action or CLI Cause of Action or any Trust Asset 
Dispute.  The Trustees may not sell, assign, transfer, hypothecate, or liquidate any of the Trust Assets prior to the 
Trust Asset Determination Date any earlier than the Trust Asset Determination Date or the date on which the 
Reorganized Debtors either make the Trust Asset Election with respect to such Trust Asset or determine to abandon 
such Trust Asset for liquidation by the applicable Trustee and distribution to the Holders of the Trust Interests.  In 
the event of any inconsistency between the Plan and the Trust Agreement, the Trust Agreement shall govern. 

Following the Effective Date, the Trustees shall prepare and file (or cause to be prepared and filed), on 
behalf of the Trusts, all tax returns required to be filed or that the Trustees otherwise deems appropriate. 

(vii) Trust Asset Dispute Resolution 

The Estates shall be charged with the sole authority to commence and prosecute any CLAI Trust Causes of 
Action, CLI Trust Causes of Action, and any of the Trust Asset Disputes.  Any proceeding with respect to the Trust 
Assets shall be brought in the [TBD].  The Estates shall be required to commence any proceeding with respect to the 
CLAI Trust Causes of Action, CLI Trust Causes of Action, and any of the Trust Asset Disputes by no later than 
[___] days after the Effective Date. 

(viii) Standing of the Post-Effective Date Unsecured Creditors’ Representatives Committee, First 
Lien Credit Facility Administrative Agent, First Lien Indenture Trustee, the Ad Hoc First 
Lien Group, and Apax 

On the Effective Date, the Committee shall dissolve automatically and the members thereof shall be 
released and discharged from all rights, duties, responsibilities, and liabilities arising from, or related to, the 
Chapter 11 Cases and under the Bankruptcy Code.  On the Effective Date, there shall be appointed the 
Post-Effective Date Unsecured Creditor Representatives Committee, which shall be subject to the jurisdiction of the 
Bankruptcy Court.  The Post-Effective Date Unsecured Creditor Representatives Committee shall be comprised of 
three members selected by the Committee.  The Post-Effective Date Unsecured Creditor Representatives Committee 
shall only have standing and power to participate in the CLAI Trust Causes of Action, CLI Trust Causes of Action, 
and any of the Trust Asset Disputes on behalf of the Holders of Other Unsecured Claims; provided that, for the 
avoidance of doubt, this provision shall not confer on the Post-Effective Date Unsecured Creditor Representatives 
Committee the power to commence any claims or causes of action on behalf of the Debtors.  The Ad Hoc First Lien 
Group, the First Lien Credit Facility Administrative Agent, and the First Lien Indenture Trustee shall have standing 
and power to participate in the CLAI Trust Causes of Action, CLI Trust Causes of Action, and any of the Trust 
Asset Disputes on behalf of the Holders of the First Lien Secured Claims and the First Lien Deficiency Claims; 
provided that, for the avoidance of doubt, this provision shall not confer on the Ad Hoc First Lien Group, the First 
Lien Credit Facility Administrative Agent, and the First Lien Indenture Trustee the power to commence any claims 
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or causes of action on behalf of the Debtors.  Apax shall have standing and power to participate in the CLAI Trust 
Causes of Action, CLI Trust Causes of Action, and any of the Trust Asset Disputes on its own behalf. 

Unless the Post-Effective Date Unsecured Creditor Representatives Committee votes to disband earlier, the 
existence of the Post-Effective Date Unsecured Creditor Representatives Committee (and all powers associated 
therewith), shall terminate upon the determination of the Junior CLAI Recovery and the Junior CLI Recovery. 

(ix) CLAI Trust Causes of Action and CLI Trust Causes of Action 

[TBD] 

(x) Payment of Post-Effective Date Fees & Expenses 

The reasonable and documented fees and expenses of the professional advisors of the Post-Effective Date 
Unsecured Creditor Representatives Committee incurred shall be paid solely from the applicable Trust Assets other 
than the Trust Assets allocable to the CLAI Senior Trust Interests and the CLI Senior Trust Interests.  

The reasonable and documented fees and expenses of the professional advisors to the Ad Hoc First Lien 
Group, the First Lien Credit Facility Administrative Agent, and the First Lien Indenture Trustee incurred in 
connection with the Trust Assets transferred to the Trusts hereunder including, without limitation, in connection 
with the Trust Asset Disputes shall be paid solely from the applicable Trust Assets allocable to the CLAI Senior 
Trust Interests and the CLI Senior Trust Interests. 

(xi) Costs and Expenses of the Trusts 

The reasonable costs and expenses of the Trusts, including any taxes and the fees and expenses of the 
Trustees and its retained professionals, shall be paid solely from the applicable Trust’s Trust Assets. 

(xii) Compensation of the Trustees 

The individual(s) serving as or comprising the Trustees shall be entitled to reasonable compensation in an 
amount consistent with that of similar functionaries in similar roles, the payment of which shall be subject to the 
approval of the Bankruptcy Court and be made solely from the assets of the applicable Trust. 

(xiii) Retention of Professionals/Employees by the Trustees 

The Trustees may retain and compensate attorneys, other professionals, and employees to assist in their 
duties as Trustees on such terms as the Trustees deem appropriate without Bankruptcy Court approval. 

(xiv) Successor Trustee 

In the event any Trustee dies, is terminated, or resigns for any reason, a successor shall be designated in 
accordance with the applicable Trust Agreements; provided, however, that under no circumstance shall the Trustees 
be a director or officer with respect to any Affiliate of the Reorganized Debtors or the Trusts. 

(xv) Transferability of the Trust Interests 

The Trust Interests shall be fully transferable and assignable. In accordance with the terms of the Trust 
Agreement, the Holders of a Trust Interest shall provide the applicable Trustee with notice of any transfer and/or 
assignment and any transferee or assignee shall automatically be deemed to be a Trust Beneficiary and subject to the 
terms of the Trust Agreement and shall be solely responsible for providing the Trustees with any information 
necessary to facilitate distributions on account of any allocable Trust Interests to such Holder. 

(xvi) Cash 

The Trustees may invest Cash (including any earnings thereon or proceeds therefrom) as permitted by 
section 345 of the Bankruptcy Code. 
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(xvii) Tax Treatment of Trusts  

Subject to the receipt of contrary guidance from the IRS or a court of competent jurisdiction (including the 
receipt by the Trustees of a private letter ruling requested by the Trustees, or the receipt of an adverse determination 
by the IRS upon audit if not contested by the Trustees, or a condition imposed by the IRS in connection with a 
private letter ruling requested by the Debtors), the Trustees shall (1) treat the Trusts as one or more disputed 
ownership funds for federal income tax purposes within the meaning of Treasury Regulations Section 1.468B-
9(b)(1) and (2) to the extent permitted by applicable law, report consistent with the foregoing for state and local 
income tax purposes, unless the Reorganized Debtors determine in consultation with the Trustees that an alternate 
tax treatment is applicable.  All Holders of Claims shall report, for tax purposes, consistent with the foregoing. 

(xviii) Distribution of Trust Assets/Disputed General Unsecured Claims Reserve 

The Trustees shall distribute to the Holders of Trust Interests, as applicable, on or immediately after the 
Effective Date and on such interim distribution date that is no less than thirty (30) days following any Trust Asset 
Determination Date, all Trust Consideration on hand, except (1) Cash reserved pursuant to the Trust Agreement to 
fund the activities of the Trust, (2) such amounts as are allocable to or retained on account of Disputed General 
Unsecured Claims, and (3) such additional amounts as are reasonably necessary to (a) meet contingent liabilities and 
to maintain the value of the Trust Assets, (b) pay reasonable incurred or anticipated expenses (including, but not 
limited to, any taxes imposed on or payable by the Trust or in respect of the Trust Assets), or (c) as are necessary to 
satisfy other liabilities incurred or anticipated by the Trust in accordance with the Plan, or the Trust Agreement. 

(a) Disputed General Unsecured Claims Reserve 

From and after the Effective Date, and until such time as all Disputed General Unsecured Claims have been 
compromised and settled or determined by order of the Bankruptcy Court, the Trustees shall reserve for the benefit 
of each Holder of a Disputed General Unsecured Claim, Trust Consideration in an amount equal to the distributions 
which would have been made to the Holder of such Disputed General Unsecured Claim if it were an Allowed Claim 
in an amount equal to the lesser of (a) the Disputed General Unsecured Claim Amount, (b) the amount in which the 
Disputed General Unsecured Claim shall be estimated by the Bankruptcy Court pursuant to section 502 of the 
Bankruptcy Code in accordance with Article VIII.A.3 of the Plan, for purposes of allowance, which amount, unless 
otherwise ordered by the Bankruptcy Court, shall constitute and represent the maximum amount in which such 
Claim may ultimately become an Allowed Claim, (c) such other amount as may be agreed upon by the Holder of 
such Disputed General Unsecured Claim and the Reorganized Debtors, or (d) such other amounts set forth in a Final 
Order.  Any Trust Consideration reserved and held for the benefit of a Holder of a Disputed General Unsecured 
Claim shall be treated as a payment and reduction on account of such Disputed General Unsecured Claim for 
purposes of computing any additional amounts to be paid in Trust Consideration in the event the Disputed General 
Unsecured Claim ultimately becomes an Allowed Claim.  Such Trust Consideration reserved for the benefit of 
Holders of Disputed General Unsecured Claims shall be either (x) held by the Trustees, in an interest-bearing 
account or (y) invested in interest-bearing obligations issued by the United States Government, or by an agency of 
the United States Government and guaranteed by the United States Government, and having (in either case) a 
maturity of not more than thirty (30) days, for the benefit of such Holders pending determination of their entitlement 
thereto under the terms of the Plan.  No payments or distributions shall be made with respect to all or any portion of 
any Disputed General Unsecured Claim pending the entire resolution thereof by Final Order. 
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(b) Allowance of Disputed General Unsecured Claims 

At such time as a Disputed General Unsecured Claim becomes, in whole or in part, an Allowed Claim, the 
Trustees shall distribute to the Holder thereof the distributions, if any, to which such Holder is then entitled under 
the Plan together with any interest that has accrued on the amount of Trust Consideration (net of any expenses, 
including any taxes relating thereto), but only to the extent that such interest is attributable to the amount of the 
Allowed Claim.  Such distribution, if any, shall be made as soon as practicable after an order or judgment of the 
Bankruptcy Court allowing such Disputed General Unsecured Claim is entered and becomes a Final Order but in no 
event more than sixty (60) days thereafter. 

(c) Tax Treatment of Amounts Held With Respect to Disputed General 
Unsecured Claims: 

Subject to the receipt of contrary guidance from the IRS or a court of competent jurisdiction (including the 
receipt by the Trustees of a private letter ruling requested by the Trustees, or the receipt of an adverse determination 
by the IRS upon audit if not contested by the Trustees, or a condition imposed by the IRS in connection with a 
private letter ruling requested by the Debtors), the Trustees shall (a) treat the escrow with respect to Disputed Claims 
as one or more disputed ownership funds for federal income tax purposes within the meaning of Treasury 
Regulations Section 1.468B-9(b)(1) and (b) to the extent permitted by applicable law, report consistent with the 
foregoing for state and local income tax purposes, unless the Reorganized Debtors determine in consultation with 
the Trustees that an alternate tax treatment is applicable..  All Holders of Allowed Claims shall report, for tax 
purposes, consistent with the foregoing. 

(xix) Certain Tax Considerations 

The Trustees shall be responsible for payment, out of the Trust Assets, of any taxes imposed on the Trusts 
or their assets. 

The Trustees may request an expedited determination of taxes of the Trusts, including the Trust Claims 
Reserve, or the Debtors under section 505(b) of the Bankruptcy Code for all tax returns filed for, or on behalf of, the 
Trust or the Debtors for all taxable periods through the dissolution of the Trust. 

(a) Tax Withholding by Trustees 

The Trustees may withhold and pay to the appropriate tax authority all amounts required to be withheld 
pursuant to the IRC or any provision of any foreign, state, or local tax law with respect to any payment or 
distribution to the Holders of Trust Interests.  All such amounts withheld and paid to the appropriate tax authority 
(or placed in escrow pending resolution of the need to withhold) shall be treated as amounts distributed to such 
Holders of Trust Interests for all purposes of the Trust Agreement.  The Trustees shall be authorized to collect such 
tax information from the Holders of Trust Interests (including, without limitation, social security numbers or other 
tax identification numbers) as in their sole discretion the Trustees deem necessary to effectuate the Plan, the 
Confirmation Order, and the Trust Agreement.  This identification requirement generally applies to all Holders, 
including those who hold their securities in street name.  The Trustees may refuse to make a distribution to any 
Holder of a Trust Interest that fails to furnish such information in a timely fashion, and until such information is 
delivered, and may treat such Holder’s Trust Interests as disputed; provided, however, that, if such information is 
not furnished to the Trustees within six (6) months of the original request to furnish such information, no further 
distributions shall be made to the Holder of such Trust Interest; and, provided, further, that, upon the delivery of 
such information by a Holder of a Trust Interest, the Trustees shall make such distribution to which the Holder of the 
Trust Interest is entitled, without additional interest occasioned by such Holder’s delay in providing tax information; 
and, provided, further that, if the Trustees fail to withhold in respect of amounts received or distributable with 
respect to any such Holder and the Trustees are later held liable for the amount of such withholding, such Holder 
shall reimburse the Trustees for such liability (to the extent such amounts were actually distributed to such Holder).] 
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(b) Dissolution 

The Trustees and the Trusts shall be discharged or dissolved, as the case may be, upon the earlier to occur 
of (a) all of the Trust Assets and/or Trust Consideration have been distributed pursuant to the Plan and the Trust 
Agreement, (b) the Trustees determine that the administration of any remaining Trust Assets is not likely to yield 
sufficient additional Trust proceeds to justify further pursuit, and (c) all distributions required to be made by the 
Trustees under the Plan and the Trust Agreement have been made; provided, however, in no event shall the Trusts 
be dissolved later than five years from the Effective Date unless the Bankruptcy Court, upon motion within the six-
month period prior to the five year anniversary (or within the six month period prior to the end of an extension 
period), determines that a fixed period extension (not to exceed 10 years, together with any prior extensions, without 
a favorable private letter ruling from the IRS or an opinion of counsel satisfactory to the Trustees that any further 
extension would not adversely affect the status of the trust as a liquidating trust for United States federal income tax 
purposes) is necessary to facilitate or complete the recovery and liquidation of the Trust Assets.  If at any time the 
Trustees determine, in reliance upon such professionals as the Trustees may retain, that the expense of administering 
the Trust so as to make a final distribution to its beneficiaries is likely to exceed the value of the assets remaining in 
the Trust, the Trustees may apply to the Bankruptcy Court for authority to (x) reserve any amount necessary to 
dissolve the Trust, (y) donate any balance to a charitable organization (i) described in section 501(c)(3) of the IRC, 
(ii) exempt from United States federal income tax under section 501(a) of the IRC, (iii) not a “private foundation”, 
as defined in section 509(a) of the IRC, and (iv) that is unrelated to the Debtors, the Reorganized Debtors, the 
Trusts, and any insider of the Trustees, and (z) dissolve the Trust. 

(xx) Indemnification of Trustees 

The Trustees or the individual(s) comprising the Trustees, as the case may be, and the Trustees’ employees, 
agents, and professionals, shall not be liable to the Trust Beneficiaries for actions taken or omitted in their capacities 
as such, except those acts arising out of their own willful misconduct or gross negligence, and each shall be entitled 
to indemnification and reimbursement for fees and expenses in defending any and all actions or inactions in their 
capacity, except for any actions or inactions involving willful misconduct or gross negligence.  Any indemnification 
claim of the Trustees (and the other parties entitled to indemnification under this subsection) shall be satisfied solely 
from the Trust Assets, as applicable, and shall be entitled to a priority distribution therefrom, ahead of the Trust 
Interests and any other claim to or interest in such assets.  The Trustees shall be entitled to rely, in good faith, on the 
advice of their retained professionals. 

(xxi) Privileges  

All attorney-work privileges, work product protections and other immunities or protections from disclosure 
held by the Debtors shall be transferred, assigned, and delivered to the Trusts, without waiver, and shall vest in the 
Trustees solely in their capacity as such (and any other individual the Trustees may designate, as well as any other 
individual designated in the Trust Agreement).  Pursuant to Federal Rule of Evidence 502(d), no Privileges shall be 
waived by disclosure to the Trustees and the Trust Advisory Board of the Debtors’ information subject to attorney-
client privileges, work product protections, or other immunities or protections from disclosure. 

VII. EVENTS DURING THE CHAPTER 11 CASES 

On July 2, 2013 (the “Petition Date”), the Debtors filed voluntary petitions for relief under chapter 11 of 
the Bankruptcy Code.  Since the Petition Date, the Debtors have continued to operate their businesses and manage 
their properties as debtors in possession pursuant to sections 1107(a) and 1108 of the bankruptcy Code.  The 
following is a general summary of the chapter 11 cases, including, without limitation, a discussion of the Debtors’ 
restructuring and business initiatives since the commencement of the chapter 11 cases. 

A. Overview of Chapter 11  

Chapter 11 is the principal business reorganization chapter of the Bankruptcy Code.  Under chapter 11, a 
debtor can reorganize its business for the benefit of itself, its Creditors and its interest holders. Chapter 11 also 
promotes equality of treatment for similarly situated Creditors and similarly situated interest holders with respect to 
the distribution of a debtor’s assets. 
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The commencement of a chapter 11 case creates an estate that is comprised of all of the legal and equitable 
interests of the debtor as of that date. The Bankruptcy Code provides that the debtor may continue to operate its 
business and remain in possession of its property as a “debtor-in-possession.” 

B. First Day Pleadings and Other Case Matters  

(i) First and Second Day Pleadings 

To facilitate the chapter 11 cases and minimize disruption to the Debtors’ operations, the Debtors filed 
certain motions and applications with the Bankruptcy Court on the Petition Date or immediately thereafter seeking 
certain relief summarized below.  The relief sought in the “first day” and “second day” pleadings facilitated the 
Debtors’ seamless transition into chapter 11 and aided in the preservation of the Debtors’ going-concern value.  The 
first and second day pleadings resulted in the following orders22: 

 Authors and Content Sources.  On July 24, 2013, the Bankruptcy Court entered an interim order 
(a) authorizing the Debtors’ payment of claims of certain authors and other content sources, (b) 
directing financial institutions to honor and process related checks and transfers, and (c) granting 
related relief [Docket No. 148].  The bankruptcy court entered a final order granting the relief 
requested on August 2, 2013 [Docket No. 216]. 

 Cash Management.  On July 3, 2013, the Bankruptcy Court entered an interim order authorizing 
the Debtors to continue to use their existing cash management system, existing bank accounts, 
existing business forms, and certain existing investment guidelines [Docket No. 39].  The 
Bankruptcy Court entered a final order granting the relief requested on [August 20, 2013] [Docket 
No. 304]. 

 Taxes.  On July 3, 2013, the Bankruptcy Court entered an interim order authorizing the Debtors to 
pay certain taxes and fees and similar charges in the ordinary course of business [Docket No. 37].  
The Bankruptcy Court entered a final order granting the relief requested on August 2, 2013 
[Docket No. 219]. 

 Insurance.  On August 2, 2013, the Bankruptcy Court entered a final order authorizing the Debtors 
to (a) maintain prepetition insurance policies, brokerage agreements, and surety bonds and 
(b) obtain new insurance policies, brokerage agreements, and surety bonds [Docket No. 215]. 

 Customer Programs.  On July 3, 2013, the Bankruptcy Court entered an interim order authorizing 
the debtors to honor certain prepetition obligations to customers and otherwise continue certain 
customer programs and practices in the ordinary course of business [Docket No. 35].  The 
Bankruptcy Court entered a final order granting the relief requested on August 2, 2013 [Docket 
No. 223]. 

 Shippers and Warehousemen.  On July 3, 2013, the Bankruptcy Court entered an interim order 
authorizing the debtors to (a) honor certain prepetition obligations to shippers, warehousemen, and 
other lien claimants and (b) continue to satisfy obligations to such claimants in the ordinary course 
[Docket No. 34].  The Bankruptcy Court entered a final order granting the relief requested on 
[August 2, 2013] [Docket No. 220]. 

 Employee Wages and Benefits.  On July 3, 2013, the Bankruptcy Court entered an interim order 
authorizing the Debtors to (a) pay certain prepetition wages, salaries, and reimbursable employee 

                                                           
22  Capitalized terms used but not defined in this section shall have the meanings ascribed to them in the respective 

First Day Pleadings. 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



 

  53 

expenses, (b) pay and honor certain employee medical and other benefits, and (c) continue 
employee wages and benefits programs [Docket No. 36].  On July 24, 2013, the Bankruptcy Court 
entered a second interim order authorizing the relief requested [Docket No. 153].  The Bankruptcy 
Court entered a final order granting the relief requested on August 2, 2013 [Docket No. 217]. 

(ii) Procedural and Administrative Motions 

To facilitate the efficient administration of the chapter 11 cases and to reduce the administrative burden 
associated therewith, the Debtors also filed and received authorization to implement several procedural and 
administrative motions including orders: 

 authorizing the joint administration of the chapter 11 cases; 

 extending the time during which the Debtors may file certain schedules of assets and 
liabilities, schedules of executory contracts and unexpired leases, and statements of financial 
affairs, the filing of which are required under section 521 of the Bankruptcy Code;  

 authorizing the Debtors to prepare a list of creditors in lieu of submitting a formatted mailing 
matrix and to file a consolidated list of the Debtors’ 30 largest creditors;  

 authorizing the Debtors to retain and compensate certain professionals utilized in the ordinary 
course of business; determining the amount and nature of the adequate assurance payment for 
future utility service;  

 approving the case management procedures for these Chapter 11 Cases; and  

 approving the procedures for the interim compensation and reimbursement of retained 
Professionals in these Chapter 11 Cases. 

(iii) Retention of Chapter 11 Professionals 

The Debtors also filed several applications and obtained authority to retain various professionals to assist 
the Debtors in carrying out their duties under the Bankruptcy Code during these Chapter 11 Cases.  These 
professionals include: (a) K&E, as counsel to the Debtors; (b) Lazard as investment banker to the Debtors; (c) A&M 
as restructuring advisor to the Debtors; (d) Donlin, Recano & Company, Inc., as the Notice and Claims Agent for the 
Debtors; and (e) Willkie as special counsel to the Debtors. 

(iv) Cash to Fund Operations 

Prior to commencing these chapter 11 cases, the Debtors engaged in extensive negotiations with the First 
Lien Secured Parties to secure use of Cash Collateral on a consensual basis, to ensure a smooth transition into 
chapter 11.  As noted, the Debtors are at a critical time in their fiscal year and ensuring adequate cash to fund 
operations was a priority.  Thus, the Debtors focused their efforts on obtaining the use of Cash Collateral on a 
consensual basis, while taking great care to protect the rights of unsecured creditors and other parties in interest with 
respect to the Disputed Cash.  On July 3, 2013, the Bankruptcy Court entered an interim order authorizing the 
Debtors to utilize cash collateral [Docket No. 40] (the “Interim Cash Collateral Order”).  These funds were critical 
to the Debtors’ ability to satisfy their ordinary course obligations incurred to run the business during the Chapter 11 
Cases.   

Following entry of the Interim Cash Collateral Order, the Debtors engaged with various representatives for 
the First Lien Secured Parties, the Creditors’ Committee, various second lien representatives, and other parties in 
interest to reach a final order regarding the use of Cash Collateral.  On August 2, 2013, the Bankruptcy Court 
entered an order amending the Interim Cash Collateral Order to extend the deadline for obtaining a final order. 

The Debtors, the Holders of First Lien Claims, and the Creditors’ Committee reached a consensual form of 
final Order; on August 20, 2013, the Court entered the final order authorizing the Debtors’ use of cash collateral 
[Docket No. 303] (the “Final Cash Collateral Order”). 
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(v) Appointment of the Committee Members and Advisors for Such Committee 

On July 10, 2013, the United States Trustee for Region 2 (the “U.S. Trustee”) appointed the following 
individuals to the Creditors’ Committee:  (a) Wilmington Trust National Association; (b) Wells Fargo Bank 
National Association; (c) The Booksource; (d) Bennett Management Corporation; (e) RR Donnelley & Sons 
Company; (f) Gary B. Shelly; (g) Carl S. Warren; (h) BOKF, NA d/b/a Bank of Oklahoma; and (i) Central National-
Gottesman Inc. [Docket No. 68].  On August 9, 2013, the Creditors’ Committee filed an application to retain Arent 
Fox LLP as counsel to the Creditors’ Committee [Docket No. 247].  On August 15, 2013, the Creditors’ Committee 
file applications to retain FTI Consulting, Inc. as its financial advisor [Docket No. 274] and Moelis & Company 
(“Moelis”) as its investment banker [Docket No. 275]. 

Since the formation of the Committee, the Debtors have consulted with the Committee concerning the 
administration of the chapter 11 cases. The Debtors have kept the Committee informed of, and have conferred with 
the Committee on, matters relating to the Debtors’ business operations and have sought the concurrence of the 
Committee to the extent its constituency would be affected by proposed actions and transactions outside of the 
ordinary course of the Debtors’ businesses. The Committee has participated actively with the Debtors’ management 
and professional advisors in reviewing the Debtors’ business plans and operations. 

C. The Committee’s Motion to Terminate Apax Investigation  

As described above, the Debtors commenced the Apax Investigation, prior to the Petition Date, to analyze 
the events and conduct surrounding certain prepetition transactions involving Apax.  On July 26, 2013, the 
Creditors’ Committee filed the Motion of the Official Committee of Unsecured Creditors for an Order Terminating 
or, in the Alternative, Suspending the Debtors’ Prepetition Investigation into Certain Conduct of Apax Partners, 
L.P. and its Affiliates [Docket No. 164] (the “Apax Investigation Termination Motion”).  The Committee asserted 
that the Apax Investigation would potentially usurp, impair or, impede their right to conduct an independent 
investigation and/or request that an examiner conduct one.  The Debtors’ filed an objection to the Apax 
Investigation Termination Motion on July 30, 2013 [Docket No. 180].  At the hearing on August 1, 2013, the 
Debtors and the Creditors’ Committee agreed to discuss a potential timeline whereby the Apax Investigation would 
continue and the Debtors would agree to certain terms and conditions ensuring proper disclosure of the Apax 
Investigation results and protecting the Creditors’ Committee’s right to seek further investigation or request an 
examiner.   

On August 16, 2013, the Boards of Directors of Cengage Learning GP I LLC, Cengage Learning 
Acquisitions, Inc., Cengage Learning HoldCo Inc. and Cengage Learning Inc. adopted joint resolutions (a) 
confirming Mr. Feintuch’s appointment and current status as an “independent” director of the Company in 
accordance with the guidelines established by the New York Stock Exchange, (b) documenting the Debtors’, the 
Debtors’ board of directors, and Mr. Feintuch’s understanding, explicitly providing Mr. Feintuch with sole authority 
and power to conduct the Investigation, including the Company Purchases, and (c) ratifying all of Mr. Feintuch’s 
prior actions with respect to the Investigation.  At the hearing on August 20, 2013, the Debtors and the Creditors’ 
Committee resolved a majority of the issues regarding the Apax Investigation Termination Motion, with the 
exception of the appropriate release and disclosure of the Willkie Report.   

Prior to the hearing on September 3, 2013 to resolve the outstanding issues relating to the Apax 
Investigation Termination Motion, the Committee filed the Letter to the Honorable Elizabeth S. Stong Regarding 
Proposed Order Establishing Protocols with Respect to Debtors Internal Corporate Investigation and Final Internal 
Corporate Report [Docket No. 347] seeking to limit disclosure of the Willkie Report upon completion 
(the “Committee Letter and “Proposed Order” attached thereto).  In response, the Debtors, the First Lien Group, and 
JPMorgan Chase Bank, N.A., as administrative agents, filed letters opposing the Committee Letter and Proposed 
Order [Docket No. 377, 375, and 376, respectively].  At the hearing on September 3, 2013, the Court denied the 
Apax Investigation Motion and declined to enter the Proposed Order, thereby making the release and disclosure of 
the Willkie Report within the Debtors’ discretion. 

As previously discussed, Willkie has completed the Apax Investigation and has released the Willkie 
Report.  The Debtors have produced the Willkie Report to the Willkie Report Recipients.  and the Willkie Report is 
attached hereto as Exhibit G. 
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D. Creditors’ Committee Discovery Requests 

Throughout these chapter 11 cases, the Debtors have received discovery requests from several parties and 
have been as open, responsive, and cooperative as reasonably possible, as demonstrated by the following: 

 To date, the Debtors have produced a total of 142,813 pages in response to 278 document requests 
from the Committee relating to dozens of categories of documents.  The Debtors have produced 
documents as soon as practicable and on a rolling basis.  As of September 27, 2013, the Debtors 
have made at least 24 separate productions. 
 

 The Debtors have worked quickly and cooperatively with the Committee to develop search terms 
and potential custodians for the collection of electronic discovery, and the Debtors expect to begin 
the collection and production of electronic discovery not yet produced in the coming weeks.      

 
 The Debtors have provided the Creditors’ Committee with electronic access and credentials to 

hundreds of additional documents in Debtors’ confidential data room.  
 

 The Debtors have engaged in countless telephone conferences with the Committee’s counsel to 
discuss the status of discovery, and have kept the Committee and other inquiring constituents 
updated regarding the Debtors’ collection and production efforts. 

 

E. Exclusivity 

Under the Bankruptcy Code, a debtor has the exclusive right to file a plan or plans of reorganization for an 
initial period of 120 days from the date on which the debtor filed for voluntary relief, which period may be extended 
by the bankruptcy court for a period of up to 18 months after the petition date.   

During this period, no other party in interest may file a competing chapter 11 plan or plans; however, the 
Bankruptcy Court may modify the exclusive period upon request of a party in interest and “for cause.”  The Debtors 
have filed the Plan and Disclosure Statement within the exclusivity period and reserve the right to seek extensions of 
their exclusive right to file a plan or plans and solicit votes thereon if necessary and appropriate. 

F. Pending Litigation Proceedings and the Automatic Stay 

In the ordinary course of business, the Debtors are party to various lawsuits, legal proceedings, and claims 
arising out of their business.  The Debtors cannot predict with certainty the outcome of these lawsuits, legal 
proceedings, and claims.  Nevertheless, they do not believe the outcome of any currently existing proceeding, even 
if determined adversely, would have a material adverse effect on their business, financial condition, or results of 
operations. 

With certain exceptions, the filing of these Chapter 11 Cases operates as a stay with respect to the 
commencement or continuation of litigation against the Debtors that was or could have been commenced before the 
commencement of these Chapter 11 Cases.  In addition, the Debtors’ liability with respect to litigation stayed by the 
commencement of these Chapter 11 Cases is subject to compromise, settlement, and release upon confirmation of a 
plan under chapter 11, with certain exceptions.  Therefore, certain litigation claims against the Debtors may be 
subject to compromise in connection with these Chapter 11 Cases. 

G. Directors and Officers of Reorganized Cengage and the Other Reorganized Debtors 

(i) The New Board 

The New Board of Reorganized Cengage shall consist of seven directors, as applicable.  The New Board of 
Reorganized Cengage shall be determined for the Initial Board Term as follows: (a) one director shall be the Chief 
Executive Officer of Reorganized Cengage; (b) each holder of 15% or more of the outstanding New Equity shall be 
entitled to nominate and have elected one director; and (c) the Ad Hoc First Lien Group shall be entitled to elect the 
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remaining directors; provided that no institution shall be entitled to nominate and have elected more than one 
director on the New Board at any time; provided further, that the Ad Hoc First Lien Group will consult with the 
Chief Executive Officer of Reorganized Cengage to the extent that any board nominee of the Ad Hoc First Lien 
Group is not employed by or otherwise directly affiliated with a member of the Ad Hoc First Lien Group.   

At the end of the Initial Board Term, the New Board shall be redetermined by vote of the Holders of New 
Equity (which vote shall occur annually) on the same basis set forth for the Initial Board Term above, until such 
time as Reorganized Cengage has completed a Qualified Public Offering.  After Reorganized Cengage has 
completed a Qualified Public Offering, the New Board will be elected by holders of its equity securities entitled to 
vote in the election therefor. 

At all times prior to Reorganized Cengage completing a Qualified Public Offering, each Holder of 15% or 
more of the outstanding New Equity, in addition to the foregoing director rights, shall be entitled to appoint one 
observer that is a representative or otherwise affiliated with such Holder of New Equity to the New Board, subject to 
customary confidentiality obligations; provided that no observer shall be entitled to compensation for their services 
as an observer to the New Board. 

(ii) Senior Management and Management Employment Agreements 

The existing officers of the Debtors shall remain in their current capacities as officers of the Reorganized 
Debtors, subject to the ordinary rights and powers of the applicable New Board to remove or replace them in 
accordance with the New Corporate Governance Documents and any applicable employment agreements that are 
assumed, or assumed as amended, by the Reorganized Debtors pursuant to the Plan consistent with the Restructuring 
Support Agreement and RSA Term Sheets in all respects. 

(iii) Management Incentive Plan 

On or as soon as practicable following the Effective Date, the New Board of Reorganized Cengage shall 
adopt the Management Incentive Plan. 

H. Claims Bar Date 

On August 16, 2013, the Debtors filed their schedules and statements with the Bankruptcy Court pursuant 
to section 521 of the Bankruptcy Code.  The Bankruptcy Code allows a bankruptcy court to fix the time within 
which proofs of claim must be filed in a chapter 11 case.  Any creditor whose Claim is not scheduled in the Debtors’ 
schedules or whose Claim is scheduled as disputed, contingent, or unliquidated must file a proof of claim.  On 
August 28, 2013, the Debtors filed a motion to set the General Bar Date for October 31, 2013 (the “Bar Date 
Motion”).  The Bar Date Motion provides that the General Bar Date applies to all unsecured prepetition priority 
claims, including all section 503(b)(9) claims. 

I. NOL Motion 

As of the Petition Date, the Debtors’ total net operating losses (“NOLs”) and certain other tax attributes 
were estimated to be approximately $735 million. Under the Internal Revenue Code, and subject to certain 
limitations, NOLs that accumulate prior to emergence from bankruptcy (reduced by any taxable income recognized 
or tax attribute reduction suffered during bankruptcy or pursuant to the restructuring, including pursuant to any 
cancellation of indebtedness income) may be used to offset post-emergence taxable income.  Under the applicable 
federal tax laws, however, the Debtors would lose the ability to utilize a significant portion of their NOLs if an 
“ownership change” were to occur prior to completion of the chapter 11 cases.  Consequently, on the Petition Date, 
the Debtors filed the Motion for Entry of Interim and Final Orders Establishing Notification and Hearing Procedures 
for Transfers of, or Claims of Worthlessness with Respect to, Certain Equity Securities and for Related Relief 
[Docket No. 11] (the “NOL Motion”), pursuant to which the Debtors sought, on an interim and final basis, to restrict 
(i) trading of their equity securities during the pendency of the chapter 11 cases by shareholders who beneficially or 
constructively own (as determined  under applicable federal income tax rules), or would beneficially or 
constructively own after giving effect to such trades, at least 4.5% of the equity securities of CL Holdings, and (ii) 
the ability of shareholders that beneficially or constructively own or have owned 50% or more -- as measured under 
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the applicable federal income tax rules -- of the equity securities of CL Holdings  to claim a federal income tax 
deduction for worthlessness for a taxable period ending before emergence.  The Bankruptcy Court entered an 
interim order granting the NOL Motion July 3, 2013 [Docket No. 38] and a final order on July 25, 2013 [Docket No. 
152].     

VIII. PROJECTED FINANCIAL INFORMATION  

The Debtors’ projected financial information is attached hereto as Exhibit D.   

IX. VALUATION OF THE DEBTORS  

In conjunction with formulating the Plan and satisfying its obligations under section 1129 of the 
Bankruptcy Code, the Debtors determined that it was necessary to estimate the post-confirmation going concern 
value of the Debtors.  As set forth on the valuation analysis attached hereto as Exhibit E-1, Lazard has estimated that 
the Debtors’ enterprise value is approximately $2.9 billion. 

X. RISK FACTORS 

Holders of Claims should read and consider carefully the risk factors set forth below before voting to 
accept or reject the Plan.  Although there are many risk factors, they should not be regarded as constituting the only 
risks present in connection with the Debtors’ businesses or the Plan and its implementation. 

A. Risks Relating to Bankruptcy 

(i) The Debtors may be subject to protracted litigation regarding the Disputed Assets and other 
issues. 

There is a risk of potential protracted litigation regarding the Disputed Assets, including, but not limited to, 
disputes regarding the value of the Disputed Assets and whether the Disputed Assets are encumbered and therefore 
unavailable as a source of recovery for unsecured creditors.  Parties-in-interest may bring potentially time-
consuming litigation regarding the status of the Disputed Assets, subordination of claims, Allowance of Claims, and 
Apax Issues, some of which, as set forth above, shall be resolved in connection with Confirmation, and others of 
which may not be resolved until after the Effective Date. 

(ii) Parties in interest may object to the Plan’s classification of claims and interests. 

Section 1122 of the Bankruptcy Code provides that a plan may place a claim or an interest in a particular 
class only if such claim or interest is substantially similar to the other claims or interests in such class.  The Debtors 
believe that the classification of the Claims and Interests under the Plan complies with the requirements set forth in 
the Bankruptcy Code because the Debtors created Classes of Claims and Interests, each encompassing Claims or 
Interests, as applicable, that are substantially similar to the other Claims and Interests in each such Class.  
Nevertheless, there can be no assurance that the Bankruptcy Court will reach the same conclusion. 

(iii) The Debtors may fail to satisfy vote requirements. 

In the event that votes are received in number and amount sufficient to enable the Bankruptcy Court to 
confirm the Plan, the Debtors intend to seek, as promptly as practicable thereafter, Confirmation of the Plan.  In the 
event that sufficient votes are not received, the Debtors may seek to confirm an alternative chapter 11 plan.  There 
can be no assurance that the terms of any such alternative chapter 11 plan would be similar or as favorable to the 
Holders of Allowed Claims and Allowed Interests as those proposed in the Plan. 

(iv) Failure to confirm the Plan within the Milestones contained in the Restructuring Support 
Agreement may give rise to Termination of the Restructuring Support Agreement. 

If the Debtors do not secure confirmation of the Plan within the milestones currently contemplated by the 
Restructuring Support Agreement, which require, among other things, that the Effective Date to occur on or before 
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November 14, 2013, unless extended, the Restructuring Support Agreement may terminate prior to the Confirmation 
of the Plan, which could result in the loss of support for the Plan by the Debtors’ largest secured and unsecured 
creditor constituencies.  Any such loss of support could adversely affect the Debtors’ ability to reorganize and 
confirm and consummate the Plan. 

(v) The Debtors may not be able to obtain Confirmation of the Plan. 

With regard to any proposed plan of reorganization, the debtor seeking confirmation of a plan may not 
receive the requisite acceptances to confirm such plan. If the requisite acceptances of the Plan are received, the 
Debtors intend to seek Confirmation of the Plan by the Bankruptcy Court.  If the requisite acceptances of the Plan 
are not received, the Debtors may nevertheless seek Confirmation of the Plan notwithstanding the dissent of certain 
Classes of Claims.  The Bankruptcy Court may confirm the Plan pursuant to the “cramdown” provisions of the 
Bankruptcy Code if the Plan satisfies section 1129(b) of the Bankruptcy Code.  To confirm a plan over the objection 
of a dissenting class, the Bankruptcy Court also must find that at least one impaired class (which cannot be an 
“insider” class) has accepted the Plan. 

Even if the requisite acceptances of a proposed plan are received, the Bankruptcy Court is not obligated to 
confirm the plan as proposed.  A dissenting Holder of a Claim against the Debtors could challenge the balloting 
procedures as not being in compliance with the Bankruptcy Code, which could mean that the results of the balloting 
may be invalid.  If the Bankruptcy Court determined that the balloting procedures were appropriate and the results 
were valid, the Bankruptcy Court could still decline to confirm the Plan, if the Bankruptcy Court found that any of 
the statutory requirements for confirmation had not been met.   

If the Plan is not confirmed by the Bankruptcy Court, (a) the Debtors may not be able to reorganize their 
businesses; (b) the distributions that holders of Claims ultimately would receive, if any, with respect to their Claims 
is uncertain; and (c) there is no assurance that the Debtors will be able to successfully develop, prosecute, confirm, 
and consummate an alternative plan that will be acceptable to the Bankruptcy Court and the Holders of Claims.  It is 
also possible that third parties may seek and obtain approval from the Bankruptcy Court to terminate or shorten the 
exclusivity period during which only the Debtors may propose and confirm a plan of reorganization. 

(vi) The Debtors may be unable to obtain consensual Confirmation. 

In the event that any impaired class of claims does not accept a chapter 11 plan, a bankruptcy court may 
nevertheless confirm a plan at the proponents’ request if at least one impaired class has accepted the plan (with such 
acceptance being determined without including the vote of any “insider” in such class), and, as to each impaired 
class that has not accepted the plan, the bankruptcy court determines that the plan “does not discriminate unfairly” 
and is “fair and equitable” with respect to the dissenting classes.  The Debtors believe that the Plan satisfies these 
requirements and the Debtors may request such nonconsensual Confirmation in accordance with section 1129(b) of 
the Bankruptcy Code.  Nevertheless, there can be no assurance that the Bankruptcy Court will reach this conclusion.  
In addition, with respect to the Plan, the pursuit of nonconsensual Confirmation of the Plan may result in, among 
other things, increased expenses and the expiration of the entities’ commitments to provide support for the Plan, 
financially or otherwise. 

(vii) The Debtors may object to the amount or classification of a Claim. 

Except as specifically provided in the Plan, the Debtors reserve the right, under the Plan, to object to the 
amount or classification of any Claim.  The estimates set forth in this Disclosure Statement cannot be relied upon by 
any Holder of a Claim where such Claim is or may be subject to an objection.  Any Holder of a Claim that is or may 
be subject to an objection, thus, may not receive its expected share of the estimated distributions described in this 
Disclosure Statement. 

(viii) Risk of non-occurrence of the Effective Date. 

There can be no assurance as to the timing or as to whether the Effective Date will, in fact, occur.  The 
Debtors will pursue and believe that the Effective Date may occur quickly after the Confirmation Date with respect 
to the Plan, however, there can be no assurance as to such timing or as to whether such an Effective Date will, in 
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fact, occur.  In addition, the Plan will be null and void in all respects if the Effective Date does not occur on or 
before November 14, 2013 (under the Restructuring Support Agreement), unless otherwise agreed by the Debtors 
and the Required Consenting Lenders. 

(ix) Contingencies could affect votes of impaired classes to accept or reject the Plan. 

The distributions available to Holders of Allowed Claims under the Plan can be affected by a variety of 
contingencies, including, without limitation, whether the Bankruptcy Court orders certain Allowed Claims to be 
subordinated to other Allowed Claims.  The occurrence of any and all such contingencies, which could affect 
distributions available to Holders of Allowed Claims and Allowed Interests under the Plan, will not affect the 
validity of the vote taken by the Impaired Classes to accept or reject the Plan or require any sort of revote by the 
Impaired Classes. 

(x) The Debtors may not be able to achieve their projected financial results. 

The financial projections set forth on Exhibit D to this Disclosure Statement represent the Debtor’s 
management’s best estimate of the Debtors’ future financial performance based on currently known facts and 
assumptions about the Debtors’ future operations as well as the U.S. and world economy in general and the industry 
segments in which the Debtors operate in particular.  The Debtors’ actual financial results may differ significantly 
from the projections.  If the Debtors do not achieve their projected financial results, the trading prices of the New 
Common Stock may be negatively affected and the Debtors may lack sufficient liquidity to continue operating as 
planned after the Effective Date.  Moreover, the financial condition and results of operations of the Reorganized 
Debtors from and after the Effective Date may not be comparable to the financial condition or results of operations 
reflected in the Debtors’ historical financial statements. 

(xi) Certain tax implications of the Debtors’ chapter 11 cases.  

Holders of Allowed Claims should carefully review Article XV herein, “Certain United States Federal 
Income Tax Consequences of the Plan,” to determine how the tax implications of the Plan and these chapter 11 
cases may adversely affect the Reorganized Debtors. 

(xii) The Debtors’ emergence from chapter 11 is not assured.  

While the Debtors expect to emerge from chapter 11, there can be no assurance that the Debtors will 
successfully reorganize or when this reorganization will occur, irrespective of the Debtors’ obtaining confirmation 
of the Plan. 

B. Risks Related to the Debtors’ and Reorganized Debtors’ Business 

The Debtors are subject to a number of risks, including (1) bankruptcy-related risk factors and (2) general 
business and financial risk factors.  Any or all such factors, which are enumerated below, could have a materially 
adverse effect on the business, financial condition, or results of operations of the Debtors and the Reorganized 
Debtors.  Additional risks and uncertainties not currently known to the Debtors or that the Debtors currently deem to 
be immaterial at this time may also materially adversely affect the Debtors’ business, financial condition, or results 
of operations.  Any of the following risks could materially adversely affect the Debtors’ business, financial 
condition, or results of operations. 

(i) Operational-Related Risks Due to the Pending Chapter 11 Cases 

For the duration of these Chapter 11 Cases, the Debtors’ operations and the Debtors’ ability to execute their 
business strategy will be subject to the risks and uncertainties associated with bankruptcy. These risks include: 

 The Chapter 11 Cases may adversely affect the Debtors’ business prospects and their ability to 
operate. 
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 The Chapter 11 Cases and the attendant difficulties of operating the Debtors’ business while 
attempting to reorganize the business in bankruptcy may make it more difficult to maintain and 
promote the Debtors’ goods and services and attract customers to their business. 

 The Chapter 11 Cases will cause the Debtors to incur substantial costs for fees and other expenses 
associated with these Chapter 11 Cases. 

 The Chapter 11 Cases may prevent the Debtors from continuing to grow their business and may 
restrict their ability to pursue other business strategies.  Among other things, the Bankruptcy Code 
limits the Debtors’ ability to incur additional indebtedness, make investments, sell assets, 
consolidate, merge or sell, or otherwise dispose of assets or grant liens.  These restrictions may 
place the Debtors at a competitive disadvantage. 

 Transactions by the Debtors outside the ordinary course of business are subject to the prior 
approval of the Bankruptcy Court, which may limit their ability to respond timely to certain events 
or take advantage of certain opportunities.  The Debtors may not be able to obtain Bankruptcy 
Court approval or such approval may be delayed with respect to actions they seek to undertake 
during the pendency of these Chapter 11 Cases. 

 The Debtors may be unable to retain and motivate key executives and employees through the 
process of reorganization, and the Debtors may have difficulty attracting new employees.  In 
addition, so long as these Chapter 11 Cases continue, the Debtors’ senior management will be 
required to spend a significant amount of time and effort dealing with the reorganization instead of 
focusing exclusively on business operations. 

 There can be no assurance as to the Debtors’ ability to maintain sufficient financing sources to 
fund their business and meet future obligations.  The Debtors currently are financing their 
operations during their reorganization using their cash collateral pursuant to the Final Cash 
Collateral Order. 

In addition, the uncertainty regarding the eventual outcome of the Debtors’ restructuring, and the effect of 
other unknown adverse factors could threaten the Debtors’ existence as a going-concern.  Continuing on a 
going-concern basis of the Debtors’ business is dependent upon, among other things, obtaining Bankruptcy Court 
approval of a chapter 11 plan, maintaining the support of key vendors and customers, and retaining key personnel, 
along with financial, business, and other factors, many of which are beyond the Debtors’ control.  Under the priority 
scheme established by the Bankruptcy Code, unless creditors agree otherwise in accordance with the Bankruptcy 
Code, distributions from the estate for prepetition liabilities and postpetition liabilities must comply with 
section 1129 of the Bankruptcy Code.  The ultimate recovery to Holders of Claims or Interests, if any, will not be 
determined until Confirmation of the Plan or an alternative to a chapter 11 plan.  No assurance can be given as to 
what values, if any, will be ascribed in these Chapter 11 Cases to each of these constituencies or what types or 
amounts of distributions, if any, they will receive. 

(ii) General Business and Financial Risk Factors 

The Debtors are subject to various business and financial risks, including the following: 

(a) General Economic Conditions 

In the financial projections, the Debtors have assumed that the general economic conditions of the United 
States economy will improve over the next several years.  The stability of economic conditions is subject to many 
factors outside the Debtors’ control, including interest rates, inflation, unemployment rates, the housing market, 
consumer spending, war, terrorism, and many other factors.  Any one of these or other economic factors could have 
a significant impact on the operating performance of the Debtors.  There is no guarantee that economic conditions 
will improve in the near term.   

(b) Exit Financing 
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The Debtors’ ability to emerge from bankruptcy is dependent on obtaining certain exit financing.  If the 
Debtors are unable to obtain sufficient exit financing, the Debtors may not be able to satisfy their obligations under 
the Plan or otherwise be able to operate successfully.  If the Debtors are unable to obtain exit financing consistent 
with the Restructuring Support Agreement, the Debtors may not have the support necessary to confirm the Plan. 

(c) Implementation of the Business Plan 

The Debtors believe that they will succeed in implementing and executing their business plan and financial 
restructuring.  However, there are risks that the goals of the Debtors’ going-forward business plan and financial 
restructuring strategy will not be achieved.  In such event, the Debtors may be unable to refinance maturing debt or 
be forced to sell all or parts of their business, develop and implement further restructuring plans not contemplated 
herein, or become subject to further insolvency proceedings.   

(d) Enforcement of Intellectual Property and Proprietary Rights 

The Debtors’ products are largely comprised of intellectual property content delivered through a variety of 
media, including books and digital web-based media.  The Debtors rely on copyright, trademark, and other 
intellectual property laws to establish and protect our proprietary rights in these products.  However, the Debtors 
cannot be certain that their proprietary rights will not be challenged, invalidated, or circumvented.  The Debtors 
conduct business in other countries where the extent of effective legal protections for intellectual property rights is 
uncertain, and this uncertainty could affect future growth.  Moreover, despite the existence of copyright and 
trademark protection under applicable laws, third parties may nonetheless violate the Debtors’ intellectual property 
rights, and the Debtors to remedy such violations, particularly in foreign countries, may be limited.  Additionally, 
the copying and distribution of content over the Internet creates additional challenges for the Debtors in protecting 
their proprietary rights.  If the Debtors are unable to adequately protect and enforce their intellectual property rights, 
their competitive position may be harmed and business and financial results adversely affected.  

(e) Authors and Copyrights 

The Debtors rely on their ability to attract and retain talented authors and develop long-term, collaborative 
relationships with them.  The Debtors operate in a number of highly visible markets where there is intense 
competition for successful, published authors.  The Debtors’ rights to exclusively offer authors’ content are 
dependent on the authors’ transfer of copyrights to the Debtors.  The United States Copyright Act of 1976, as 
amended, allows an author (or his or her heirs or estate), during a 5-year window, to terminate the copyright transfer 
and thereby regain certain United States rights to their works.  An author that terminates the grant of rights to his or 
her work could seek to terminate all rights in their works transferred to the Debtors or else negotiate more favorable 
economic or other terms.  The Debtors’ inability to attract new authors, the loss of certain high profile authors, 
increased costs incurred in attracting or retaining authors or changes in the Debtors’ rights to their authors’ works 
could harm the Debtors’ business, results of operations, and financial condition. 

(f) Competition 

The Debtors operate in highly competitive markets with significant established competitors.  The Debtors 
compete primarily on the basis of the quality of their content and author reputation, the effectiveness of their digital 
solutions, customers’ familiarity with their products and, to a lesser extent, price.  Many of the Debtors’ competitors 
have substantial financial resources, recognized brands, technological expertise, and market experience. Our 
competitors are also continuously enhancing their products and services, developing new products and services and 
investing in technology. Some of the Debtors’ competitors are acquiring additional businesses in key sectors that 
will allow them to offer a broader array of products and services than either they or the Debtors currently provide. 
Some of the Debtors’ competitors have greater resources than us, and therefore, may be able to adapt more quickly 
to new or emerging technologies and changes in customer requirements, or devote greater resources to the 
development, promotion and sale of their products than the Debtors can. 

The Debtors may also face competition from businesses that have not traditionally participated in their 
markets, such as Internet service companies and search providers, providers of learning management systems, and 
distributors, that could pose a threat to some of the Debtors’ businesses by providing more in-depth offerings, 
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adapting their products and services to meet the demands of their customers or combining with one of their 
traditional competitors to enhance their products and services. 

The Debtors may not be able to compete successfully with their current and future competitors. 
Competition may require the Debtors to reduce the price of our products and services or make additional capital 
investments that would adversely affect their profit margins. If they are unable or unwilling to do so, the Debtors 
may lose market share and their business, financial condition, and results of operations may be materially adversely 
affected. 

(g) Employees 

The Debtors may not be able to recruit and retain qualified, skilled employees necessary to successfully 
implement their business plan.  The Debtors operate in an industry that is not only highly competitive in terms of 
market share but also highly competitive in terms of recruiting and retaining employees.  The Debtors need to recruit 
and retain skilled employees to effectuate their new business plan and position themselves for future stability and 
success.  

(h) Business and Customers in Foreign Countries 

To take advantage of international growth opportunities and to reduce the Debtors’ reliance on the Debtors’ 
core U.S. market, the Debtors are increasing investments in foreign countries, some of which are inherently more 
risky than investments in the U.S. markets.  Political, economic, currency, reputational, and corporate risks as well 
as unmanaged expansion are all factors which could limit returns on investments made in foreign markets. 

(i) Litigation 

The Debtors are defendants in a number of litigation matters and are subject to various other claims, 
demands and investigations.  These matters may divert financial and management resources that would otherwise be 
used to benefit their operations.  No assurances can be given that the results of these matters will be favorable to the 
Debtors.  An adverse resolution or outcome of any of these lawsuits, claims, demands or investigations could have a 
negative impact on the Debtors’ business, financial condition, results of operations, and liquidity. 

(j) Future Business Combinations, Acquisitions, Mergers or Joint Ventures 

The Debtors actively consider strategic transactions from time to time.  The Debtors evaluate acquisitions, 
joint ventures, alliances, or co-production programs as opportunities arise, and the Debtors may be engaged in 
varying levels of negotiations with potential competitors at any time.  The Debtors may not be able to effect 
transactions with strategic alliance, acquisition, or co-production program candidates on commercially reasonable 
terms or at all.  The integration of companies that have previously been operated separately involves a number of 
risks; as such, if the Debtors enter into these transactions, the Debtors also may not realize the benefits the Debtors 
anticipate and the Debtors may subject themselves to unforeseen contingent liabilities.  Consummating any 
acquisitions, joint ventures, alliances, or co-production programs could result in the incurrence of additional debt 
and related interest expense.  In addition, the Debtors may not be able to obtain additional financing for these 
transactions. 

C. Risks Associated with Forward Looking Statements 

(i) Financial information is based on the Debtors’ books and records and, unless otherwise 
stated, no audit was performed. 

The financial information contained in this Disclosure Statement has not been audited.  In preparing 
this Disclosure Statement, the Debtors relied on financial data derived from their books and records that was 
available at the time of such preparation.  Although the Debtors have used their reasonable business judgment to 
ensure the accuracy of the financial information provided in this Disclosure Statement, and while the Debtors 
believe that such financial information fairly reflects the financial condition of the Debtors, the Debtors are unable 
to represent or warrant that the financial information contained herein and attached hereto is without inaccuracies. 
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(ii) Financial projections and other forward looking statements are not assured, are subject to 
inherent uncertainty due to the numerous assumptions upon which they are based and, as a 
result, actual results may vary.   

This Disclosure Statement contains various projections concerning the financial results of the Debtors’ 
operations, including the financial projections, that are, by their nature, forward looking, and which projections are 
necessarily based on certain assumptions and estimates.  Should any or all of these assumptions or estimates 
ultimately prove to be incorrect, the actual future experiences of the Reorganized Debtors may turn out to be 
different from the financial projections.  The financial projections do not reflect emergence adjustments including 
the impact of generally accepted “fresh start” accounting. 

Specifically, the projected financial results contained in this Disclosure Statement reflect numerous 
assumptions concerning the anticipated future performance of the Reorganized Debtors, some of which may not 
materialize, including, without limitation, assumptions concerning:  (a) the timing of Confirmation and Effective 
Date of the Plan in accordance with its terms; (b) the anticipated future performance of the Reorganized Debtors, 
including the ability to maintain or increase revenue and gross margins, control future operating expenses, or make 
necessary capital expenditures; (c) general business and economic conditions; (d) overall industry performance and 
trends; and (e) the Debtors’ ability to maintain market strength. 

Due to the inherent uncertainties associated with projecting financial results generally, the projections 
contained in this Disclosure Statement will not be considered assurances or guarantees of the amount of funds or the 
amount of Claims that may be Allowed in the various Classes.  While the Debtors believe that the financial 
projections contained in this Disclosure Statement are reasonable, there can be no assurance that they will be 
realized. 

D. Disclosure Statement Disclaimer 

(i) The information contained herein is for soliciting votes. 

The information contained in this Disclosure Statement is for the purposes of soliciting acceptances of the 
Plan and may not be relied upon for any other purpose.. 

(ii) This Disclosure Statement was not approved by the United States Securities and Exchange 
Commission. 

This Disclosure Statement was not filed with the United States Securities and Exchange Commission under 
the Securities Act or applicable state securities laws.  Neither the United States Securities and Exchange 
Commission nor any state regulatory authority has passed upon the accuracy or adequacy of this Disclosure 
Statement, or the exhibits or the statements contained herein. 

(iii) Reliance on exemptions from registration under the Bankruptcy Code or Securities Act. 

This Disclosure Statement has been prepared pursuant to section 1125 of the Bankruptcy Code and 
Bankruptcy Rule 3016(b) and is not necessarily in accordance with federal or state securities laws or other similar 
laws.  The offer of and sale of New Equity to certain Holders of Allowed Claims has not been registered under the 
Securities Act or similar state securities or “blue sky” laws.   

New Equity, Trust Interests, Trust Consideration, and other consideration to be issued to certain Holders of 
Allowed Claims will be issued without registration under the Securities Act or any similar federal, state, or local law 
in reliance on the exemption set forth in section 1145(a)(1) of the Bankruptcy Code or section 4(2) of the Securities 
Act or Regulation D promulgated thereunder.   

Section 1145(a)(1) of the Bankruptcy Code exempts the offer or sale of securities under a plan of 
reorganization from registration under Section 5 of the Securities Act and state laws if three principal requirements 
are satisfied: (a) the securities must be issued “under a plan” of reorganization by the debtor or its successor under a 
plan or by an affiliate participating in a joint plan of reorganization with the debtor; (b) the recipients of the 
securities must hold a claim against, an interest in, or a claim for administrative expenses in the case concerning the 
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debtor or such affiliate; and (c) the securities must be issued in exchange for the recipient’s claim against or interest 
in the debtor, or such affiliate, or “principally” in such exchange and “partly” for cash or property. 

Section 4(2) of the Securities Act provides that the issuance of securities by an issuer in transactions not 
involving any public offering is exempt from registration under the Securities Act.  Regulation D is a non-exclusive 
safe harbor promulgated by the United States Securities and Exchange Commission under the Securities Act related 
to, among others, section 4(2) of the Securities Act.    

The term “issuer,” as used in section 4(2) of the Securities Act, means, among other things, a person who 
issues or proposes to issue any security.   

Securities issued pursuant to the exemption provided by section 4(2) of the Securities Act or Regulation D 
promulgated thereunder are considered “restricted securities.”  As a result, resales of such securities may not be 
exempt from the registration requirements of the Securities Act or other applicable law.  Holders of such restricted 
securities may, however, be able, at a future time and under certain conditions described below, to sell securities 
without registration pursuant to the resale provisions of Rule 144 and Rule 144A under the Securities Act. 

(iv) No legal or tax advice is provided to you by this Disclosure Statement. 

This Disclosure Statement is not legal advice to you.  The contents of this Disclosure Statement should 
not be construed as legal, business, or tax advice.  Each Holder of a Claim or an Interest should consult his or her 
own legal counsel, accountant, or other applicable advisor with regard to any legal, tax, and other matters 
concerning his or her Claim or Interest.  This Disclosure Statement may not be relied upon for any purpose other 
than to determine how to vote on the Plan or object to Confirmation of the Plan. 

(v) No admissions have been made by this Disclosure Statement. 

The information and statements contained in this Disclosure Statement will neither (a) constitute an 
admission of any fact or liability by any entity (including, without limitation, the Debtors) nor (b) be deemed 
evidence of the tax or other legal effects of the Plan on the Debtors, the Reorganized Debtors, Holders of Allowed 
Claims or Allowed Interests, or any other parties in interest. 

(vi) The failure to identify litigation claims or projected objection should not be relied upon. 

No reliance should be placed on the fact that a particular litigation claim or projected objection to a 
particular Claim or Interest is, or is not, identified in this Disclosure Statement.  The Debtors or the Reorganized 
Debtors may seek to investigate, File, and prosecute Claims and Interests and may object to Claims or Interests after 
the Confirmation or Effective Date of the Plan irrespective of whether this Disclosure Statement identifies such 
Claims or Interests or objections to such Claims or Interests. 

(vii) No waiver of right to object or right to recover transfers and assets. 

The vote by a Holder of an Allowed Claim for or against the Plan does not constitute a waiver or release of 
any claims, causes of action, or rights of the Debtors or the Reorganized Debtors (or any entity, as the case may be) 
to object to that Holder’s Claim, or recover any preferential, fraudulent, or other voidable transfer of assets, 
regardless of whether any claims or causes of action of the Debtors or their respective estates are specifically or 
generally identified herein. 

(viii) Information was provided by the Debtors and was relied upon by the Debtors’ advisors. 

The Debtors’ advisors have relied upon information provided by the Debtors in connection with the 
preparation of this Disclosure Statement.  Although the Debtors’ advisors have performed certain limited due 
diligence in connection with the preparation of this Disclosure Statement, they have not verified independently the 
information contained herein. 
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(ix) Potential exists for inaccuracies, and the Debtors have no duty to update. 

The statements contained in this Disclosure Statement are made by the Debtors as of the date of this 
Disclosure Statement, unless otherwise specified herein, and the delivery of this Disclosure Statement after the date 
of this Disclosure Statement does not imply that there has not been a change in the information set forth herein since 
that date.  While the Debtors have used their reasonable business judgment to ensure the accuracy of all of the 
information provided in this Disclosure Statement and in the Plan, the Debtors nonetheless cannot, and do not, 
confirm the current accuracy of all statements appearing in this Disclosure Statement.  Further, although the Debtors 
may subsequently update the information in this Disclosure Statement, the Debtors have no affirmative duty to do 
so, except as otherwise noted herein, or unless ordered to do so by the Bankruptcy Court.   

(x) No representations outside this Disclosure Statement are authorized. 

No representations concerning or relating to the Debtors, these Chapter 11 Cases, or the Plan are authorized 
by the Bankruptcy Court or the Bankruptcy Code, other than as set forth in this Disclosure Statement.  Any 
representations or inducements made to secure your acceptance or rejection of the Plan that are other than as 
contained in, or included with, this Disclosure Statement, should not be relied upon by you in arriving at your 
decision.  You should promptly report unauthorized representations or inducements to the counsel to the Debtors, 
the United States Trustee for the Eastern District of New York, and counsel to the Committee. 

(xi) Liquidation under Chapter 7 of the Bankruptcy Code. 

If no plan can be confirmed, the Debtors’ Chapter 11 Cases may be converted to cases under chapter 7 of 
the Bankruptcy Code, pursuant to which a trustee would be elected or appointed to liquidate the assets of the 
Debtors for distribution in accordance with the priorities established by the Bankruptcy Code.  A discussion of the 
effects that a chapter 7 liquidation would have on the recoveries of Holders of Claims or Interests and the Debtors’ 
liquidation analysis is set forth in Article XII.B herein, “Statutory Requirements for Confirmation of the Plan” and 
the Liquidation Analysis attached hereto as Exhibit C. 

XI. RELEASE, INJUNCTIVE AND RELATED PROVISIONS 

A. Discharge of Claims and Termination of Interests; Compromise and Settlement of Claims, 
Interests, and Controversies   

Pursuant to section 1141(d) of the Bankruptcy Code, and except as otherwise specifically provided in the 
Plan or in any contract, instrument, or other agreement or document created pursuant to the Plan, the distributions, 
rights, and treatment that are provided in the Plan shall be in complete satisfaction, discharge, and release, effective 
as of the Effective Date, of all debt (as such term is defined in section 101 of the Bankruptcy Code) that arose before 
the Confirmation Date, any debts of any kind specified in sections 502(g), 502(h), or 502(i) of the Bankruptcy Code, 
and the rights and Interests of any Holders of Interests whether or not:  (1) a Proof of Claim based on such debt or 
Interest is Filed; (2) a Claim or Interest based upon such debt is Allowed pursuant to section 502 of the Bankruptcy 
Code; or (3) the Holder of such a Claim or Interest has accepted the Plan.  The Confirmation Order shall be a 
judicial determination of the discharge of all Claims and equity Interests subject to the Effective Date occurring, 
except as provided for under section 1141(d)(6) of the Bankruptcy Code. 

Pursuant to Bankruptcy Rule 9019 and in consideration for the distributions and other benefits provided 
pursuant to the Plan, the provisions of the Plan shall constitute a good faith compromise of all Claims, Interests, and 
controversies relating to the contractual, legal, and subordination rights that a Holder of a Claim or Interest may 
have with respect to any Allowed Claim or Interest, or any distribution to be made on account of such Allowed 
Claim or Interest.  The entry of the Confirmation Order shall constitute the Bankruptcy Court’s approval of the 
compromise or settlement of all such Claims, Interests, and controversies, as well as a finding by the Bankruptcy 
Court that such compromise or settlement is in the best interests of the Debtors, their Estates, and Holders of Claims 
and Interests and is fair, equitable, and reasonable.  In accordance with the provisions of the Plan, pursuant to 
Bankruptcy Rule 9019, without any further notice to or action, order, or approval of the Bankruptcy Court, after the 
Effective Date, the Reorganized Debtors may compromise and settle Claims against the Debtors and their Estates 
and Causes of Action against other Entities.   
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B. Subordinated Claims 

The allowance, classification, and treatment of all Allowed Claims and Interests and the respective 
distributions and treatments under the Plan take into account and conform to the relative priority and rights of the 
Claims and Interests in each Class in connection with any contractual, legal, and equitable subordination rights 
relating thereto, whether arising under general principles of equitable subordination, section 510(b) of the 
Bankruptcy Code, or otherwise.  Except with respect to the First Lien Claims, pursuant to section 510 of the 
Bankruptcy Code, the Debtors or the Reorganized Debtors, as applicable, reserve the right to re-classify any 
Allowed Claim or Interest in accordance with any contractual, legal, or equitable subordination relating thereto.  
Notwithstanding anything in the Plan to the contrary, and as provided in Article III of the Plan, no Holder of a 
Section 510(b) Claim shall receive any distribution on account of such Section 510(b) Claim, and all Section 510(b) 
Claims shall be extinguished. 

C. Debtor Release 

Notwithstanding anything contained in the Plan to the contrary, on the Confirmation Date and 
effective as of the Effective Date, for the good and valuable consideration provided by each of the Releasees, 
the adequacy of which is hereby confirmed, each of the Debtors, the Reorganized Debtors, and the Debtors’ 
Estates conclusively, absolutely, unconditionally, irrevocably, and forever discharge and release and shall be 
deemed to have provided a full discharge and release to each Releasee (and each such Releasee so released 
shall be deemed fully released and discharged by the Debtors, the Reorganized Debtors, and the Debtors’ 
Estates) and their respective property from any and all Claims, obligations, debts, rights, suits, damages, 
Causes of Action, remedies, and liabilities whatsoever, including any derivative Claims asserted or which 
could be asserted on behalf of the Debtors and/or the Reorganized Debtors, whether known or unknown, 
foreseen or unforeseen, existing or arising, in law, equity, or otherwise, that the Debtors, the Reorganized 
Debtors, their Estates, or their Affiliates would have been legally entitled to assert in their own right (whether 
individually or collectively) or on behalf of the Holder of any Claim or Interest or other Entity, based on or 
relating to, or in any manner arising from, in whole or in part, the Debtors, the Reorganized Debtors, the 
Restructuring Transactions, these Chapter 11 Cases, the purchase, sale, or rescission of the purchase or sale 
of any security of the Debtors or the Reorganized Debtors, the subject matter of, or the transactions or events 
giving rise to, any Claim or Interest that is treated in the Plan, the business or contractual arrangements 
between any Debtor and any Releasee, the restructuring of Claims and Interests prior to or in these Chapter 
11 Cases, the negotiation, formulation, or preparation of the Restructuring Support Agreement, the RSA 
Term Sheets, the Plan, the Disclosure Statement, the Plan Supplement, or related agreements, instruments, or 
other documents; provided, that the foregoing “Debtor Release” shall not operate to waive or release any 
Claims, obligations, debts, rights, suits, damages remedies, Causes of Action, and liabilities of any Debtor:  
(1) arising under the Exit Revolver Facility Documents or any other agreements entered into pursuant to the 
Plan, or (2) expressly set forth in and preserved by the Plan, the Plan Supplement, or related documents.   

Entry of the Confirmation Order shall constitute the Bankruptcy Court’s approval, pursuant to 
Bankruptcy Rule 9019, of the Debtor Release, which includes by reference each of the related provisions and 
definitions contained in the Plan, and further, shall constitute the Bankruptcy Court’s finding that the Debtor 
Release is: (1) in exchange for the good and valuable consideration provided by the Releasees; (2) a good faith 
settlement and compromise of the Claims released by the Debtor Release; (3) in the best interests of the 
Debtors, their Estates, and all Holders of Claims and Interests; (4) fair, equitable, and reasonable; (5) given 
and made after due notice and opportunity for hearing; and (6) a bar to any of the Debtors, the Reorganized 
Debtors, or the Debtors’ Estates asserting any Claim or Cause of Action released pursuant to the Debtor 
Release. 

D. Third-Party Release 

Notwithstanding anything contained in the Plan to the contrary, on the Confirmation Date and 
effective as of the Effective Date, each Releasing Party shall, to the maximum extent permitted by applicable 
law, conclusively, absolutely, unconditionally, irrevocably, and forever discharge and release (and each Entity 
so discharged and released shall be deemed discharged and released by the Releasing Parties) the Releasees 
and their respective property from any and all Claims, interests, obligations, debts, rights, suits, damages, 
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causes of action, remedies, and liabilities whatsoever, including any derivative Claims asserted or which could 
be asserted on behalf of a Debtor, whether known or unknown, foreseen or unforeseen, existing or arising, in 
law, equity or otherwise, that such Entity would have been legally entitled to assert (whether individually or 
collectively), based on or relating to, or in any manner arising from, in whole or in part, the Debtors, the 
Reorganized Debtors, the Restructuring Transactions, these Chapter 11 Cases, the purchase, sale, or 
rescission of the purchase or sale of any security of the Debtors or the Reorganized Debtors, the subject 
matter of, or the transactions or events giving rise to, any Claim or Interest that is treated in the Plan, the 
business or contractual arrangements between any Debtor and any Releasee, the restructuring of Claims and 
Interests prior to or in these Chapter 11 Cases, the negotiation, formulation, or preparation of the 
Restructuring Support Agreement, the RSA Term Sheets, the Plan, the Disclosure Statement, the Plan 
Supplement, or related agreements, instruments, or other documents; provided, that the foregoing “Third-
Party Release” shall not operate to waive or Release any Claims, obligations, debts, rights, suits, damages, 
remedies, causes of action, and liabilities of any Releasing Party:  (1) against a Releasee arising under the Exit 
Revolver Facility Agreement or any other agreements entered into pursuant to the Plan; (2) expressly set 
forth in and preserved by the Plan, the Plan Supplement, or related documents; (3) with respect to 
Professionals’ final fee applications or Accrued Professional Compensation Claims in these Chapter 11 
Cases; or (4) solely arising out of or relating to acts or omissions occurring after the Confirmation Date; 
provided further, that any Holder of a Claim that is entitled to vote on the Plan and elects to opt out of the 
Third-Party Release shall not receive the benefit of or be deemed to have granted the Third-Party Release. 

Entry of the Confirmation Order shall constitute the Bankruptcy Court’s approval, pursuant to 
Bankruptcy Rule 9019, of the Third-Party Release, which includes by reference each of the related provisions 
and definitions contained in the Plan, and, further, shall constitute the Bankruptcy Court’s finding that the 
Third-Party Release is: (1) in exchange for the good and valuable consideration provided by the Releasees; 
(2) a good faith settlement and compromise of the claims released by the Third-Party Release; (3) in the best 
interests of the Debtors and all Holders of Claims and Interests; (4) fair, equitable and reasonable; (5) given 
and made after due notice and opportunity for hearing; and (6) a bar to any of the Releasing Parties asserting 
any claim or cause of action released pursuant to the Third-Party Release. 

E. Exculpation 

Notwithstanding anything contained in the Plan to the contrary, the Exculpated Parties shall neither have, 
nor incur any liability to any Entity for any prepetition or postpetition act taken or omitted to be taken in connection 
with, or related to formulating, negotiating, soliciting, preparing, disseminating, confirming, or implementing the 
Plan, or consummating the Plan, the transactions contemplated by Restructuring Support Agreement, the RSA Term 
Sheets, the Disclosure Statement, the New Corporate Governance Documents, the Restructuring Transactions, the 
issuance, distribution, and/or sale of any shares of the New Equity or any other security offered, issued, or 
distributed in connection with the Plan, these Chapter 11 Cases or any contract, instrument, release or other 
agreement, or document created or entered into in connection with the Plan or any other prepetition or postpetition 
act taken or omitted to be taken in connection with or in contemplation of the restructuring of the Debtors; provided, 
that each Exculpated Party shall be entitled to rely upon the advice of counsel concerning his, her or its duties 
pursuant to, or in connection with, the Plan or any other related document, instrument, or agreement; provided, 
further, that the foregoing “Exculpation” shall have no effect on the liability of any Entity that results from any such 
act or omission that is determined in a Final Order to have constituted gross negligence or willful misconduct; 
provided, further, that the foregoing “Exculpation” shall have no effect on the liability of any Entity for acts or 
omissions occurring after the Effective Date.   

F. Injunction 

Except as otherwise provided in the Plan or the Confirmation Order, all Entities who have held, hold 
or may hold Claims, Interests, causes of action, or liabilities that: (1) are subject to compromise and 
settlement pursuant to the terms of the Plan; (2) have been released pursuant to Article IX.C of the Plan; 
(3) have been released pursuant to Article IX.D of the Plan; (4) are subject to Exculpation pursuant to Article 
IX.E of the Plan (but only to the extent of the Exculpation provided in Article IX.E of the Plan); or (5) are 
otherwise stayed or terminated pursuant to the terms of the Plan, are permanently enjoined and precluded, 
from and after the Effective Date, from commencing or continuing in any manner any action or other 
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proceeding, including on account of any Claims, Interests, causes of action, or liabilities that have been 
compromised or settled against the Debtors, the Reorganized Debtors, or any Entity so released or exculpated 
(or the property or estate of any Entity, directly or indirectly, so released or exculpated) on account of or in 
connection with or with respect to any released, settled, compromised, or exculpated Claims, Interests, causes 
of action, or liabilities. 

G. Setoffs 

Except as otherwise provided in the Plan and subject to applicable law, the Debtors may, pursuant to the 
Bankruptcy Code (including section 553 of the Bankruptcy Code), applicable non-bankruptcy law, or as may be 
agreed to by the Holder of a Claim or Interest, set off against any Allowed Claim or Interest (which setoff shall be 
made against the Allowed Claim or Interest, not against any distributions to be made under the Plan with respect to 
such Allowed Claim or Interest), any Claims, rights, and Causes of Action of any nature that such Debtor may hold 
against the Holder of such Allowed Claim or Interest, to the extent such Claims, rights, or Causes of Action against 
such Holder have not been otherwise compromised or settled on or prior to the Effective Date (whether pursuant to 
the Plan or otherwise), and any distribution to which a Holder is entitled under the Plan shall be made on account of 
the Claim or Interest, as reduced after application of the setoff described above.  In no event shall any Holder of 
Claims or Interests be entitled to setoff any Claim or Interest against any Claim, right, or Cause of Action of the 
Debtors unless such Holder obtains entry of a Final Order entered by the Bankruptcy Court authorizing such setoff 
or unless such setoff is otherwise agreed to in writing by the Debtors and a Holder of a Claim or Interest; provided, 
that, where there is no written agreement between the Debtors and a holder of a claim authorizing such setoff, 
nothing in the Plan shall prejudice or be deemed to have prejudiced the Debtors’ rights to assert that any Holder’s 
setoff rights were required to have been asserted by motion to the Bankruptcy Court prior to the Effective Date.   

H. Special Provision Governing Accrued Professional Compensation Claims and Final Fee 
Applications 

For the avoidance of doubt, the foregoing Debtor Release and Third-Party Release shall not waive, affect, 
limit, restrict, or otherwise modify the right of any party in interest to object to any Accrued Professional 
Compensation Claim or final fee application Filed by any Professional in these Chapter 11 Cases. 

XII. SOLICITATION AND VOTING PROCEDURES 

This Disclosure Statement, accompanied by a Ballot or Ballots to be used for voting on the Plan, is being 
distributed to the Holders of Claims in Class 3.  The procedures and instructions for voting and related deadlines are 
set forth in the exhibits annexed to the Disclosure Statement Order, which is attached hereto as Exhibit C.  

XIII. CONFIRMATION OF THE PLAN 

A. Requirements for Confirmation of the Plan 

Among the requirements for the Confirmation of the Plan are that the Plan (1) is accepted by all impaired 
Classes of Claims, or if rejected by an Impaired Class, that the Plan “does not discriminate unfairly” and is “fair and 
equitable” as to such Class; (2) is feasible; and (3) is in the “best interests” of Holders of Claims. 

At the Confirmation Hearing, the Bankruptcy Court will determine whether the Plan satisfies the 
requirements of section 1129 of the Bankruptcy Code.  The Debtors believe that:  (1) the Plan satisfies or will satisfy 
all of the necessary statutory requirements of chapter 11; (2) the Debtors have complied or will have complied with 
all of the necessary requirements of chapter 11; and (3) the Plan has been proposed in good faith.   

B. Best Interests of Creditors/Liquidation Analysis 

Often called the “best interests” test, section 1129(a)(7) of the Bankruptcy Code requires that a bankruptcy 
court find, as a condition to confirmation, that a chapter 11 plan provides, with respect to each class, that each holder 
of a claim or an equity interest in such class either (a) has accepted the plan or (b) will receive or retain under the 
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plan property of a value that is not less than the amount that such holder would receive or retain if the debtor 
liquidated under chapter 7.   

The Debtors and their advisors have prepared the liquidation analysis attached hereto as Exhibit G to 
demonstrate that the Plan satisfied section 1129(a)(7) of the Bankruptcy Code.  

C. Feasibility 

Section 1129(a)(11) of the Bankruptcy Code requires that confirmation of the plan of reorganization is not 
likely to be followed by the liquidation, or the need for further financial reorganization of the debtors, or any 
successor to the debtors (unless such liquidation or reorganization is proposed in the plan of reorganization). 

To determine whether the Plan meets this feasibility requirement, the Debtors have analyzed their ability to 
meet their respective obligations under the Plan.  As part of this analysis, the Debtors have prepared financial 
projections, as set forth on Exhibit D. 

D. Acceptance by Impaired Classes 

The Bankruptcy Code requires, as a condition to confirmation, that, except as described in the following 
section, each class of claims or equity interests that is impaired under a plan, accept the plan.  A class that is not 
“impaired” under a plan is deemed to have accepted the plan and, therefore, solicitation of acceptances with respect 
to such class is not required.23   

Section 1126(c) of the Bankruptcy Code defines acceptance of a plan by a class of impaired claims as 
acceptance by holders of at least two-thirds in dollar amount and more than one-half in number of allowed claims in 
that class, counting only those claims that actually voted to accept or to reject the plan.  Thus, a class of claims will 
have voted to accept the plan only if two-thirds in amount and a majority in number actually voting cast their ballots 
in favor of acceptance.   

E. Confirmation Without Acceptance by All Impaired Classes 

Section 1129(b) of the Bankruptcy Code allows a bankruptcy court to confirm a plan even if all impaired 
classes have not accepted it, provided that the plan has been accepted by at least one impaired class.  Pursuant to 
section 1129(b) of the Bankruptcy Code, notwithstanding an impaired class’s rejection or deemed rejection of the 
plan, such plan will be confirmed, at the plan proponent’s request, in a procedure commonly known as “cramdown,” 
so long as the plan does not “discriminate unfairly” and is “fair and equitable” with respect to each class of claims or 
equity interests that is impaired under, and has not accepted, the plan. 

If any Impaired Class rejects the Plan, the Debtors reserve the right to seek to confirm the Plan utilizing the 
“cramdown” provision of section 1129(b) of the Bankruptcy Code.  To the extent that any Impaired Class rejects the 
Plan or is deemed to have rejected the Plan, the Debtors will request confirmation of the Plan, as it may be modified 
from time to time, under section 1129(b) of the Bankruptcy Code.  The Debtors reserve the right to alter, amend, 
modify, revoke or withdraw the Plan or any Plan Supplement document, including to amend or modify it to satisfy 
the requirements of section 1129(b) of the Bankruptcy Code. 

(i) No Unfair Discrimination 

This test applies to classes of claims or interests that are of equal priority and are receiving different 
treatment under the Plan.  The test does not require that the treatment be the same or equivalent, but that such 

                                                           
23  A class is “impaired” unless the plan:  (a) leaves unaltered the legal, equitable and contractual rights to which the claim or 

the equity interest entitles the holder of such claim or equity interest; or (b) cures any default, reinstates the original terms of 
such obligation, compensates the holder for certain damages or losses, as applicable, and does not otherwise alter the legal, 
equitable or contractual rights to which such claim or equity interest entitles the holder of such claim or equity interest. 
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treatment be “fair.”  In general, bankruptcy courts consider whether a plan discriminates unfairly in its treatment of 
classes of claims of equal rank (e.g., classes of the same legal character).  Bankruptcy courts will take into account a 
number of factors in determining whether a plan discriminates unfairly, and, accordingly, a plan could treat two 
classes of unsecured creditors differently without unfairly discriminating against either class.   

(ii) Fair and Equitable Test 

This test applies to classes of different priority and status (e.g., secured versus unsecured) and includes the 
general requirement that no class of claims receive more than 100% of the amount of the allowed claims in such 
class.  As to the dissenting class, the test sets different standards depending upon the type of claims or equity 
interests in such class. 

The Debtors submit that if the Debtors “cramdown” the Plan pursuant to section 1129(b) of the Bankruptcy 
Code, the Plan is structured such that it does not “discriminate unfairly” and satisfies the “fair and equitable” 
requirement.  With respect to the unfair discrimination requirement, all Classes under the Plan are provided 
treatment that is substantially equivalent to the treatment that is provided to other Classes that have equal rank.  The 
Debtors believe that the Plan and the treatment of all Classes of Claims and Interests under the Plan satisfy the 
foregoing requirements for nonconsensual confirmation of the Plan. 

F. Valuation of the Debtors  

In conjunction with formulating the Plan and satisfying its obligations under section 1129 of the 
Bankruptcy Code, the Debtors determined that it was necessary to estimate the post-confirmation going concern 
value of the Debtors.  This analysis (the “Valuation Analysis”) is attached hereto as Exhibit E-1.   

XIV. CERTAIN SECURITIES LAW MATTERS 

A. Plan Securities 

The Plan provides that, on the Effective Date, certain Holders of Allowed Claims will receive New Equity 
of the Reorganized Debtors.  On or prior to the Effective Date, the Reorganized Debtors will reserve for issuance the 
New Equity required to be issued pursuant to the Plan. 

B. Issuance and Resale of New Equity of the Reorganized Debtors under the Plan 

(i) Offer and Sale of New Equity: Bankruptcy Code Exemption 

Pursuant to the Plan, certain Holders of Allowed Claims will receive shares of New Equity.  
Section 1145(a)(1) of the Bankruptcy Code exempts the offer or sale of securities under a plan of reorganization 
from registration under Section 5 of the Securities Act and state laws if three principal requirements are satisfied: 
(a) the securities must be issued “under a plan” of reorganization by the debtor or its successor under a plan or by an 
affiliate participating in a joint plan of reorganization with the debtor; (b) the recipients of the securities must hold a 
claim against, an interest in, or a claim for administrative expenses in the case concerning the debtor or such 
affiliate; and (c) the securities must be issued in exchange for the recipient’s claim against or interest in the debtor, 
or such affiliate, or “principally” in such exchange and “partly” for cash or property.  In reliance upon this 
exemption, the Debtors believe that the offer and sale, under the Plan, of the New Equity to certain Holders of 
Allowed Claims will be exempt from registration under the Securities Act and state securities laws with respect to 
any Holder of Allowed Claims who is not deemed to be an “underwriter” as defined in Section 1145(b) of the 
Bankruptcy Code. 

In addition, the Debtors will seek to obtain, as part of the Confirmation Order, a provision confirming such 
exemption.  Accordingly, subject to compliance with the New Corporate Governance Documents, New Equity 
generally may be resold (a) without registration under the Securities Act or other federal securities laws pursuant to 
an exemption provided by Section 4(1) of the Securities Act, unless the holder is an “underwriter” with respect to 
such securities, as that term is defined under the Bankruptcy Code and (b) without registration under state securities 
or “blue sky” laws pursuant to various exemptions provided by the respective laws of the several states.  However, 
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recipients of securities issued under the Plan are advised to consult with their own legal advisors as to the 
availability of any such exemption from registration under state law in any given instance and as to any applicable 
requirement or conditions to such availability. 

(ii) Subsequent Transfers of New Equity 

Section 1145(b) of the Bankruptcy Code defines the term “underwriter” for purposes of the Securities Act 
as one who, except with respect to “ordinary trading transactions” of an entity that is not an “issuer,” (a) purchases a 
claim against, interest in, or claim for an administrative expense in the case concerning the debtor, if such purchase 
is with a view to distributing any security received in exchange for such a claim or interest; (b) offers to sell 
securities offered or sold under a plan for the holders of such securities; (c) offers to buy securities offered or sold 
under the plan from the holders of such securities, if the offer to buy is: (i) with a view to distribution of such 
securities and (ii) under an agreement made in connection with the plan, with the consummation of the plan, or with 
the offer or sale of securities under the plan; or (d) is an “issuer” with respect to the securities, as the term “issuer” is 
defined in Section 2(a)(11) of the Securities Act. 

The term “issuer” is defined in Section 2(a)(4) of the Securities Act; however, the reference contained in 
Section 1145(b)(1)(D) of the Bankruptcy Code to Section 2(11) of the Securities Act purports to include as statutory 
underwriters all persons who, directly or indirectly, through one or more intermediaries, control, are controlled by,  
or are under common control with, an issuer of securities. “Control” (as such term is defined in Rule 405 of 
Regulation C under the Securities Act) means the possession, direct or indirect, of the power to direct or cause the 
direction of the policies of a person, whether through the ownership of voting securities, by contract, or otherwise. 
Accordingly, an officer or director of a reorganized debtor (or its successor) under a plan of reorganization may be 
deemed to be a “control person,” particularly if such management position is coupled with the ownership of a 
significant percentage of the debtor’s (or successor’s) voting securities.  Ownership of a significant amount of voting 
securities of a reorganized debtor could also result in a person being considered to be a “control person.” 

To the extent that persons deemed to be “underwriters” receive New Equity pursuant to the Plan, resales by 
such persons would not be exempted by Section 1145 of the Bankruptcy Code from registration under the Securities 
Act or other applicable law.  Such persons would not be permitted to resell such New Equity, unless sale of New 
Equity was registered under the Securities Act or made pursuant to an exemption from such registration 
requirements.  Entities deemed to be statutory underwriters for purposes of Section 1145 of the Bankruptcy Code, at 
a future time and under certain conditions may be able to sell securities without registration pursuant to the resale 
provisions of Rule 144 under the Securities Act or another available exemption under the Securities Act. 

Whether or not any particular person would be deemed to be an “underwriter” with respect to the New 
Equity to be issued pursuant to the Plan, or an “affiliate” of the issuer, would depend upon various facts and 
circumstances applicable to that person.  Accordingly, we express no view as to whether any such person would be 
such an “underwriter” or “affiliate.”  

PERSONS WHO RECEIVE NEW EQUITY UNDER THE PLAN ARE URGED TO CONSULT 
THEIR OWN LEGAL ADVISOR WITH RESPECT TO THE RESTRICTIONS APPLICABLE UNDER 
THE SECURITIES LAWS AND THE CIRCUMSTANCES UNDER WHICH SECURITIES MAY BE SOLD 
IN RELIANCE ON SUCH LAWS. THE FOREGOING SUMMARY IS GENERAL IN NATURE AND HAS 
BEEN INCLUDED IN THIS DISCLOSURE STATEMENT SOLELY FOR INFORMATIONAL 
PURPOSES. WE MAKE NO REPRESENTATIONS CONCERNING, AND DO NOT PROVIDE, ANY 
OPINIONS OR ADVICE WITH RESPECT TO THE NEW EQUITY OR THE BANKRUPTCY MATTERS 
DESCRIBED IN THIS DISCLOSURE STATEMENT. IN LIGHT OF THE UNCERTAINTY 
CONCERNING THE AVAILABILITY OF EXEMPTIONS FROM THE RELEVANT PROVISIONS OF 
FEDERAL AND STATE SECURITIES LAWS, WE ENCOURAGE EACH PARTY IN INTEREST TO 
CONSIDER CAREFULLY AND CONSULT WITH ITS OWN LEGAL ADVISORS WITH RESPECT TO 
ALL SUCH MATTERS. BECAUSE OF THE COMPLEX, SUBJECTIVE NATURE OF THE QUESTION 
OF WHETHER A PARTICULAR HOLDER MAY BE AN UNDERWRITER, WE MAKE NO 
REPRESENTATION CONCERNING THE ABILITY OF A PERSON TO DISPOSE OF THE NEW 
EQUITY. 
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(iii) No Registration or Listing of New Equity 

The issuer of the New Equity of the Reorganized Debtors will not be required to file periodic reports under 
the Securities Exchange Act and will not seek to list the New Equity of the Reorganized Debtors for trading on a 
national securities exchange.  Consequently, there will not be “current public information” (as such term is defined 
in Rule 144) regarding the issuer of the New Equity of the Reorganized Debtors. 

XV. CERTAIN UNITED STATES FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN 

A. Introduction 

This section remains subject to further review and may result in changes to the disclosures herein.  The 
following discussion is a summary of certain U.S. federal income tax consequences of the consummation of the Plan 
to the Debtors, the Reorganized Debtors and to certain Holders of Claims.  The following summary does not address 
the U.S. federal income tax consequences to Holders of Claims or Interests not entitled to vote to accept or reject the 
Plan.  This summary is based on the Internal Revenue Code of 1986, as amended (the “IRC”), the U.S. Treasury 
Regulations promulgated thereunder, judicial authorities, published administrative positions of the U.S. Internal 
Revenue Service (the “IRS”) and other applicable authorities, all as in effect on the date of this Disclosure Statement 
and all of which are subject to change or differing interpretations, possibly with retroactive effect.  Due to the lack 
of definitive judicial and administrative authority in a number of areas, substantial uncertainty may exist with 
respect to some of the tax consequences described below.  No opinion of counsel has been obtained and the Debtors 
do not intend to seek a ruling from the IRS as to any of the tax consequences of the Plan discussed below.  The 
discussion below is not binding upon the IRS or the courts.  No assurance can be given that the IRS would not 
assert, or that a court would not sustain, a different position than any position discussed herein. This summary does 
not apply to Holders of Claims that are not “U.S. persons” (as such phrase is defined in the IRC).  This discussion 
does not purport to address all aspects of U.S. federal income taxation that may be relevant to the Debtors or to 
certain Holders in light of their individual circumstances.  This discussion does not address tax issues with respect to 
such Holders subject to special treatment under the U.S. federal income tax laws (including, for example, banks, 
governmental authorities or agencies, pass-through entities, subchapter S corporations, dealers and traders in 
securities, insurance companies, financial institutions, tax-exempt organizations, small business investment 
companies, foreign taxpayers, Persons who are related to the Debtors within the meaning of the IRC, persons using a 
mark-to-market method of accounting, Holders of Claims who are themselves in bankruptcy, and regulated 
investment companies and those holding, or who will hold, Claims, the New Debt Rollover Facility, the New Debt 
Alternative Facility or New Equity, as part of a hedge, straddle, conversion or other integrated transaction).  No 
aspect of state, local, estate, gift, or non-U.S. taxation is addressed.  Furthermore, this summary assumes that a 
Holder of a Claim holds only Claims in a single Class and holds a Claim as a “capital asset” (within the meaning of 
Section 1221 of the Tax Code).  This summary also assumes that the various debt and other arrangements to which 
the Debtors are a party will be respected for U.S. federal income tax purposes in accordance with their form. 

ACCORDINGLY, THE FOLLOWING SUMMARY OF CERTAIN U.S. FEDERAL INCOME TAX 
CONSEQUENCES IS FOR INFORMATIONAL PURPOSES ONLY AND IS NOT A SUBSTITUTE FOR 
CAREFUL TAX PLANNING AND ADVICE BASED UPON THE INDIVIDUAL CIRCUMSTANCES 
PERTAINING TO A HOLDER OF A CLAIM.  ALL HOLDERS OF CLAIMS ARE URGED TO CONSULT 
THEIR OWN TAX ADVISORS FOR THE FEDERAL, STATE, LOCAL AND NON-U.S. TAX 
CONSEQUENCES OF THE PLAN. 

INTERNAL REVENUE SERVICE CIRCULAR 230 DISCLOSURE:  TO ENSURE COMPLIANCE 
WITH REQUIREMENTS IMPOSED BY THE IRS, ANY TAX ADVICE CONTAINED IN THIS DISCLOSURE 
STATEMENT (INCLUDING ANY ATTACHMENTS) IS NOT INTENDED OR WRITTEN TO BE USED, AND 
CANNOT BE USED, BY ANY TAXPAYER FOR THE PURPOSE OF AVOIDING TAX RELATED 
PENALTIES UNDER THE IRC.  TAX ADVICE CONTAINED IN THIS DISCLOSURE STATEMENT 
(INCLUDING ANY ATTACHMENTS) IS WRITTEN IN CONNECTION WITH THE PROMOTION OR 
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE DISCLOSURE 
STATEMENT.  EACH TAXPAYER SHOULD SEEK ADVICE BASED ON THE TAXPAYER’S PARTICULAR 
CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. 
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B. Certain U.S. Federal Income Tax Consequences of the Plan to the Debtors and the Reorganized 
Debtors 

The U.S. federal income tax consequences of the implementation of the Plan to the Debtors will depend on, 
among other things, whether the Restructuring Transactions are structured as a taxable sale of the Debtors’ assets 
and/or stock (such a structure, a “Taxable Transaction”).  The Debtors have not yet determined whether or not they 
intend to structure the Restructuring Transactions as a Taxable Transaction, whether in whole or part.   

If the transaction undertaken pursuant to the Plan is structured as a Taxable Transaction with respect to the 
assets of any Debtor, the Debtors would recognize taxable gain or loss upon the transfer in an amount equal to the 
difference between the fair market value of the assets treated as sold in the Taxable Transaction and the applicable 
Debtor’s tax basis in such assets.  It is possible the Debtors will recognize a substantial amount of taxable income or 
gain in connection with a Taxable Transaction and may not have sufficient NOLs or other tax attributes to apply to 
fully offset the amount of gain recognized, in which case the Debtors will be required to pay income taxes (federal 
and state) with respect to the net amount of taxable income (and the Debtors’ ability to apply NOLs to reduce any 
such taxable income is also subject to the discussion of the Alternative Minimum Tax, below). 

If a Reorganized Debtor purchases assets or stock of any Debtor pursuant to a Taxable Transaction, it will 
take a fair market value basis in the transferred assets or stock.  However, if a Taxable Transaction involves a 
purchase of stock of an entity treated as a corporation for income tax purposes, the Debtor whose stock is transferred 
would retain its basis in its assets (unless the seller of such stock and the Reorganized Debtor of such stock make an 
election under IRC section 338(h)(10) to treat the transaction as a taxable sale of the underlying assets), subject to 
reduction due to COD Income, as described below.     

As of March 1, 2013, the Debtors estimated their current consolidated NOLs for U.S. federal income tax 
purposes to be approximately $735 million.  Certain of these losses may be subject to limitations on their ability to 
offset income or gains recognized by the Debtors, including pursuant to the “separate return limitation year” tax 
rules.  Additionally, the amount of NOL carryforwards currently available to the Debtors depends in part on the tax 
treatment of material transactions engaged in by the Debtors and their equity owners during the fiscal and tax year 
ending June 30, 2013, the treatment of which will not be finalized until the Debtors file their fiscal year 2013 
consolidated federal income tax return. 

As discussed further below, whether or not the Restructuring Transactions are effected (in whole or in part) 
as a Taxable Transaction, the Debtors expect that most, if not all, of Debtors’ NOLs and tax credits will be 
eliminated upon implementation of the Plan. 

(i) Cancellation of Debt and Reduction of Tax Attributes 

In general, absent an exception, a debtor will realize and recognize cancellation of debt income 
(“COD Income”) upon satisfaction of its outstanding indebtedness for total consideration less than the amount of 
such indebtedness.  The amount of COD Income, in general, is the excess of (a) the adjusted issue price of the 
indebtedness satisfied, over (b) the sum of (y) the amount of Cash paid and (z) the fair market value of any new 
consideration given in satisfaction of such indebtedness at the time of the exchange.   

A debtor will not, however, be required to include any amount of COD Income in gross income if the 
debtor is under the jurisdiction of a court in a case under chapter 11 of the Bankruptcy Code and the discharge of 
debt occurs pursuant to that proceeding.  Instead, as a consequence of such exclusion, a debtor must reduce its tax 
attributes by the amount of COD Income that it excluded from gross income pursuant to section 108 of the IRC.  In 
general, tax attributes will be reduced in the following order: (a) NOLs; (b) general business credit carryovers; 
(c) minimum tax credit carryovers; (d) capital loss carryovers; (e) tax basis in assets (but not below the amount of 
liabilities to which the debtor remains subject); (f) passive activity loss and credit carryovers; and (g) foreign tax 
credits.  A debtor with COD Income may elect first to reduce the basis of its depreciable assets pursuant to 
section 108(b)(5) of the IRC.  The reduction in tax attributes occurs only after the taxable income (or loss) for the 
year of the debt discharge has been determined.  Aggregate tax basis in assets (determined on a consolidated basis) 
is not required to be reduced below the total amount of the Reorganized Debtors’ indebtedness immediately after the 
cancellation of debt giving rise to COD Income (the “asset tax basis floor”). Any excess COD Income over the 
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amount of available tax attributes is not subject to U.S. federal income tax and has no other U.S. federal income tax 
impact. 

In connection with the Restructuring Transactions, the Debtors expect to realize significant COD Income.  
The amount of the tax attributes required to be reduced will depend on whether the transactions undertaken pursuant 
to the Plan are structured as a Taxable Transaction.  Generally, if the Plan is structured as a Taxable Transaction, the 
tax basis of any assets deemed to be purchased by the Reorganized Debtors will not be subject to reduction based on 
the amount of any COD Income recognized by the Debtors (instead, the attribute reduction described above, 
including reduction in the tax basis of assets, will apply solely to tax attributes retained by the Debtors).  The exact 
amount of any COD Income that will be realized by the Debtors will not be determinable until the consummation of 
the Plan.  Regardless of the implemented structure, the Debtors expect, however, that the amount of such COD 
Income will be sufficient to eliminate all of their remaining NOLs allocable to periods prior to the Effective Date.  
In addition, if the Plan is not structured as a Taxable Transaction, the Debtors expect that the tax basis in their assets 
will be fully reduced to the asset tax basis floor, which amount will depend on the total indebtedness of the 
Reorganized Debtors immediately following the Restructuring Transactions. 

(ii) Limitation of NOL Carryforwards and Other Tax Attributes 

After giving effect to the reduction in tax attributes pursuant to excluded COD Income described above, the 
Reorganized Debtors’ ability to use any remaining tax attributes post-emergence may be subject to certain 
limitations under the IRC.  Generally, if the Plan is not consummated as a Taxable Transaction, the Reorganized 
Debtors will succeed to the Debtors’ tax attributes (including NOLs and tax credits) and tax accounting methods 
(such as current depreciation and amortization schedules) after giving effect to any reduction pursuant to excluded 
COD Income.  If, however, the Plan is structured as a Taxable Transaction, the Reorganized Debtors would not 
generally succeed to any of the Debtors’ tax attributes, would generally take a fair market value tax basis in their 
assets, and would be required to use new depreciation and amortization schedules for such assets starting on the date 
of purchase, and the Reorganized Debtors would not generally be subject to the limitations described below. 

If the Plan is not consummated as a Taxable Transaction, following consummation of the Plan, the Debtors 
anticipate that their remaining NOLs (if any) may be subject to limitation under Section 382 of the IRC by reason of 
the transactions pursuant to the Plan. 

Under Section 382 of the IRC, if a corporation undergoes an “ownership change,” the amount of its NOLs 
and built-in losses (collectively, “Pre-Change Losses”) that may be utilized to offset future taxable income 
generally is subject to an annual limitation.  As discussed in greater detail herein, the Debtors anticipate that the 
issuance of the New Equity pursuant to the Plan will result in an “ownership change” of the Reorganized Debtors for 
these purposes, and that the Debtors’ use of their Pre-Change Losses will be subject to limitation unless an exception 
to the general rules of Section 382 of the IRC applies. 

(a) General Section 382 Annual Limitation 

This discussion refers to the limitation determined under Section 382 of the IRC in the case of an 
“ownership change” as the “Section 382 Limitation.”  In general, the annual Section 382 Limitation on the use of 
Pre-Change Losses in any “post-change year” is equal to the product of (a) the fair market value of the stock of the 
corporation immediately before the “ownership change” (with certain adjustments) multiplied by (b) the “long-term 
tax-exempt rate” (which is the highest of the adjusted Federal long-term rates in effect for any month in the 3-
calendar-month period ending with the calendar month in which the “ownership change” occurs, currently 
(approximately 3.5%).  The Section 382 Limitation may be increased to the extent that the Debtors recognize certain 
built-in gains in their assets during the five-year period following the ownership change, or are treated as 
recognizing built-in gains pursuant to the safe harbors provided in IRS Notice 2003-65.  Section 383 of the IRC 
applies a similar limitation to capital loss carryforwards and tax credits.  Any unused limitation may be carried 
forward, thereby increasing the annual limitation in the subsequent taxable year.  As discussed below, however, 
special rules may apply in the case of a corporation which experiences an ownership change as the result of a 
bankruptcy proceeding. 

The issuance under the Plan of the New Equity, along with the cancellation of existing CL Holdings 
Interests through the Plan, is expected to cause an ownership change with respect to the Debtors on the Effective 
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Date.  As a result, unless an exception applies, Section 382 of the IRC will apply to limit the Debtors’ use of any 
remaining Pre-Change Losses after the Effective Date.  This limitation is independent of, and in addition to, the 
reduction of tax attributes described in the preceding section resulting from the exclusion of COD Income. 

(b) Special Bankruptcy Exceptions 

An exception to the foregoing annual limitation rules generally applies when so-called “qualified creditors” 
of a debtor company in chapter 11 receive, in respect of their claims, at least 50% of the vote and value of the stock 
of the reorganized debtor (or a controlling corporation if also in chapter 11) pursuant to a confirmed chapter 11 plan 
(the “382(l)(5) Exception”).  Under the 382(l)(5) Exception, a debtor’s Pre-Change Losses are not limited on an 
annual basis but, instead, the debtor’s NOLs are required to be reduced by the amount of any interest deductions 
claimed during any taxable year ending during the three-year period preceding the taxable year that includes the 
effective date of the plan of reorganization, and during the part of the taxable year prior to and including the 
effective date of the plan of reorganization, in respect of all debt converted into stock in the reorganization.  If the 
382(l)(5) Exception applies and the debtor undergoes another ownership change within two years after 
consummation, then the debtor’s Pre-Change Losses effectively are eliminated in their entirety. 

Where the 382(l)(5) Exception is not applicable (either because the debtor does not qualify for it or the 
debtor otherwise elects not to utilize the 382(l)(5) Exception), a second special rule will generally apply (the 
“382(l)(6) Exception”).  When the 382(l)(6) Exception applies, a debtor corporation that undergoes an ownership 
change generally is permitted to determine the fair market value of its stock after taking into account the increase in 
value resulting from any surrender or cancellation of creditors’ claims in the bankruptcy.  This differs from the 
ordinary rule that requires the fair market value of a debtor corporation that undergoes an ownership change to be 
determined before the events giving rise to the change.  The 382(l)(6) Exception differs from the 382(l)(5) 
Exception in that the debtor corporation is not required to reduce its NOLs by interest deductions in the manner 
described above, and the debtor may undergo a change of ownership within two years without triggering the 
elimination of its Pre-Change Losses. 

(iii) Alternative Minimum Tax 

In general, an alternative minimum tax (“AMT”) is imposed on a corporation’s alternative minimum 
taxable income (“AMTI”) at a 20% rate to the extent such tax exceeds the corporation’s regular federal income tax 
for the year.  AMTI is generally equal to regular taxable income with certain adjustments.  For purposes of 
computing AMTI, certain tax deductions and other beneficial allowances are modified or eliminated.  For example, 
except for alternative tax NOLs generated in or deducted as carryforwards in taxable years ending in certain years, 
which can offset 100% of a corporation’s AMTI, only 90% of a corporation’s AMTI may be offset by available 
alternative tax NOL carryforwards.  Additionally, under Section 56(g)(4)(G) of the IRC, an ownership change (as 
discussed above) that occurs with respect to a corporation having a net unrealized built-in loss in its assets will 
cause, for AMT purposes, the adjusted basis of each asset of the corporation immediately after the ownership change 
to be equal to its proportionate share (determined on the basis of respective fair market values) of the fair market 
value of the assets of the corporation, as determined under Section 382(h) of the IRC, immediately before the 
ownership change, the effect of which may increase the amount of AMT owed by the Debtors or the Reorganized 
Debtors. 

(iv) CLAI Trust and CLI Trust 

As discussed herein, on the Effective Date the Debtors will establish the CLAI Trust and CLI Trust 
(the “Trusts”) and contribute the Trust Assets thereto.   Although the income tax treatment of the Trusts is uncertain, 
it is expected that the Trusts will be treated as “disputed ownership funds” within the meaning of Treasury 
Regulation section 1.468B-9.   As such, each of the Trusts will be treated as persons separate from the Reorganized 
Debtors for tax purposes and  subject to tax on their income, excluding amounts contributed by the Debtors to the 
Trusts to settle the Trust Asset Disputes (but including amounts paid by the Reorganized Debtors to the Trusts for 
the use of the Trust Assets, such as royalties). Taxes payable in connection with income and gain of the Trusts, 
including income arising on a sale or other transfers (or deemed transfer) of the Trust Assets, including to the 
Reorganized Debtors in certain instances, could be significant, and any such tax expense will reduce the value to 
holders of Claims having an interest in the Trust Assets. Except to the extent the Debtors are treated as claiming an 
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ownership interest in the Trust Assets for federal income tax purposes, the contribution of the Trust Assets by the 
Debtors to the Trusts will be treated as a taxable sale transaction in which the Debtors will recognized taxable gain 
(or loss) equal to the difference between the fair market value of the Trust Assets at the time of contribution and the 
Debtors’ federal income tax basis therein.  To the extent the Debtors continue to claim ownership of the Trust 
Assets, the contribution will be treated as a carryover basis transaction in which the Debtors do not recognize gain or 
loss.  The extent to which the Debtors will claim ownership in the Trust Assets depends in part on whether and how 
certain claims in the Trust Asset Dispute will be resolved prior to the Effective Date and thus is currently subject to 
substantial uncertainty.  Payments made by the Trusts to Holders of Allowed Claims will not be deductible by the 
Trusts, and will generally be treated as amounts received by such Holders in exchange for their claims (see XV.C., 
“Certain U.S. Federal Income Tax Consequences of the Plan to Holders of Allowed Claims,” below). 

C. Certain U.S. Federal Income Tax Consequences of the Plan to Holders of Allowed Claims  

 The expected federal income tax consequences of the Plan to the Holders of Allowed Claims entitled to 
vote depend on a number of considerations that cannot be known at this time, including without limitation the 
following: (1) the classification (for U.S. federal income tax purposes) of the primary obligor or borrower with 
respect to each Class of Allowed Claims, (2) whether or not the Restructuring Transactions are structured (in whole 
or part) as a Taxable Transaction, (3) whether the Reorganized Debtors enter into the New Debt Alternative Facility 
or the New Debt Rollover Facility, (4) if the Reorganized Debtors enter the New Debt Rollover Facility, (a) whether 
the New Debt Rollover Facility is treated as a “security” within the meaning of applicable tax rules and (b) whether 
or not the entity treated as the borrower of the New Debt Rollover Facility for tax purposes is the same entity and/or  
the successor (for tax purposes) to the entity treated as the borrower for tax purposes with respect to the First Lien 
Claims for which it is exchanged, (5) whether the issuer of the New Equity is treated as the same entity or successor 
entity (for tax purposes) as the borrower with respect to the First Lien Loan Claims for which it is exchanged, and 
(6) the classification and treatment of the CLAI Trust and the CLI Trust for U.S. federal income tax purposes.   

 The Debtors expect to take the position, and this discussion assumes, that each of the First Lien Credit 
Facility Claims, First Lien Notes Claims, First Lien Swap Claims, Second Lien Claims and Subordinated Notes 
Claims consist of claims with respect to debt for which solely CLAI is treated as the borrower or debtor for federal 
income tax purposes.  The Debtors expect to take the position, and this discussion assumes, that all Claims of a 
Holder with respect to the First Lien Credit Facility (e.g., Class 3, Class 4, Class 12, Class 13, Class 21, Class 22, 
Class 29 and Class 30 Claims of a Holder arising from an interest in the First Lien Credit Facility) are treated as 
arising from a single debt of CLAI for federal income tax purposes.  Likewise, all Claims of a Holder against the 
Debtors with respect to each of the First Lien Notes, the First Lien Swaps, the Second Lien Notes and the Senior 
Notes are treated, in each case, as arising from a single debt of CLAI for federal income tax purposes.  This 
discussion also assumes, as discussed above, that the CLAI Trust and the CLI Trust will be treated as “disputed 
ownership funds” for U.S. federal income tax purposes. 

(i) Consequences to Holders of Allowed First Lien Claims (Class 3, Class 4, Class 12, Class 13, 
Class 21, Class 22, Class 29 and Class 30) 

Pursuant to the Plan, each Holder of an allowed First Lien Secured Claim (A) against CL Holdings shall 
receive such Holder’s Pro Rata share of the First Lien Secured Claim Distribution allocable to CL Holdings. 
(B) against CL Holdco shall receive such Holder’s pro rata share of the First Lien Secured Claim Distribution 
allocable to CL Holdco; (C) against CLAI shall receive its Pro Rata share of (i) the First Lien Secured Claim 
Distribution allocable to CLAI and (ii) the Senior CLAI Recovery determined to be allocable to Holders of First 
Lien Secured Claims against CLAI; and (D) against CLI shall receive its Pro Rata share of (i) the First Lien Secured 
Claim Distribution allocable to CLI and (ii) the Senior CLI Recovery determined to be allocable to Holders of First 
Lien Secured Claims against CLI.  Thus, each such Holder primarily will receive a combination of New Equity, 
Cash and, if the Reorganized Debtors do not enter into the New Debt Alternative Facility, an interest in the New 
Debt Rollover Facility.  Pursuant to the Plan, each Holder of an allowed First Lien Deficiency Claim shall receive its 
Pro Rata Share of the Senior CLAI Recovery and the Senior CLI Recovery, and any amounts of the Junior CLAI 
Recovery and the Junior CLI Recovery that it receives pursuant to the turnover provisions or the Second Lien 
Intercreditor Agreement. 

Whether a Holder of an allowed First Lien Claim recognizes gain or loss as a result of the exchange of its 
claim for the New Debt Facility or New Equity or both depends, in part, on (x) if an interest in the New Debt 
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Rollover Facility is received, whether such interest constitutes a “significant modification” of the Holder’s current 
Claim under applicable tax principles and (y) whether the exchange qualifies as a tax-free recapitalization, which in 
turn depends on (1) whether the New Equity is treated as a direct equity interest (for U.S. federal income tax 
purposes) in CLAI (or CLAI’s successor for U.S. federal income tax purposes), (2) whether the New Rollover 
Facility is treated as a primary obligation of CLAI (or CLAI’s successor for U.S. federal income tax purposes) and 
(3) whether the debt underlying the allowed First Lien Claim surrendered and the New Debt Facility (with respect to 
receipt of the New Debt Facility) are treated as “securities” for the reorganization provisions of the IRC.   

(a) Treatment of Exchange as Significant Modification 

The exchange of existing First Lien Claims for an interest in the New Debt Rollover Facility (plus Cash 
and New Equity) is analyzed as if the exchange were simply a modification of the debt underlying the First Lien 
Claims.  Under general principles of U.S. federal income tax law, the modification of a debt instrument can give rise 
to a deemed exchange under section 1001 of the Code upon which gain or loss is realized if the modified debt 
instrument differs materially either in kind or in extent from the original debt instrument.  In this regard, governing 
Treasury regulations (the “Modification Regulations”) provide that, as a general rule, a deemed exchange occurs 
when, based on all the facts and circumstances and taking into account all changes in the terms of the debt 
instrument collectively (other than certain specified changes), the legal rights or obligations that are altered, and the 
degree to which they are altered, are economically significant (a “significant modification”).   

Under the Modification Regulations, a change in yield of a debt instrument (including the receipt of 
additional consideration) is a significant modification if the yield of the modified debt instrument varies from the 
yield on the unmodified instrument (determined as of the date of the modification) by more than the greater of (i) 25 
basis points or (ii) 5 percent of the annual yield on the unmodified instrument.  For this purpose, the yield of the 
modified debt instrument is the annual yield of a debt instrument with (i) an issue price equal to the adjusted issue 
price of the unmodified debt instrument on the date of the modification, increased by any accrued but unpaid 
interest, and decreased to reflect payments made to the holders as consideration for the modification and (ii) 
payments equal to the payments on the modified debt instrument from the date of the modification.  The 
Modification Regulations further provide that a change in the timing of payments due under a debt instrument is a 
significant modification if it results in the material deferral of scheduled payments, which depends on all the facts 
and circumstances.  The Modification Regulations provide in this respect a safe harbor under which a deferral of one 
or more scheduled payments within the safe harbor period, which is the lesser of 5 years or 50 percent of the original 
term of the instrument, is not a material deferral if the deferred payments are unconditionally payable no later than 
the end of the safe harbor period.  A change in the obligor of a debt instrument also generally results in a significant 
modification under the Modification Regulations.   Finally, the Modification Regulations provide that a modification 
of a debt instrument that results in a instrument or property right that is not debt for federal income tax purposes is a 
significant modification. 

The Debtors expect, and this discussion assumes, that the exchange of First Lien Claims for an interest in 
the New Debt Rollover Facility (plus Cash and New Equity) will be treated as a “significant modification” of debt 
underlying the First Lien Claims because it is likely that the New Debt Rollover Facility will have terms that cause it 
to fail one or more of the tests described above (e.g., significant change in yield, change in obligor, material deferral 
of scheduled payments).  However, it cannot be known with certainty whether each such exchange will constitute a 
significant modification until the terms of the New Debt Rollover Facility (if ultimately issued) are finalized. 

(b) Treatment of a Debt Instrument as a “Security” 

Whether a debt instrument constitutes a “security” for U.S. federal income tax purposes is determined 
based on all the relevant facts and circumstances, but most authorities have held that the length of the term of a debt 
instrument is an important factor in determining whether such instrument is a security for U.S. federal income tax 
purposes.  These authorities have indicated that a term of less than five years is evidence that the instrument is not a 
security, whereas a term of ten years or more is evidence that it is a security. There are numerous other factors that 
could be taken into account in determining whether a debt instrument is a security, including the security for 
payment, the creditworthiness of the obligor, the subordination or lack thereof to other creditors, the right to vote or 
otherwise participate in the management of the obligor, convertibility of the instrument into an equity interest of the 
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obligor, whether payments of interest are fixed, variable or contingent, and whether such payments are made on a 
current basis or accrued.   

The First Lien Credit Facility Agreement had an initial term of seven years for the unextended term loans 
and six years for the unextended revolver.  The incremental term loan issued under the First Lien Credit Facility had 
an initial term of more than six years.  In April 2012, a portion of the term loans and revolver debt under the First 
Lien Credit Facility had its maturity extended by three years (or to about five years and three months from the date 
of modification).  The term of the First Lien Notes is just over 8 years.  The Debtors expect to take the position that 
the Claims arising under the First Lien Credit Facility Agreement and the First Lien Notes against CLAI constitute 
“securities.”  The First Lien Swaps had a maximum initial term of approximately two years.  Additionally, 
obligations under swap agreements are normally classified as “notional principal contracts” under applicable tax 
law, rather than debt instruments.  Thus, the Debtors expect to take the position that the Claims with respect to the 
First Lien Swaps are not securities.  The New Debt Rollover Facility has a proposed term of six years.  Thus, the 
Debtors expect to take the position that the New Debt Rollover Facility is treated as a security. 

(c) Treatment of a Holder of an Allowed First Lien Claim if the Exchange of its Claim is not 
Treated as a Recapitalization 

If either (x) the Restructuring Transactions are effected as a Taxable Transaction, (y) a surrendered allowed 
First Lien Claim is not treated as a “security” for U.S. federal income tax purposes or (z) both the New Equity and 
(if issued) the New Debt Rollover Facility are treated as issued by an entity other than CLAI or CLAI’s successor 
for federal income tax purposes, then a Holder of such a claim should be treated as exchanging its allowed First Lien 
Claim for the New Debt Facility and New Equity in a fully taxable exchange.  While the terms of the New Rollover 
Debt Facility provide that Reorganized CLAI will be the borrower, depending on the structure of the Restructuring 
Transactions, Reorganized CLAI may or may not be treated as the successor to CLAI for income tax purposes (and 
will not be so treated in the event of a Taxable Transaction).   

A Holder of an allowed First Lien Claim who is subject to this treatment should recognize gain or loss 
equal to the difference between (i) the sum of (x) issue price (as determined under the applicable Treasury 
regulations -- see below under “Issue Price and Original Issue Discount with respect to the New Debt Rollover 
Facility”) of the New Debt Rollover Facility (if issued), (y) the fair market value of the New Equity and (z) the total 
amount of cash and fair market value of other consideration received by such Holder in the exchange (including in 
respect of the Senior CLAI Recovery and Senior CLI Recovery), in each case that is not allocable to accrued but 
untaxed interest, and (ii) the Holder’s adjusted tax basis in the obligation constituting the surrendered allowed First 
Lien Claim.  The character of such gain or loss as capital gain or loss or as ordinary income or loss will be 
determined by a number of factors, including the tax status of the Holder, the nature of the Claim in such Holder’s 
hands, whether the Claim constitutes a capital asset in the hands of the Holder, whether the Claim was purchased at 
a discount and whether and to what extent the Holder has previously claimed a bad debt deduction with respect to its 
Claim. The U.S. Federal income tax consequences of the receipt of cash allocable to accrued interest may be 
relevant and are summarized below. A Holder’s tax basis in the New Debt Rollover Facility received on the 
Effective Date should equal its issue price and a Holder’s tax basis in the New Equity should equal its fair market 
value.  A Holder’s holding period for the New Debt Facility and New Equity received on the Effective Date should 
begin on the day following the Effective Date.  See the discussion below under “Post-Effective Date Distributions” 
for the effect that the right to receive additional amounts after the Effective Date (e.g., pursuant to the Senior CLAI 
Trust Interests or Senior CLI Trust Interests) may have on the tax treatment discussed above on Holders of Allowed 
First Lien Claims. 

(d) Treatment of a Holder of an Allowed First Lien Secured Claim if the Exchange 
of its Claim is Treated as a Recapitalization 

If a debt instrument constituting a surrendered allowed First Lien Claim is a security and either (x) the New 
Equity is treated as issued by CLAI (or CLAI’s successor for U.S. federal income tax purposes) or (y) the New Debt 
Rollover Facility is issued by CLAI (or CLAI’s successor for U.S. federal income tax purposes) and is treated as a 
“security” for U.S. federal income tax purposes, the exchange of a Holder’s allowed First Lien Secured Claim 
against CLAI for the New Debt Rollover Facility and New Equity should be treated as a recapitalization, and 
therefore a reorganization, under the IRC.  If the exchange is treated as a recapitalization, there are three potential 
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scenarios: (1) the New Equity is treated as issued by CLAI (or its successor), and the New Debt Rollover Facility (if 
issued) is not treated as a security or it is treated as not issued by CLAI (or by CLAI’s successor); (2) the New 
Equity is not treated as issued by CLAI (or its successor) and the New Debt Rollover Facility is treated as issued by 
CLAI (or its successor) and is treated as a security; or (3) both the New Debt Rollover Facility and New Equity are 
treated as issued by CLAI (or its successor) and the New Debt Rollover Facility is treated as a security. 

If the New Equity is treated as issued by CLAI (or its successor), but the New Debt Rollover Facility is 
either (i) not issued, (ii) not treated as a security or (iii) is not treated as issued by CLAI (or CLAI’s successor) , a 
Holder should not recognize loss with respect to the exchange and should not recognize gain (subject to the 
discussion of “Accrued Interest” below) except to the extent of Cash and the issue price of the interest in the New 
Debt Rollover Facility received and the fair market value of other non-New Equity consideration received (including 
in respect of the Senior CLAI Recovery and Senior CLI Recovery).  A Holder who is subject to this treatment will 
take a tax basis in the interest in the New Debt Rollover received equal to its issue price.  The Holder will take a tax 
basis in the New Equity equal to the Holder’s tax basis of the surrendered First Lien Claim increased by the amount 
of gain recognized in the exchange but reduced by the amount of cash, the fair market value of other consideration 
received and the issue price of the interest received in the New Debt Rollover Facility (if any).  A Holder’s holding 
period for its interest in the New Debt Rollover Facility (if any) received (and any property received attributable to 
accrued but untaxed interest) should begin on the day following the Effective Date.  A Holder’s holding period for 
the New Equity received should include the holding period for the obligation constituting the surrendered allowed 
First Lien Claim exchanged for such property. 

If the New Equity is not treated as issued by CLAI (or its successor), and the New Debt Rollover Facility is 
both treated as a security and treated as issued by CLAI (or CLAI’s successor), a Holder should not recognize loss 
with respect to the exchange and should not recognize gain (subject to the discussion of “Accrued Interest” below) 
except to the extent of Cash and the fair market value of the New Equity and other consideration received other than 
the New Debt Rollover Facility (including in respect of the Senior CLAI Recovery and Senior CLI Recovery).  A 
Holder who is subject to this treatment will take a tax basis in the New Equity received equal to its fair market value.  
The Holder will take a tax basis in its interest in the New Debt Rollover Facility received equal to the Holder’s tax 
basis of the surrendered First Lien Claim increased by the amount of gain recognized in the exchange but reduced 
by the amount of cash and the fair market value of the New Equity and other consideration received.  A Holder’s 
holding period for its interest in the New Equity received (and any property received attributable to accrued but 
untaxed interest) should begin on the day following the Effective Date.  A Holder’s holding period for its interest in 
the New Debt Rollover Facility received should include the holding period for the obligation constituting the 
surrendered allowed First Lien Claim exchanged for such property. 

If the New Equity is treated as issued by CLAI (or its successor) and the New Debt Rollover Facility is 
both treated as a security and treated as issued by CLAI (or CLAI’s successor), a Holder should not recognize loss 
with respect to the exchange and should not recognize gain (subject to the discussion of “Accrued Interest” below) 
except to the extent of Cash and the fair market value of other consideration (excluding the New Equity and the New 
Debt Rollover Facility) received (including in respect of the Senior CLAI Recovery and the Senior CLI Recovery).  
A Holder who is subject to this treatment will take an aggregate tax basis in the New Equity and its interest in the 
New Debt Rollover Facility received equal to the Holder’s tax basis in the surrendered First Lien Claim increased 
by the amount of gain recognized in the exchange and reduced by the amount of cash and the fair market value of 
other consideration (excluding the New Equity and the New Debt Rollover Facility) received.  Such aggregate tax 
basis will be allocated between the New Equity and the interest in the New Debt Rollover Facility received on the 
basis of their relative fair market value. A Holder’s holding period for the New Equity and its interest in the New 
Debt Rollover Facility received (except, in each case, to the extent attributable to accrued but untaxed interest) 
should each include the holding period for the obligation constituting the surrendered allowed First Lien Claim 
exchanged for such property. 

See the discussion below under “Post-Effective Date Distributions” for the effect that the right to receive 
additional amounts after the Effective Date (e.g., pursuant to the Senior CLAI Trust Interests or Senior CLI Trust 
Interests) may have on the tax treatment discussed above for Holders of Allowed First Lien Claims. 

The tax consequences of the Plan and to the Holders of allowed First Lien Claims against CLAI are 
highly uncertain.  Holders of allowed First Lien Secured Claims against CLAI should consult their tax 
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advisors regarding whether such Claims or the New Debt Facility could be treated as a “security” for U.S. 
federal income tax purposes. 

(ii) Consequences to Holders of Allowed Second Lien Claims (Class 5, Class 14, Class 23, Class 31) 

Pursuant to the Plan, each Holder of an Allowed Second Lien Claim against CL Holdings and CL Holdco 
shall not receive any distribution on account of such Claims, and Second Lien Claims against CL Holdings and CL 
Holdco shall be discharged, cancelled, released, and extinguished as of the Effective Date, provided that any 
distributions to the Holder of Second Lien Claims against CL Holdings or CL Holdco shall be subject to the 
turnover provisions of the Second Lien Intercreditor Agreement.  Pursuant to the Plan, each Holder of an Allowed 
Second Lien Claim against CLAI shall receive its Pro Rata Share of the Junior CLAI Recovery that is not otherwise 
subject to the turnover provisions of the Second Lien Intercreditor Agreement.  Pursuant to the Plan, each Holder of 
an allowed Second Lien Claim against CLI shall receive on the Effective Date its Pro Rata share of the Junior CLI 
Recovery; provided that, after giving effect to the provisions of the Second Lien Intercreditor Agreement, 
distributions of the Junior CLI Recovery on account of the Disputed Copyrights that otherwise would have been 
made to Holders of Second Lien Claims against CLI shall be distributed on a ratable basis directly to the Holders of 
Allowed First Lien Deficiency Claims against CLI in accordance with the terms and conditions of the Second Lien 
Intercreditor Agreement.    

Treatment of Holders of Allowed Second Lien Claims will depend in part on (x) whether or not the Junior 
CLAI Recovery includes New Equity, and if so (y) whether the exchange qualifies as a tax-free recapitalization, 
which in turn depends on (1) whether the New Equity is treated as a direct equity interest (for U.S. federal income 
tax purposes) in CLAI (or CLAI’s successor for U.S. federal income tax purposes) and  (2) whether the debt 
instruments underlying the allowed Second Lien Claim surrendered are treated as “securities” for the reorganization 
provisions of the IRC. 

If the Junior CLAI Recovery does not include New Equity then a Holder of an allowed Second Lien Claim 
should recognize gain or loss equal to the difference between (i) the sum of the total amount of cash plus the fair 
market value of any assets received by such Holder in the exchange (except to the extent allocable to accrued but 
untaxed interest -- see “Accrued Interest” below), and (ii) the Holder’s adjusted tax basis in the obligation 
constituting the surrendered allowed Second Lien Claim.  The character of such gain or loss as capital gain or loss or 
as ordinary income or loss will be determined by a number of factors, including the tax status of the Holder, the 
nature of the Claim in such Holder’s hands, whether the Claim constitutes a capital asset in the hands of the Holder, 
whether the Claim was purchased at a discount and whether and to what extent the Holder has previously claimed a 
bad debt deduction with respect to its Claim.  The federal income tax consequences of the receipt of cash allocable 
to accrued interest may be relevant and are summarized below.  A Holder’s tax basis in any assets received should 
equal their fair market value.  A Holder’s holding period for any assets received on the Effective Date should begin 
on the day following the Effective Date. 

If the Junior CLAI Recovery does include New Equity, but either (a) the Restructuring Transactions are 
effected as a Taxable Transaction, (b) the New Equity is not treated as a direct equity interest (for U.S. federal 
income tax purposes) in CLAI (or CLAI’s successor for U.S. federal income tax purposes) or (c) debt instruments 
underlying the allowed Second Lien Claim surrendered are not treated as “securities” for purposes of the 
reorganization provisions of the IRC (see section C.(i).(b), above) then a Holder of an allowed Second Lien Claim 
should recognize gain or loss equal to the difference between (i) the sum of the total amount of cash plus the fair 
market value of any assets or New Equity received by such Holder in the exchange (except to the extent allocable to 
accrued but untaxed interest -- see “Accrued Interest” below), and (ii) the Holder’s adjusted tax basis in the 
obligation constituting the surrendered allowed Second Lien Claim.  The character of such gain or loss as capital 
gain or loss or as ordinary income or loss will be determined by a number of factors, including the tax status of the 
Holder, the nature of the Claim in such Holder’s hands, whether the Claim constitutes a capital asset in the hands of 
the Holder, whether the Claim was purchased at a discount and whether and to what extent the Holder has 
previously claimed a bad debt deduction with respect to its Claim.  The federal income tax consequences of the 
receipt of cash allocable to accrued interest may be relevant and are summarized below.  A Holder’s tax basis in any 
assets or New Equity received should equal their fair market value.  A Holder’s holding period for any assets or 
New Equity received on the Effective Date should begin on the day following the Effective Date. 
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If the Junior CLAI Recovery does include New Equity, the Restructuring Transactions are not effected as a 
Taxable Transaction, the New Equity is treated as a direct equity interest (for U.S. federal income tax purposes) in 
CLAI (or CLAI’s successor for U.S. federal income tax purposes) and the debt instruments underlying the allowed 
Second Lien Claim surrendered are treated as “securities” for the purposes reorganization provisions of the IRC (see 
section C.(i).(b), above) then a Holder should not recognize loss with respect to the exchange and should not 
recognize gain (subject to the discussion of “Accrued Interest” below) except to the extent of the amount of Cash 
and the fair market value of any assets (other than the New Equity) received.  A Holder who is subject to this 
treatment will take a tax basis in the New Equity received equal to the Holder’s tax basis in the surrendered Second 
Lien Claim increased by the amount of gain recognized in the exchange and reduced by the amount of cash and fair 
market value of any other assets (other than New Equity) received.  A Holder’s holding period for the New Equity 
received (except to the extent attributable to accrued but untaxed interest) should include the holding period for the 
obligation constituting the surrendered allowed Second Lien Claim exchanged for such property. A Holder’s tax 
basis in any assets received should equal their fair market value.  A Holder’s holding period for any assets received 
on the Effective Date should begin on the day following the Effective Date. 

See the discussion below under “Post-Effective Date Distributions” for the effect that the right to receive 
additional amounts after the Effective Date (e.g., pursuant to the Junior CLAI Trust Interests or Junior CLI Trust 
Interests) may have on the tax treatment discussed above for Holders of Allowed Second Lien Claims. 

(iii) Consequences to Holders of Allowed Senior Notes Claims (Class 6, Class 15, Class 24, Class 
32) 

Pursuant to the Plan, each Holder of an allowed Senior Notes Claim shall receive such Holder’s pro rata 
share of:  the Junior CLAI Recovery and the Junior CLI Recovery.  Treatment of Holders of Allowed Senior Notes 
Claims will depend in part on (x) whether or not the Junior CLAI Recovery or the Junior CLI Recovery includes 
New Equity, and if so (y) whether the exchange qualifies as a tax-free recapitalization, which in turn depends on (1) 
whether the New Equity is treated as a direct equity interest (for U.S. federal income tax purposes) in CLAI (or 
CLAI’s successor for U.S. federal income tax purposes) and  (2) whether the Senior Secured Notes surrendered are 
treated as “securities” for the reorganization provisions of the IRC.  

If neither the Junior CLAI Recovery nor the Junior CLI Recovery includes New Equity then a Holder of an 
allowed Senior Notes Claim who is subject to this treatment should recognize gain or loss equal to the difference 
between (i) the sum of the total amount of cash plus the fair market value of any assets received by such Holder in 
the exchange (except to the extent allocable to accrued but untaxed interest -- see “Accrued Interest” below), and (ii) 
the Holder’s adjusted tax basis in the obligation constituting the surrendered allowed Senior Notes Claim.  The 
character of such gain or loss as capital gain or loss or as ordinary income or loss will be determined by a number of 
factors, including the tax status of the Holder, the nature of the Claim in such Holder’s hands, whether the Claim 
constitutes a capital asset in the hands of the Holder, whether the Claim was purchased at a discount and whether 
and to what extent the Holder has previously claimed a bad debt deduction with respect to its Claim.  See the 
discussions of accrued interest and market discount below. A Holder’s tax basis in any assets received should equal 
their fair market value.  A Holder’s holding period for any assets received on the Effective Date should begin on the 
day following the Effective Date. 

If either the Junior CLAI Recovery or the Junior CLI Recovery includes New Equity, but either (a) the 
Restructuring Transactions are effected as a Taxable Transaction, (b) the New Equity is not treated as a direct equity 
interest (for U.S. federal income tax purposes) in CLAI (or CLAI’s successor for U.S. federal income tax purposes) 
or (c) the Senior Notes surrendered are treated as “securities” for purposes of the reorganization provisions of the 
IRC (see section C.(i).(b), above) then a Holder of an allowed Senior Notes Claim should recognize gain or loss 
equal to the difference between (i) the sum of the total amount of cash plus the fair market value of any assets or 
New Equity received by such Holder in the exchange (except to the extent allocable to accrued but untaxed interest -
- see “Accrued Interest” below), and (ii) the Holder’s adjusted tax basis in the surrendered Senior Notes Claim.  The 
character of such gain or loss as capital gain or loss or as ordinary income or loss will be determined by a number of 
factors, including the tax status of the Holder, the nature of the Claim in such Holder’s hands, whether the Claim 
constitutes a capital asset in the hands of the Holder, whether the Claim was purchased at a discount and whether 
and to what extent the Holder has previously claimed a bad debt deduction with respect to its Claim.  The federal 
income tax consequences of the receipt of cash allocable to accrued interest may be relevant and are summarized 
below.  A Holder’s tax basis in any assets or New Equity received should equal their fair market value.  A Holder’s 
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holding period for any assets or New Equity received on the Effective Date should begin on the day following the 
Effective Date. 

If either the Junior CLAI Recovery or the Junior CLI Recovery includes New Equity, the Restructuring 
Transactions are not effected as a Taxable Transaction, the New Equity is treated as a direct equity interest (for U.S. 
federal income tax purposes) in CLAI (or CLAI’s successor for U.S. federal income tax purposes) and the Senior 
Notes surrendered are treated as “securities” for purposes of the reorganization provisions of the IRC (see section 
C.(i).(b), above) then a Holder should not recognize loss with respect to the exchange and should not recognize gain 
(subject to the discussion of “Accrued Interest” below) except to the extent of the amount of cash and the fair market 
value of any assets (other than the New Equity) received.  A Holder who is subject to this treatment will take a tax 
basis in the New Equity received equal to the Holder’s tax basis in the surrendered Senior Notes Claim increased by 
the amount of gain recognized in the exchange and reduced by the amount of cash and fair market value of any other 
assets (other than New Equity) received.  A Holder’s holding period for the New Equity received (except to the 
extent attributable to accrued but untaxed interest) should include the holding period for the Senior Notes exchanged 
for such property. A Holder’s tax basis in any assets received should equal their fair market value.  A Holder’s 
holding period for any assets received on the Effective Date should begin on the day following the Effective Date. 

See the discussion below under “Post-Effective Date Distributions” for the effect that the right to receive 
additional amounts after the Effective Date (e.g., pursuant to the Junior CLAI Trust Interests or Junior CLI Trust 
Interests) may have on the tax treatment discussed above for Holders of Allowed Senior Notes Claims. 

(iv) Consequences to Holders of Allowed General Unsecured Claims Against CLAI (Class 26) 

Pursuant to the Plan, each Holder of an allowed General Unsecured Claim against CLAI shall receive such 
Holder’s pro rata share of the Junior CLAI Recovery. Treatment of Holders of Allowed General Unsecured Claims 
against CLAI will depend in part on (x) whether or not the Junior CLAI Recovery includes New Equity, and if so 
(y) whether the exchange qualifies as a tax-free recapitalization, which in turn depends on (1) whether the New 
Equity is treated as a direct equity interest (for U.S. federal income tax purposes) in CLAI (or CLAI’s successor for 
U.S. federal income tax purposes) and  (2) whether the General Unsecured Claims surrendered are treated as 
“securities” for the reorganization provisions of the IRC.    

If the Junior CLAI Recovery does not include New Equity then a Holder of an allowed General Unsecured 
Claim Against CLAI who is subject to this treatment should recognize gain or loss equal to the difference between 
(i) the sum of the total amount of cash and fair market value of any assets received by such Holder in the exchange 
(except to the extent allocable to accrued but untaxed interest -- see “Accrued Interest” below), and (ii) the Holder’s 
adjusted tax basis in the obligation constituting the surrendered allowed General Unsecured Claim against CLAI.  
The character of such gain or loss as capital gain or loss or as ordinary income or loss will be determined by a 
number of factors, including the tax status of the Holder, the nature of the Claim in such Holder’s hands, whether the 
Claim constitutes a capital asset in the hands of the Holder, whether the Claim was purchased at a discount and 
whether and to what extent the Holder has previously claimed a bad debt deduction with respect to its Claim.  See 
the discussions of accrued interest and market discount below. A Holder’s tax basis in any assets received should 
equal their fair market value.  A Holder’s holding period for any assets received on the Effective Date should begin 
on the day following the Effective Date. 

If the Junior CLAI Recovery does include New Equity, but either (a) the Restructuring Transactions are 
effected as a Taxable Transaction, (b) the New Equity is not treated as a direct equity interest (for U.S. federal 
income tax purposes) in CLAI (or CLAI’s successor for U.S. federal income tax purposes) or (c) the General 
Unsecured Claims surrendered are treated as “securities” for the purposes reorganization provisions of the IRC (see 
section C.(i).(b), above) then a Holder should recognize gain or loss equal to the difference between (i) the sum of 
the total amount of cash plus the fair market value of any assets or New Equity received by such Holder in the 
exchange (except to the extent allocable to accrued but untaxed interest -- see “Accrued Interest” below), and (ii) the 
Holder’s adjusted tax basis in the surrendered General Unsecured Claim.  The character of such gain or loss as 
capital gain or loss or as ordinary income or loss will be determined by a number of factors, including the tax status 
of the Holder, the nature of the Claim in such Holder’s hands, whether the Claim constitutes a capital asset in the 
hands of the Holder, whether the Claim was purchased at a discount and whether and to what extent the Holder has 
previously claimed a bad debt deduction with respect to its Claim.  See the discussions of accrued interest and 
market discount below. A Holder’s tax basis in any assets or New Equity received should equal their fair market 
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value.  A Holder’s holding period for any assets or New Equity received on the Effective Date should begin on the 
day following the Effective Date. 

If the Junior CLAI Recovery does include New Equity, the Restructuring Transactions are not effected as a 
Taxable Transaction, the New Equity is treated as a direct equity interest (for U.S. federal income tax purposes) in 
CLAI (or CLAI’s successor for U.S. federal income tax purposes) and the General Unsecured Claims surrendered 
are treated as “securities” for purposes of the reorganization provisions of the IRC (see section C.(i).(b), above) then 
a Holder should not recognize loss with respect to the exchange and should not recognize gain (subject to the 
discussion of “Accrued Interest” below) except to the extent of the amount of cash and the fair market value of any 
assets (other than the New Equity) received.  A Holder who is subject to this treatment will take a tax basis in the 
New Equity received equal to the Holder’s tax basis in the surrendered General Unsecured Claim increased by the 
amount of gain recognized in the exchange and reduced by the amount of cash received.  A Holder’s holding period 
for the New Equity received (except to the extent attributable to accrued but untaxed interest) should include the 
holding period for the Senior Notes exchanged for such property. A Holder’s tax basis in any assets received should 
equal their fair market value.  A Holder’s holding period for any assets received on the Effective Date should begin 
on the day following the Effective Date. 

See the discussion below under “Post-Effective Date Distributions” for the effect that the right to receive 
additional amounts after the Effective Date (e.g., pursuant to the Junior CLAI Trust Interests) may have on the tax 
treatment discussed above for Holders of Allowed General Unsecured Claims against CLAI. 

(v) Consequences to Holders of Allowed General Unsecured Claims Against CLI (Class 34) 

Pursuant to the Plan, each Holder of an allowed General Unsecured Claim against CLI shall receive such 
Holder’s pro rata share of the Junior CLI Recovery.  A Holder of an allowed General Unsecured Claim Against CLI 
who is subject to this treatment should recognize gain or loss equal to the difference between (i) the sum of the total 
amount of cash  plus the fair market value of any assets (including any New Equity)  received by such Holder in the 
exchange (except to the extent allocable to accrued but untaxed interest -- see “Accrued Interest” below), and (ii) the 
Holder’s adjusted tax basis in the obligation constituting the surrendered allowed General Unsecured Claim against 
CLI.  The character of such gain or loss as capital gain or loss or as ordinary income or loss will be determined by a 
number of factors, including the tax status of the Holder, the nature of the Claim in such Holder’s hands, whether the 
Claim constitutes a capital asset in the hands of the Holder, whether the Claim was purchased at a discount and 
whether and to what extent the Holder has previously claimed a bad debt deduction with respect to its Claim.  See 
the discussions of accrued interest and market discount below. A Holder’s tax basis in any assets or New Equity 
received should equal their fair market value.  A Holder’s holding period for any assets or New Equity received on 
the Effective Date should begin on the day following the Effective Date. 

See the discussion below under “Post-Effective Date Distributions” for the effect that the right to receive 
additional amounts after the Effective Date (e.g., pursuant to the Junior CLI Trust Interests) may have on the tax 
treatment discussed above for Holders of Allowed General Unsecured Claims against CLI. 

(vi) Issue Price and Original Issue Discount with respect to New Debt Rollover Facility 

 A debt instrument, such as the New Debt Rollover Facility, is treated as issued with original issue 
discount (“OID”) for U.S. federal income tax purposes if its issue price is less than its stated redemption price at 
maturity by more than a de minimis amount. A debt instrument’s stated redemption price at maturity includes all 
principal and interest payable over the term of the debt instrument, other than “qualified stated interest.”  Stated 
interest is “qualified stated interest” if it is unconditionally payable in cash at least annually.    

 The issue price of the New Debt Rollover Facility will depend on whether a substantial amount of 
either the New Debt Rollover Facility or the First Lien Claims for which it is exchanged is considered to be “traded 
on an established market.”  In general, a debt instrument such as the New Debt Rollover Facility will be treated as 
traded on an established market if, at any time during the 31-day period ending 15 days after the issue date, (a) a 
“sales price” for an executed purchase of the debt instrument appears on a medium that is made available to issuers 
of debt instruments, persons that regularly purchase or sell debt instruments, or persons that broker purchases or 
sales of debt instruments; (b) a “firm” price quote for the debt instrument is available from at least one broker, dealer 
or pricing service for property and the quoted price is substantially the same as the price for which the person 
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receiving the quoted price could purchase or sell the property; or (c) there are one or more “indicative” quotes 
available from at least one broker, dealer or pricing service for property.   

 If the New Debt Rollover Facility is not traded on an established market and the First Lien Claims 
are traded on an established market at the time of the exchange, the issue price of the new Debt Rollover Facility 
will be determined applying the “investment unit” rules and treating the New Debt Rollover Facility as part of an 
investment unit (including the New Equity) issued in exchange for the existing notes.  Generally, the issue price of 
an investment unit is determined by applying the issue price rules applicable to debt instruments, and the debt 
instrument’s issue price is its allocable portion of the issue price of the investment unit, based on the relative fair 
market value of the debt instrument and the other property right (i.e., the New Equity).  Thus, if the First Lien 
Claims are traded on an established market, the issue price of the investment unit would be equal to the fair market 
value of the First Lien Claims on the date the New Debt Rollover Facility is issued (reduced by the amount of cash 
received by Holders in the exchange), and the issue price of the New Debt Rollover Facility will equal the allocable 
portion of such investment unit’s issue price determined by multiplying the investment unit’s issue price by the 
fraction obtained by dividing the fair market value of the New Debt Rollover Facility by the sum of the fair market 
value of the New Debt Rollover Facility and the fair market value of the New Equity.  If neither the New Debt 
Rollover Facility nor the First Lien Claims are traded on an established market at the time of the exchange, the issue 
price of the New Debt Rollover Facility will generally equal its stated principal amount. 

 A Holder receiving an interest in the New Debt Rollover Facility, if it is issued with OID, will 
generally be required to include any OID in income over the term of such shares of the loans in accordance with a 
constant yield-to-maturity method, regardless of whether the Holder is a cash or accrual method taxpayer, and 
regardless of whether and when the Holder receives cash payments of interest on its interest in the New Debt 
Rollover Facility (other than cash attributable to qualified stated interest, which is includible in income in 
accordance with the Holder’s normal method of tax accounting).  Accordingly, a Holder could be treated as 
receiving income in advance of a corresponding receipt of cash.  Any OID that a Holder includes in income will 
increase the tax basis of the Holder in its interest in the New Debt Rollover Facility.  A Holder of  an interest in the 
New Debt Rollover Facility will not be separately taxable on any cash payments that have already been taxed under 
the OID rules, but will reduce its tax basis in the pro rata shares of such loans by the amount of such payments. 

(vii) Accrued Interest 

To the extent that any amount received by a Holder of a surrendered allowed Claim under the Plan is 
attributable to accrued but unpaid interest and such amount has not previously been included in the Holder’s gross 
income, such amount should be taxable to the Holder as ordinary interest income.  Conversely, a Holder of a 
surrendered allowed claim may be able to recognize a deductible loss to the extent that any accrued interest on the 
debt instruments constituting such claim was previously included in the Holder’s gross income but was not paid in 
full by the Debtors. 

The extent to which the consideration received by a Holder of a surrendered allowed Claim will be 
attributable to accrued interest on the debts constituting the surrendered allowed claim is unclear.  Certain legislative 
history indicates that an allocation of consideration as between principal and interest provided in a chapter 11 plan 
of reorganization is binding for U.S. federal income tax purposes, while certain Treasury Regulations treat payments 
as allocated first to any accrued but untaxed interest.    

(viii) Market Discount 

Under the “market discount” provisions of Sections 1276 through 1278 of the IRC, some or all of any gain 
realized by a Holder exchanging the debt instruments constituting its allowed Claim may be treated as ordinary 
income (instead of capital gain), to the extent of the amount of “market discount” on the debt constituting the 
surrendered allowed claim. 

In general, a debt instrument is considered to have been acquired with “market discount” if it is acquired 
other than on original issue and if its Holder’s adjusted tax basis in the debt instrument is less than (i) the sum of all 
remaining payments to be made on the debt instrument, excluding “qualified stated interest” or, (ii) in the case of a 
debt instrument issued with “original issue discount,” its adjusted issue price, by at least a de minimis amount (equal 
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to 0.25% of the sum of all remaining payments to be made on the debt instrument, excluding qualified stated 
interest, multiplied by the number of remaining whole years to maturity). 

Any gain recognized by a Holder on the taxable disposition (determined as described above) of debts that it 
acquired with market discount should be treated as ordinary income to the extent of the market discount that accrued 
thereon while such debts were considered to be held by the Holder (unless the Holder elected to include market 
discount in income as it accrued).  To the extent that the surrendered debts that had been acquired with market 
discount are exchanged in a tax-free or other reorganization transaction for other property (as may occur here), any 
market discount that accrued on such debts but was not recognized by the Holder may be required to be carried over 
to the property received therefor and any gain recognized on the subsequent sale, exchange, redemption or other 
disposition of such property may be treated as ordinary income to the extent of the accrued but unrecognized market 
discount with respect to the exchanged debt instrument.   

(ix) Post Effectivee Date Distributions 

To the extent holders of Allowed Claims receive distributions after the Effective Date, a portion of the 
subsequent distributions may be treated as interest.  Additionally, to the extent holders of Allowed Claims receive 
distributions in a taxable year or years, following the year of initial distribution, any loss and a portion of any gain 
realized by such holders may be deferred.  In the case of Holders of Claims that may be entitled to receive 
distributions with respect to the Trust Assets of the CLAI Trust or CLI Trust, such Holders may not be able to 
deduct any loss with respect to their Claim until receipt of their pro rata share of any amounts remaining in the CLAI 
Trust or CLI Trust, respectively, after all Trust Asset Disputes have been resolved. All holders of Allowed Claims 
are urged to consult their tax advisors regarding the possible deferral of any loss and the  application of (or ability to 
elect out of) the “installment method” of reporting with respect to their Claims. 

D. Limitations on Use of Capital Losses 

 A Holder of a Claim who recognizes capital losses as a result of the distributions under the Plan will be 
subject to limits on the use of such capital losses.  For a non-corporate Holder, capital losses may be used to offset 
any capital gains (without regard to holding periods), and also ordinary income to the extent of the lesser of (a) 
$3,000 annually ($1,500 for married individuals filing separate returns) or (b) the excess of the capital losses over 
the capital gains.  A non-corporate Holder may carry over unused capital losses and apply them against future 
capital gains and a portion of their ordinary income for an unlimited number of years.  For corporate Holders, capital 
losses may only be used to offset capital gains.  A corporate holder that has more capital losses than may be used in 
a tax year may carry back unused capital losses to the three years preceding the capital loss year or may carry over 
unused capital losses for the five years following the capital loss year.  

E. Withholding and Reporting 

The Debtors will withhold all amounts required by law to be withheld from payments of interest.  The 
Debtors will comply with all applicable reporting requirements of the IRC.  In general, information reporting 
requirements may apply to distributions or payments made to a holder of a claim.  Additionally, backup 
withholding, currently at a rate of 28%, will generally apply to such payments if a Holder fails to provide an 
accurate taxpayer identification number or otherwise fails to comply with the applicable requirements of the backup 
withholding rules.  Any amounts withheld under the backup withholding rules will be allowed as a credit against 
such holder’s U.S. federal income tax liability and may entitle such holder to a refund from the IRS, provided that 
the required information is provided to the IRS. 

In addition, from an information reporting perspective, U.S. Treasury Regulations generally require 
disclosure by a taxpayer on its U.S. federal income tax return of certain types of transactions in which the taxpayer 
participated, including, among other types of transactions, certain transactions that result in the taxpayer’s claiming 
a loss in excess of specified thresholds.  Holders are urged to consult their tax advisors regarding these regulations 
and whether the transactions contemplated by the Plan would be subject to these regulations and require disclosure 
on the holders’ tax returns. 

THE FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN ARE COMPLEX.  THE 
FOREGOING SUMMARY DOES NOT DISCUSS ALL ASPECTS OF FEDERAL INCOME TAXATION 
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THAT MAY BE RELEVANT TO A PARTICULAR HOLDER IN LIGHT OF SUCH HOLDER’S 
CIRCUMSTANCES AND INCOME TAX SITUATION.  ALL HOLDERS OF CLAIMS AND INTERESTS 
SHOULD CONSULT WITH THEIR TAX ADVISORS AS TO THE PARTICULAR TAX 
CONSEQUENCES TO THEM OF THE TRANSACTIONS CONTEMPLATED BY THE PLAN, 
INCLUDING THE APPLICABILITY AND EFFECT OF ANY STATE, LOCAL OR NON-U.S. TAX LAWS, 
AND OF ANY CHANGE IN APPLICABLE TAX LAWS. 

 [Remainder of page intentionally left blank.]
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XVI. Recommendation 

In the opinion of Cengage and each of the Debtors, the Plan is preferable to all other available alternatives 
and provides for a larger distribution to the Debtors’ creditors than would otherwise result in any other scenario.  
Accordingly, the Debtors recommend that Holders of Claims entitled to vote on the Plan vote to accept the Plan and 
support Confirmation of the Plan. 

 
Dated:  October 3, 2013 

Respectfully submitted, 

 

Cengage Learning, Inc.  
(on behalf of itself and each of the Debtors) 

By: /s/ Dean D. Durbin                   
Dean D. Durbin  
Chief Financial Officer 
Cengage Learning Holdings II, L.P. 

Prepared by: 

/s/ Jonathan S. Henes 
Jonathan S. Henes 
Christopher Marcus 
KIRKLAND & ELLIS LLP 
KIRKLAND & ELLIS INTERNATIONAL LLP 
601 Lexington Avenue 
New York, New York  10022 
Telephone: (212) 446-4800 
Facsimile: (212) 446-4900 
 
-and- 
 
James H.M. Sprayregen 
Ross M. Kwasteniet (admitted pro hac vice) 
KIRKLAND & ELLIS LLP  
KIRKLAND & ELLIS INTERNATIONAL LLP 
300 North LaSalle 
Chicago, Illinois  60654 
Telephone: (312) 862-2000 
Facsimile: (312) 862-2200 
 
Counsel to the Debtors and Debtors in Possession  
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Declaration of Dean D. Durbin, Chief Financial Officer, in Support of Chapter 11 Petitions 
and First Day Motions 

 
[Filed as Docket No. 15]
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Jonathan S. Henes 
Christopher Marcus 
KIRKLAND & ELLIS LLP 
KIRKLAND & ELLIS INTERNATIONAL LLP 
601 Lexington Avenue 
New York, New York 10022 
Telephone: (212) 446-4800 
Facsimile: (212) 446-4900 

- and - 

James H.M. Sprayregen 
Ross M. Kwasteniet (pro hac vice admission pending)
KIRKLAND & ELLIS LLP 
KIRKLAND & ELLIS INTERNATIONAL LLP 
300 North LaSalle 
Chicago, Illinois 60654 
Telephone: (312) 862-2000 
Facsimile: (312) 862-2200 

Proposed Counsel to the Debtors and Debtors in Possession 

UNITED STATES BANKRUPTCY COURT 
EASTERN DISTRICT OF NEW YORK 

 )  
In re: ) Chapter 11 
 )  
CENGAGE LEARNING, INC., et al., ) Case No. 13-________ (___) 
 ) Case No. 13-________ (___) 
 ) Case No. 13-________ (___) 
 ) Case No. 13-________ (___) 
 )  
     Debtors. ) (Joint Administration Requested) 
 )  

DECLARATION OF DEAN D. DURBIN, CHIEF FINANCIAL OFFICER,  
IN SUPPORT OF CHAPTER 11 PETITIONS AND FIRST DAY MOTIONS

 I, Dean D. Durbin, hereby declare under penalty of perjury: 

1. I am Chief Financial Officer of Cengage Learning GP I LLC, a limited liability 

company organized under the laws of the State of Delaware and parent company of the 

above-captioned debtors and debtors in possession (collectively, the “Debtors,” and together 

with their non-Debtor affiliates, the “Company”).  I have served in this role since July 2009, and 
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I am generally familiar with the Debtors’ day-to-day operations, businesses, financial affairs, and 

books and records. 

2. I started my career at the McGraw-Hill Companies in 1974.  Over the next 20 

years, I advanced through a variety of senior financial management positions in that company’s 

publishing and information services divisions.  After leaving McGraw-Hill, from 1995–1997, I 

served as Vice President and Chief Financial Officer for Thomson Professional Publishing, a 

division of Thomson Reuters Corporation.  I subsequently spent 10 years at Vertis 

Communications, Inc., a marketing services company, where I served at various times as Chief 

Financial Officer, Chief Operating Officer, President, and Chief Executive Officer.  Afterward, I 

was the Chief Financial Officer and Chief Operating Officer of American Media, Inc., a 

publisher and distributor of newspapers and magazines, until I joined the Company in 2009. 

3. To minimize the adverse effects of filing for chapter 11 on their businesses, on the 

date hereof (the “Petition Date”), the Debtors have filed motions and pleadings seeking various 

types of “first day” relief (collectively, the “First Day Motions”).  The First Day Motions seek 

relief intended to allow the Debtors to perform and meet those obligations necessary to fulfill 

their duties as debtors in possession.  I am familiar with the contents of each First Day Motion 

and believe that the relief sought in each First Day Motion is necessary to enable the Debtors to 

operate in chapter 11 with minimum disruption or loss of productivity or value, constitutes a 

critical element in achieving a successful reorganization of the Debtors, and best serves the 

interests of the Debtors’ estates and creditors.

4. I submit this declaration to provide an overview of the Company, its businesses, 

and these chapter 11 cases, as well as to support the Debtors’ chapter 11 petitions and the First 

Day Motions.  Except as otherwise indicated herein, all facts set forth in this declaration are 
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based upon my personal knowledge of the Company’s operations and finances, information 

learned from my review of relevant documents, information supplied to me by other members of 

the Company’s management and the Company’s advisors, or my opinion based on my 

experience, knowledge, and information concerning the Company’s operations and financial 

condition.  I am authorized to submit this declaration on behalf of the Debtors, and, if called 

upon to testify, I could and would testify competently to the facts set forth herein. 

5. This declaration is divided into three sections.  Section I provides a brief 

background on the Company, describes the events leading to the filing of these chapter 11 cases, 

and explains the Company’s restructuring efforts before and objectives during these chapter 11 

cases. Section II discusses the Company’s businesses, including the various educational 

publishing and reference markets in which the Company competes, and the Company’s 

organizational and capital structure.  Section III summarizes the relief requested in, and the facts 

supporting, each of the First Day Motions. 

I. Background

6. The Company is a leading global provider of high-quality content, innovative 

print and digital teaching and learning solutions, software, and associated educational services 

for the higher-education, research, school, career, professional, and international markets.  The 

Company is the second largest publisher of course materials in U.S. higher education, with 

strong positions across all major disciplines, and is a leading global provider of library reference 

materials with a vast collection of primary source content. 

7. The Company manages its operations from various locations throughout the 

United States and internationally, with its headquarters office located in Stamford, Connecticut.  

As of the Petition Date, the Company employs approximately 5,200 employees.  For the fiscal 
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year ended June 30, 2012, the Company’s revenues from continuing operations were 

approximately $2.0 billion.  In the nine months ended March 31, 2013, the Company’s revenues 

were approximately $1.3 billion.  Section II, below, provides a detailed description of the 

Company’s businesses. 

8. Prior to 2007, the Company’s businesses were known as Thomson Learning and 

Thomson Nelson Learning, divisions of Thomson Corporation, and as The Gale Group Inc.  On 

July 5, 2007, investment funds associated with or designated by Apax Partners, L.P. 

(collectively, “Apax”) acquired 97 percent of the Company’s equity (the balance of the equity 

was purchased by Funds associated with or designated by OMERS Private Equity (collectively, 

“OMERS,” and together with Apax, the “Sponsors”)) from Thomson Corporation and certain of 

its affiliates for $7.75 billion.  Shortly thereafter, the Company was rebranded as “Cengage 

Learning,” a name chosen to reflect the Company’s focus on being the “center of engagement” 

for students, researchers, instructors, and institutions across the globe.  The July 2007 purchase 

was funded in part with the proceeds of approximately $5.6 billion in new debt financing, with 

the remainder of the purchase price funded by equity contributions from the Sponsors.1

A. A Company and Industry in Transition  

9. In the past, the Company and its peers in the educational materials market 

produced only traditional print products.  From kindergarten to higher education to career 

training, students, instructors, and institutions depended on printed goods, typically as an 

accompaniment to live classroom teaching.  The publishers in this market provided textbooks, 

workbooks, and other instructional materials and relied heavily on their profits from selling new 

print products. 

1  The Company’s current capital structure is described in further detail below in section II.F. 
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10. Now, the educational publishing market has entered the early stages of a major 

transition from print business models to a greater focus on digital products, with digital market 

share growing as quickly as 20 percent annually over recent years.  The move to digital began 

with the simple substitution of electronic versions of textbooks for the printed forms.  Over time, 

digital products such as homework programs and interactive learning software have increasingly 

been paired and integrated with print materials.  And in some cases, digital products are 

becoming a favored medium for learning materials in the classroom.  As much as 15 percent of 

learning materials sold today are sold in digital format, including course materials, homework 

programs, and interactive and online learning platforms.  All indications are that digital will 

continue to grow in importance in this market.  

11. In addition to this digital transition, recent market trends have considerably 

altered the landscape of the educational materials business.  One such trend is a consistent 

decline over the last decade in demand for new printed materials, which traditionally was the 

primary driver of profitability in the Company’s industry.  Consumers are increasingly opting to 

rent new materials, purchase electronic books, and, most significantly, purchase or rent used 

books.  Approximately 40 percent of all consumer transactions in the learning materials market 

in 2012 were used book sales or rentals.  Of course, each of these transactions is less profitable—

or not at all profitable—to the publisher.

12. Additionally, since the recent recession began in 2007, the dramatic decrease and 

persistent volatility in the availability of government funding have weakened demand 

significantly in several of the Company’s businesses, particularly in the research and K–12 

markets.  These markets are driven by the spending of state and local governments, which were 

especially hard-hit by the recession. 
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13. Finally, publishers have also come under pressure from unconventional or even 

illegal activities that allow consumers to purchase products outside the normal distribution chain.  

Piracy, despite being illegal, has become easier as the technology for copying content has 

improved.  Additionally, a recent Supreme Court decision permitting the practice of importing 

textbooks from foreign markets (where they are often discounted to reflect lower demand and 

relative standards of living) into the U.S. for resale is likely to increase the incentives for doing 

so and may put further pressure on domestic pricing.2

14. The combined force of these trends has hindered the Company’s financial 

performance.  For the nine months ended March 31, 2013, the Company’s revenues were 

$1,298.6 million, compared to $1,458.3 million for the same period ended March 31, 2012, 

representing a revenue decline of approximately 11 percent.  Unlevered free cash flow over the 

same periods fell from $568.6 million to $360.2 million.  Simultaneously, the burden of the 

Company’s funded debt has grown, with debt service payments increasing from $353.0 million 

for the nine months ended March 31, 2012, to $376.3 million for the same period ended 

March 31, 2013.

B. A Clear Path Forward 

15. In late 2012 and early 2013, the Company overhauled its senior management team 

by hiring a world-class team, led by a new chief executive officer, Michael Hansen, and a new 

chief product officer, chief technology officer, and chief sales and marketing officer.  

Mr. Hansen previously served as chief executive for Harcourt Assessment, the educational 

materials division of Reed Elsevier (a publisher and information provider operating in the 

science, medical, legal, risk, and business sectors), where he led a successful turnaround and sale 

2 See Kirtsaeng v. John Wiley & Sons, Inc., 133 S. Ct. 1351 (2013). 
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of that business.  With a new management team in place, the Company has developed and started 

to implement a comprehensive new business plan.   

16. In light of the industry’s transition to digital, this comprehensive new business 

plan centers on combining the best of innovative and complementary digital and print products 

with expert product support to provide whole-course packaged products covering individual 

courses from every angle.  Currently, the Company is developing its MindTap platform, a full 

suite of digital learning solutions designed to engage students and offer instructors choice and 

flexibility.  MindTap is just the first step in enhancing product innovation in digital formats, and 

it continues the Company’s efforts to set the standard for excellence in the learning materials 

market.  Indeed, in fiscal year 2012, the proportion of the Company’s revenues from digital 

product sales versus stand-alone print product sales increased 17.5 percent from 31.9 to 37.5 

percent. 

17. In addition to the revamped focus on positioning itself to capitalize on the digital 

transition and implementing the new product offerings described above, the Company is using 

new sales strategies to target particular markets that present greater growth opportunities.   

Furthermore, the Company intends to pursue growth in its research and English language 

teaching (“ELT”) businesses across the globe—two areas with high growth potential.  The 

synergies of new management, new products, and new sales strategies set a strong foundation for 

achieving the Company’s envisioned transformation. 

18. Importantly, this transformation is not solely operational:  the Company has also 

carefully considered and developed clear views on its capital structure.  As described further 

below, the Company currently has approximately $5.8 billion in principal amount of funded 

indebtedness, which is simply too large given the Company’s current financial condition and the 
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results predicted by the new business plan.  By right-sizing its balance sheet in these chapter 11 

cases, the Company will attain the liquidity and flexibility it needs to implement management’s 

strategic vision. 

C. Overview of Company Projections 

19. The Company’s financial projections based on its revised business plan show 

revenues generally stabilizing through 2016 and then returning to modest growth, totaling 

$1,780.0 million in fiscal 2018.  Earnings before interest, taxes, depreciation, and amortization 

(“EBITDA”) will also stabilize and bottom by 2015, with the Company’s cost-saving strategies 

enhancing bottom line earnings and leading to positive EBITDA growth by 2016 and projected 

EBITDA of $662.0 million in fiscal 2018.  Further, the Company’s digital footprint will grow 

significantly, with the number of active digital users nearly doubling.  The growth in digital will 

contribute to expanded margins and EBITDA growth in fiscal years 2016–2018.  Based on these 

projections and certain other assumptions, the Company has determined that its current capital 

structure is not sustainable and that the Company must substantially reduce its debt burden to be 

able to implement management’s new business plan. 

D. Overview of Capital Structure and Importance of Deleveraging 

20. As detailed further below in Section II.F, the Company’s capital structure 

includes approximately $5.8 billion in funded debt, including approximately $4.6 billion in first 

lien debt.  Based on management’s new business plan, the Company and its advisors believe the 

enterprise value of the Company is substantially less than the amount of the first lien debt.  As 

the Company’s financial performance has deteriorated, its capital structure has become 

increasingly unsustainable, and debt-service obligations have consumed an increasing percentage 

of the Company’s free cash flow.  Just between 2012 and 2013, the Company’s debt service 

obligations increased from roughly 62 percent to 104 percent of its unlevered free cash flows. 
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21. Thus, given recent performance, business plan projections, and the lack of free 

cash flow needed to make critical investments in its businesses, the Company has determined 

that deleveraging its capital structure is an absolute necessity.  Accordingly, the Company 

commenced these chapter 11 cases primarily to implement a balance sheet restructuring and put 

itself in a position to execute on its new business plan and capitalize on the industry’s digital 

transformation.   

E. Potential Sources of Recovery for Unsecured Creditors 

22. Notwithstanding the fact that the value of the Company falls well inside the 

Company’s first lien debt based on any reasonable valuation exercise, the Company nonetheless 

expects that unsecured creditors may be entitled to some recovery under any plan of 

reorganization.  Specifically, following review and analysis by the Company and its advisors, the 

Company believes there are three primary sources of potential recoveries for unsecured 

creditors.   

1. Disputed Cash

23. As of the Petition Date, the Company held approximately $265.0 million of cash 

(the “Disputed Cash”) in an investment account that the Company asserts is not part of the 

secured lenders, swap counterparties, and secured noteholders’ (collectively, the “Prepetition 

Secured Parties”) respective collateral packages under the First Lien Credit Facility Agreement, 

First Lien Notes Indenture, Swaps, and Second Lien Notes Indenture (each as defined below).  

On March 20, 2013, the Company drew down substantially all of the remaining availability 

under its first lien revolving credit facilities, and invested $300.0 million in a Federated money 

market fund that invests in treasury securities (the “Federated Fund”).3  The Federated Fund is 

3  The Company’s total draw on March 20, 2013 was approximately $430.0 million.  The remaining 
$130.0 million was swept that day from the Company’s primary cash concentration account and invested in 
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publicly traded on the NASDAQ exchange (ticker: TOIXX).  Technically, the Company’s 

investment involved the purchase of uncertificated securities in the Federated Fund.  Under the 

security agreements or provisions for each of the First Lien Credit Facility Agreement, First Lien 

Notes Indenture, Swaps, and Second Lien Notes Indenture, equity investments in entities other 

than wholly-owned subsidiaries of the Company are explicitly excluded from the Prepetition 

Secured Parties’ collateral package.  The Company believes that the Federated Fund is not a 

wholly-owned subsidiary of the Company; the Company’s investment in the Federated Fund is 

not part of the Secured Lenders’ collateral package; and the Disputed Cash is therefore 

unencumbered. 

2. Equity Interests in Non-Wholly Owned Subsidiaries

24. Although the Company generally pledged all of the equity interests in their 

subsidiaries as collateral to the Prepetition Secured Parties, only 65 percent of the equity of their 

first-tier foreign subsidiary, Cengage Learning Acquisitions C.V. (“CLA C.V.”), was pledged, 

leaving 35 percent of the equity interests in their foreign affiliates unencumbered.4  Further, the 

Debtors did not pledge any of their equity interests in their non-wholly owned subsidiaries, 

whether foreign or domestic.  This category includes two non-wholly owned subsidiaries—The 

Hampton Brown Company LLC (“Hampton Brown”) and CourseSmart LLC (“CourseSmart”).

Accordingly, 35 percent of the equity value of CLA C.V. and 100 percent of the value 

attributable to the Company’s equity interests in Hampton Brown and CourseSmart is outside of 

the Prepetition Secured Parties’ collateral package and available for distribution to unsecured 

shares of a different Federated money market fund, the Government Obligations Fund Institutional Shares 
(money market fund #5, ticker: GOIXX), in accordance with the Company’s ordinary course cash management 
procedures.  

4  There are three intercompany loans from Debtor Cengage Learning Acquisitions, Inc. to CLA C.V. in the 
aggregate amount of approximately $776 million that potentially could significantly reduce, or eliminate, CLA 
C.V.’s equity value. 
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creditors.  The Hampton Brown and CourseSmart joint ventures are discussed in further detail in 

Section II.C.

3. Copyright Assets

25. In the course of conducting a collateral and perfection review, the Company’s 

advisors recently discovered that the Prepetition Secured Parties had not perfected their interests 

in a pool of copyrights the Company registered during roughly the last year.  To perfect a 

security interest in a registered copyright, a creditor must file with the U.S. Copyright Office.  

The Company discovered that The Bank of New York Mellon last perfected liens for the benefit 

of holders of the First Lien Notes (as defined below) on May 7, 2012, and for the benefit of the 

holders of the Second Lien Notes (as defined below) on July 5, 2012.  The Company further 

discovered that Royal Bank of Scotland, as former agent for the lenders under the First Lien 

Credit Facility Agreement, last perfected on March 23, 2012.  Since the time of these previous 

perfection filings, the Company has registered approximately 1,500 additional copyrights.5

Within the 90 days before the Petition Date, the Company understands that the agent for the 

lenders under the First Lien Credit Facility Agreement and the indenture trustees under the First 

Lien Notes Indenture and the Second Lien Notes Indenture perfected against a pool of the 

Debtors’ registered copyrights that previously had not been perfected against (the “Recently

Perfected Copyrights”). 

26. The Prepetition Secured Parties, however, have perfected security interests in all 

existing inventory created by the Company from the Recently Perfected Copyrights, and have the 

5  There also are approximately 14,000 copyrights that were perfected by the indenture trustees for the First Lien 
Notes and Second Lien Notes in 2012, but were not perfected by the agent under the First Lien Credit Facility 
Agreement until on or about May 22, 2013.  Under the governing intercreditor agreements, the Company does 
not believe that the timing of the perfection by the agent under the First Lien Credit Facility Agreement (i.e.,
within the 90-day preference period under section 547 of the Bankruptcy Code) will have any impact on 
recoveries for any creditor in these chapter 11 cases, and does not believe that any value from these copyrights 
will flow to second lien or unsecured creditors. 
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right to all proceeds from sales of inventory that already had been printed as of the Petition 

Date.  Given where the Company is in its sales cycle, it has a large volume of inventory on hand 

in preparation for the fall semester sales season. 

27. The Company has had extensive conversations with the advisors to the Prepetition 

Secured Parties and senior unsecured noteholders regarding perfection issues related to the 

Recently Perfected Copyrights.  The Debtors intend to continue to negotiate with their creditor 

constituents and with the creditors’ committee, when one is appointed, with the goal of reaching 

a consensus agreement on value in the near future.  Importantly, the Prepetition Secured Parties 

with first lien claims will have a very substantial unsecured deficiency claim, allowing them to 

recover a significant portion of whatever value is ultimately awarded to unsecured creditors.   

F. Negotiations with Creditors 

28. After the Company drew down the Unextended Revolver Facility and the 

Extended Revolver Facility in March 2013, certain of the holders (the “First Lien Holders”) of 

the Company’s first lien debt organized an ad hoc group (collectively, the “First Lien Group”)

to engage with the Company.  The First Lien Group is advised by Houlihan Lokey, as financial 

advisor, and Milbank, Tweed, Hadley & McCloy, as counsel (collectively, the “First Lien 

Advisors”).  In addition, JPM, the first lien agent, engaged Davis Polk & Wardwell and 

Blackstone and commenced discussions with the Company.  Other non-first lien creditors also 

commenced discussions with the Debtors and their advisors.  To permit frank and transparent 

discussions to the greatest extent possible, the members of the First Lien Group and certain other 

non-first lien creditors entered into non-disclosure agreements with the Company.  In the period 

leading up to the Petition Date, the parties and their advisors held multiple meetings to exchange 

information, facilitate diligence, answer questions, and discuss various restructuring issues.  In 

addition to information on the Company’s revised business plan and financial information, the 
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Company began the process of providing creditors and their advisors with information regarding 

unencumbered and unperfected assets so that each group could perform diligence and assess 

valuations.

29. After considerable arm’s-length negotiations, the Debtors and holders of over 

$2 billion of First Lien Claims (the “Consenting Holders”) reached a restructuring support 

agreement outlining a restructuring process and post-reorganization capital structure that is 

designed to de-lever the Company’s balance sheet and provide for an expedient emergence from 

chapter 11.  At the same time, it provides unsecured creditors with appropriate time to conduct 

diligence on, and discuss their conclusions regarding, among other things, the value of the three 

primary sources of potential recoveries for unsecured creditors.  The Debtors and the Consenting 

Holders memorialized their agreement by entering into a Restructuring Support Agreement 

(attached hereto as Exhibit C, the “RSA”), dated as of July 2, 2013.  Attached to the RSA are 

three term sheets (the “Term Sheets”): one principally regarding the terms of the restructuring 

plan, one regarding the terms of the potential exit financing, and one regarding the terms of 

certain post-reorganization governance and shareholders’ rights. 

30. The RSA contemplates, among other things, that unless and until the RSA is 

terminated in accordance with its terms, the Debtors and the Consenting Holders agree to support 

the restructuring envisioned in the Term Sheets, including the solicitation, confirmation, and 

consummation of the plan of reorganization contemplated therein and pursuant to the terms set 

forth in the RSA.  Subject to the terms of the RSA, the Consenting Holders have agreed that they 

will not directly or indirectly support any plan of reorganization or other transaction for any 
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Debtor other than the restructuring transaction contemplated by the RSA or take any action that 

is inconsistent with the RSA.6  The Debtors’ support obligations are subject to a fiduciary out. 

31. The Term Sheets provide, among other things:7

• a de-leveraged post-reorganization capital structure consisting of (i) a new 
first-out revolving credit facility of no less than $250 million and up to 
$400 million to be raised from third-parties on market terms and (ii) 
$1.5 billion of last-out first lien debt (subject to increase in certain 
circumstances discussed below);  

• holders of First Lien Secured Claims would receive their pro rata share of 
(1) 100% of the equity in the reorganized Debtors (subject to certain dilution), 
(2) excess cash (as defined in the Term Sheets), and (3) the new $1.5 billion 
term loan financing, which recovery can be replaced (subject to the terms of 
the RSA) with the cash proceeds of alternative debt financing, the principal 
amount of which is limited by the lesser of $1.75 billion or the amount of debt 
that can support interest expense of $150 million per year (excluding interest 
expense on the new revolving credit facility); 

• unsecured creditors (including the holders of first lien deficiency claims) 
would receive a recovery under the Plan on account of the Disputed Cash, 35 
percent of equity interests in the Debtors’ first-tier non-Debtor foreign 
subsidiary, the Recently Perfected Copyrights, and the equity interests owned 
by the Debtors in Hampton-Brown and CourseSmart, which distribution will 
vary based on which Debtor the unsecured claims are against and will be 
made in accordance with a priority waterfall that shall take into account all 
applicable priority principles of the Bankruptcy Code and other applicable 
law, including but not limited to subordination provisions and provisions in 
intercreditor agreements; 

• the terms of certain post-reorganization governance rights applicable to the 
holders of new equity (including rights to nominate directors);  

• the cancellation of existing equity interests other than intercompany equity 
interests; and 

• certain other customary terms and provisions. 

6  This summary is qualified in all respects by the terms of the RSA. 

7  This summary is qualified in all respects by the terms of the Term Sheet. 
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32. The RSA contemplates the Debtors’ complying with two major milestones.  First, 

the Debtors must file a plan, disclosure statement, and solicitation materials on or before 45 days 

following the Petition Date.  Second, the effective date of the plan must occur within 135 days of 

the Petition Date. 

33. Importantly, the RSA and Term Sheet do not address the value of the potential 

sources of recoveries for unsecured creditors.  The Debtors insisted on the ability to continue to 

discuss these issues with their key creditor constituents in the hopes of reaching a consensual 

agreement.  The Company will continue to work with representatives of the Secured Parties, 

representatives of unsecured creditors, the creditors’ committee (when appointed), and other 

stakeholders with the hope of reaching an expedient, consensual agreement on the reasonable 

value for these three primary sources of potential recoveries for unsecured creditors. 

34. Accordingly, to implement the process contemplated by the Term Sheet, the 

Debtors commenced these chapter 11 cases on the Petition Date.   

II. The Company’s Businesses 

35. The Company divides its operations into two main segments:  domestic and 

international.  For the nine months ended March 31, 2013, the domestic segment accounted for 

approximately 85 percent of the Company’s revenues, and the international segment accounted 

for the remaining approximately 15 percent of the Company’s revenues.  The Company’s 

customers include, among others, students, bookstores, academic libraries, major public libraries, 

and high schools across the country and around the world. 

36. As discussed further below, the Company also has two non-wholly owned joint 

ventures—Hampton Brown and CourseSmart. 
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A. Domestic

37. In the U.S., the Company operates in five principal markets:  two- and four-year 

college, research, K–12 school, career, and professional.

1. Two- and Four- Year College

38. The Company offers an array of print and digital materials and associated services 

to the two- and four-year college market, which is comprised of students, professors, and 

institutions of higher education (primarily colleges and universities).  The higher education 

system in the U.S. is the largest in the world with over 20 million students and 4,500 institutions, 

figures which have expanded over the last decade.  Many of the most well-known publishers 

compete with the Debtors in this space, including, for example, Pearson Education, Inc., 

McGraw-Hill Education, Inc., John Wiley & Sons, Inc., and Macmillan Publishers Ltd. 

39. In print, the Company publishes textbooks for all major academic disciplines and 

maintains leading positions in many major disciplines.  For example, the Company has leading 

market positions in the United States in many of the largest academic disciplines, including the 

number one position in each of anthropology, business, computer training, criminal justice, 

health, history, paralegal studies, philosophy, and social work, and the number two position in 

each of accounting, chemistry, education, foreign language, linguistics, mathematics, and 

psychology.

40. In digital format, the Company provides homework solutions with high quality 

content and interactive learning solutions and fully customized online course programs.  The 

Company is also developing a full suite of digital learning solutions called MindTap, designed to 

engage students and offer instructors choice and flexibility. 

41. The Company employs two sales teams to target the college market.  The first 

sales team focuses on securing adoptions—that is, selections by course instructors to use a 
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particular publisher’s materials.  The second sales team seeks out institutional sales 

opportunities, which are more complicated and time consuming, but often offer greater volume 

and value to the Company.  

42. Particularly with respect to the college market, the educational publishing market 

is highly seasonal.  As with most publishers of educational materials, the Company receives an 

out-sized proportion of its earnings during the academic year.  This seasonality affects the 

Company’s working capital requirements and overall financing needs such that it earns a cash 

surplus during the academic year but typically incurs a net cash deficit from operating activities 

outside the academic year. 

2. Research

43. Over time, the Company has aggregated the world’s largest online collection of 

magazines, journals, and newspapers, and now maintains one of the largest archives of unique 

primary-source special collections in the world.  In North America, substantially all of the 

reference collections of academic and public libraries contain one or more of the Company’s 

research products, which include the world’s largest collection of periodicals and one of the 

largest archives of primary source materials. 

44. Generally, research providers like the Company aim to sell specialized reference 

materials such as encyclopedias, directories, periodical databases, and primary-source 

collections.  The Company, however, also integrates this reference content in its academic 

products, making it the only producer of learning materials with access to proprietary content of 

this kind.  The Company sells directly to academic, corporate, and government libraries and 

indirectly via distributers, bookstores, wholesalers, and retailers worldwide, with most 

relationships managed via local or regional offices. 
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3. K–12 School

45. The domestic K–12 school market consists of approximately 55 million students.  

Publishers in this market, including Pearson Education, Inc., McGraw-Hill Education, Inc., and 

Houghton Mifflin Harcourt Publishing Company, aim primarily for state and local school district 

to adopt their materials.  In the U.S. K–12 school market, the Company focuses on disciplines 

with the most attractive growth fundamentals, in particular advanced placement and ELT, where 

the Company occupies strong market positions.  Consistent with that focus, in August 2011, the 

Company acquired Hampton Brown, the National Geographic Society’s digital and print school 

publishing unit, including its ELT products, elementary school level science curriculum, literacy 

and content publishing brand, National Geographic Explorer! Magazines, and the National 

Geographic Science series.8

4. Career

46. The career market is comprised primarily of students and colleges in the career-

oriented education system.  Career institutions typically purchase course materials directly and 

distribute them to all students, unlike the college market where individual professors choose and 

students purchase their own materials.  In the career market, the Company offers some of the 

most comprehensive collections of print, digital, and hybrid learning solutions for career studies 

across major disciplines.  In connection with these various products, the Company employs 

designated sales teams to focus on sales to the for-profit career colleges that make up the bulk of 

the market. 

47. Over the last twenty years, growth in the career market generally has outpaced 

that in the two- and four-year college market.  As with the college market, the Company’s main 

8  The Hampton Brown acquisition is discussed further below. 
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competitors in the career market are Pearson Education, Inc., McGraw-Hill Education, Inc., and 

John Wiley & Sons, Inc. 

5. Professional

48. Providers in the professional market typically seek to sell learning materials to 

students seeking job training, certification, or continuing professional education in schools or 

other programs.  This market encompasses a wide range of vocations, and the key players 

generally vary across different study areas.  The Company competes in a wide range of 

professional study disciplines, offering products like customized materials for employers to train 

their employees.  To assist in these efforts, the Company employs a direct sales force focused on 

employers, training programs, and professionals seeking additional training. 

B. International 

49. The second main segment of the Company’s operations is the international 

segment.  The needs and demands of various international markets can differ dramatically, but 

the general trend across the globe is expanding demand for learning products driven by 

population growth and rising living standards.  The Company, through certain non-Debtor 

international affiliates, serves higher education, vocational, K–12, reference, and ELT markets in 

select geographic areas throughout the world, with operations generally divided between the 

regions of Asia, Australia, Latin America, and Europe, Middle East, and Africa (EMEA).  For 

example, the Company, through a licensee, is the leading foreign educational publisher in China 

with a strong position in the Chinese ELT market.  To best tap these markets, the Company’s 

international businesses differ in their strategic focus based on prevailing local market demand 

for the Company’s products, and it employs a sales force located in 25 regional offices around 

the globe to take advantage of international growth dynamics. 
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C. Joint Ventures 

50. The Company owns equity interests in two domestic joint ventures:  Hampton 

Brown and CourseSmart.  First, on August 1, 2011, the Company acquired 100-percent of the 

controlling economic equity interests (i.e., 90 Class B units) in Hampton Brown from The 

National Geographic Society (“NGS”).  As part of the sale transaction, NGS negotiated to retain 

10 Class A units, which units do not entitle NGS to any control over the affairs of Hampton 

Brown and entitle NGS to distributions only upon dissolution of Hampton Brown (which 

distribution is capped at $8 million).  The 10 Class A units owned by NGS are subject to a call 

right exercisable by the Company and a put right exercisable by NGS, the terms of which are set 

forth in the purchase agreement.  Pursuant to the purchase agreement, (a) the Company may 

exercise its call right to purchase the remaining interest for $8 million plus 10-percent annual 

compounding interest accruing from August 1, 2012 and (b) the seller may exercise its put right 

to sell the remaining interest at $6.5 million, with such right becoming exercisable August 1, 

2013.  For the Company’s fiscal 2012, Hampton Brown contributed $74.4 million in revenue, or 

approximately 4 percent of the Company’s total revenues. 

51. Second, since February 28, 2007, the Company has been an equity holder in 

CourseSmart, a joint venture supported by the leading publishers in North American higher 

education for distribution of digital course materials.  The Company owns a 33.4-percent equity 

interest in CourseSmart, with equivalent voting control.  CourseSmart historically has relied on 

contributions from its members to fund its operations and does not represent a material portion of 

the Company’s revenues or earnings. 

D. Authors and Copyrights 

52. The Company’s leading market positions across disciplines and around the globe 

are, in part, a result of its long-term, successful relationships with recognized experts across 
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many fields to provide exclusive and authoritative content for the Company’s products.  Most of 

these collaborative relationships are direct, with the Company obtaining copyright ownership 

over materials produced by a given author.  Others consist primarily of long-term agreements 

with third party licensors for leading research materials and content.  The product of these 

relationships is further enhanced by the Company’s own workforce and their ability to develop 

pedagogically-sound content. 

53. Accordingly, substantially all of the Company’s proprietary publications and 

products are covered by tens of thousands of copyrights in the U.S., which copyrights are 

protected by virtue of treaties or conventions in most developed countries throughout the world.  

With respect to the underlying content in almost all cases, copyright ownership has been 

assigned to the Company by the original authors.  The Company also obtains significant content, 

materials, and technology through license arrangements with third party licensors. 

E. Organizational Structure 

54. An organizational chart illustrating the corporate structure of the Company is 

annexed to this declaration as Exhibit A.

55. The Company is majority-owned by Apax, which owns approximately 97 percent 

of the equity of Cengage Learning Holdings I, L.P.,9 which in turn owns 99.99 percent of the 

equity of Debtor Cengage Learning Holdings II, L.P (“CL Holdings II”).  Each of the other 

Debtors is a wholly-owned direct or indirect subsidiary of CL Holdings II.  The Company is 

managed by the directors and officers of Cengage Learning GP I LLC, the general partner and 

.01-percent equity holder of CL Holdings II. 

9  The balance of equity interests in Cengage Learning Holdings I, L.P. is owned by funds associated with 
OMERS Private Equity and members of the Company’s management. 
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56. Prior to February 28, 2013, the Company operated a division known as The Gale 

Group through distinct corporate entities:  (a) Gale Holdings I Inc., a wholly-owned direct 

subsidiary of CL Holdings II, and (b) The Gale Group Inc., a wholly-owned direct subsidiary of 

Gale Holdings I Inc.  On February 28, 2013, the Debtors merged these entities with Debtors 

Cengage Learning Acquisitions, Inc. (“CLA”) and Cengage Learning, Inc. (“CLI”), respectively, 

in a tax-free reorganization. 

57. As discussed above, the Company also owns equity interests in joint ventures 

Hampton Brown and CourseSmart. 

58. The Debtors’ international affiliates consist of direct or indirect, wholly-owned 

subsidiaries of CLA C.V.  Debtor CLA owns a 99.9-percent interest in CLA C.V., with the 

remaining 0.1-percent interest held by Cengage Learning Dutch-Co LLC, a wholly-owned 

subsidiary of CLA. 

F. The Debtors’ Prepetition Capital Structure. 

59. As of March 31, 2013, the Company reported approximately $4,679.0 million 

book value in total assets and approximately $6,469.0 million book value in total liabilities.  As 

of June 30, 2013, the Debtors have outstanding funded debt obligations in the aggregate principal 

amount of approximately $5,803.9 million, including the following: 

• approximately $3,867.9 million aggregate in principal amounts outstanding of first 
lien loans (the “First Lien Loans”) in five tranches, discussed below, with varying 
interest rates;10

• approximately $725.0 million in principal amount outstanding of 11.5% first lien 
notes (the “First Lien Notes”);11

10  The terms of the First Lien Loans are set forth that certain Credit Agreement, dated as of July 5, 2007, as 
amended by the Incremental Amendment, dated as of May 30, 2008, and the Amendment Agreement, dated as 
of April 10, 2012, among certain of the Debtors, JPMorgan Chase Bank, N.A. as administrative agent, and the 
other lenders party thereto (the “First Lien Credit Facility Agreement”).
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• approximately $13.3 million owed under certain of the Company’s swap agreements 
(the “Swaps”), discussed below, which amount is secured by a first lien security 
interest; 

• approximately $710.0 million in principal amount outstanding of 12% second lien 
notes (the “Second Lien Notes”);12

• approximately $292.1 million in principal amount outstanding of 10.5% senior 
unsecured notes (the “Senior Unsecured Notes”);13

• approximately $63.6 million in principal amount outstanding of 13.75% senior 
payment-in-kind notes (the “Senior PIK Notes”);14 and 

• approximately $132.0 million in principal amount outstanding of 13.25% senior 
subordinated discount notes (the “Senior Subordinated Discount Notes”).15

1. Secured Facilities

60. The Debtors’ first lien secured facilities consist of the First Lien Loans and the 

First Lien Notes, which rank pari passu.

61. The Debtors’ approximately $3,867.9 million outstanding indebtedness under the 

First Lien Loans consists of the following five tranches: 

11  The terms of the First Lien Notes are set forth in that certain Indenture, dated as of April 10, 2012, among 
Cengage Learning Acquisitions, Inc., the guarantors party thereto, and The Bank of New York Mellon, as 
trustee and collateral agent, providing for the issuance of 11.50% Senior Secured Notes due 2020 (the 
“First Lien Notes Indenture”). 

12  The terms of the Second Lien Notes are set forth in that certain Indenture, dated as of July 5, 2012, among 
Cengage Learning Acquisitions, Inc., the guarantors party thereto, and The Bank of New York Mellon, as 
trustee and collateral agent, providing for the issuance of 12.00% Senior Secured Second Lien Notes due 2019 
(the “Second Lien Notes Indenture”).

13  The terms of the Senior Unsecured Notes are set forth in that certain Indenture, dated as of July 5, 2007, among 
TL Acquisitions, Inc. (predecessor of Cengage Learning Acquisitions, Inc.), the guarantors party thereto, and 
The Bank of New York Mellon, as trustee, providing for the issuance of 10.50% Senior Notes due 2015 (the 
“Senior Unsecured Notes Indenture”). 

14  The terms of the Senior PIK Notes are set forth in that certain Indenture, dated as of October 31, 2008, among 
Cengage Learning Holdco, Inc., Cengage Learning Holdings II L.P., as guarantor, and Wells Fargo Bank 
National Association, as trustee, providing for the issuance of 13.75% Senior PIK Notes due 2015 (the “Senior 
PIK Notes Indenture”).

15  The terms of the Senior Subordinated Discount Notes are set forth in that certain Indenture, dated as of July 5, 
2007, among TL Acquisitions, Inc. (predecessor of Cengage Learning Acquisitions, Inc.), the guarantors party 
thereto, and The Bank of New York Mellon, as trustee, providing for the issuance of 13.25% Senior 
Subordinated Discount Notes due 2015 (the “Senior Subordinated Discount Notes Indenture”).
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• approximately $220.3 million outstanding under a revolving credit facility (the 
“Unextended Revolver Facility”) with an interest rate of LIBOR plus 2.75%, 
maturing July 5, 2013; 

• approximately $293.7 million outstanding under a revolving credit facility (the 
“Extended Revolver Facility”) with an interest rate of LIBOR plus 4.5%, maturing 
April 10, 2017; 

• approximately $1,519.1 million outstanding under a term loan facility (the 
“Unextended Term Loan Facility”) with an interest rate of LIBOR plus 2.25%, 
maturing July 5, 2014; 

• approximately $548.3 million outstanding under a term loan facility (the 
“Incremental Term Loan Facility”) with an interest rate of LIBOR plus 3.75% 
subject to a 3.75% LIBOR floor, also maturing July 5, 2014; and 

• approximately $1,286.5 million outstanding under a term loan facility (the “Extended
Term Loan Facility” and, collectively with the Unextended Term Loan Facility and 
the Incremental Term Loan Facility, the “Term Loan Facilities”) with an interest rate 
of LIBOR plus 5.50%, maturing July 5, 2017. 

62. The maturity dates for both the Extended Revolver Facility and the Extended 

Term Loan Facility are subject to springing conditions.  In general, these conditions provide that:  

(a) if specified principal amounts of certain of the Debtors’ other debt remain outstanding as of a 

specified date, the Extended Revolver Facility and the Extended Term Loan Facility mature on 

the specified date; or (b) if any of the Debtors’ other debt is refinanced and matures before 

July 9, 2017 (for the Extended Revolver Facility) or October 3, 2017 (for the Extended Term 

Loan), either or both (as applicable) of the Extended Revolver Facility and the Extended Term 

Loan will mature 91 days before the maturity of the refinanced debt.  Under these springing 

maturity provisions, the Extended Revolver Facility and the Extended Term Loan Facility could 

mature as early as April 5, 2014. 

63. All of the First Lien Loans are secured by a first priority security interest in 

substantially all of the Debtors’ assets, subject to certain exceptions discussed above (i.e., in the 

equity interests of the Debtors’ non-wholly owned domestic subsidiaries and 35 percent of the 
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equity interests of the Debtors’ top-tier foreign subsidiary, in the Disputed Cash, and in certain 

copyrights).  The First Lien Loans are guaranteed by each of the Debtors other than CLA, which 

is the borrower under the First Lien Loans.  The First Lien Credit Facility Agreement also 

provides for certain customary covenants, including with respect to financial reporting and the 

Debtors’ leverage ratio.

2. First Lien Notes

64. The First Lien Notes mature April 15, 2020, and the First Lien Notes Indenture 

provides for certain customary covenants, including with respect to financial reporting.  The First 

Lien Notes are secured with a pari passu first priority security interest in the same collateral 

package as the First Lien Loans, i.e., substantially all of the Debtors’ assets, subject to certain 

exceptions discussed above (i.e., in the equity interests of the Debtors’ non-wholly owned 

domestic subsidiaries and 35 percent of the equity interests of the Debtors’ top-tier foreign 

subsidiary, in the Disputed Cash, and in certain copyrights).  The First Lien Notes are guaranteed 

by each of the Debtors other than CLA, which is the issuer under the First Lien Notes Indenture.  

3. Swap Agreements

65. The Company is party to six Swaps, all of which are interest rate swaps that help 

the Company manage interest rate exposure by achieving a desirable proportion of variable and 

fixed rate debt.  The counterparties to the Swaps have the same collateral package as and rank 

pari passu with the holders of the First Lien Loans and First Lien Notes.  The notional amounts, 

counterparty, and other information regarding the Swaps are as follows: 

• $250 million subject to a Swap between CLA and Citibank N.A., dated as of April 
21, 2010; 

• $250 million subject to a Swap between CLA and Goldman Sachs Bank USA, 
guaranteed by The Goldman Sachs Group, Inc., dated as of April 16, 2010; 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



  26 

• $300 million subject to a Swap between CLA and UBS AG, London Branch, dated as 
of March 5, 2010; 

• $300 million subject to a Swap between CLA and The Royal Bank of Scotland plc, 
dated as of March 1, 2010; 

• $500 million subject to a Swap between CLA and UBS AG, London Branch, dated as 
of February 17, 2010; and 

• $500 million subject to a Swap between CLA and Morgan Stanley Capital Services 
Inc., dated as of March 19, 2010. 

The final payments under the Swaps in the aggregate amount of approximately $13.3 million 

were due on June 28, 2013.  The Company did not make these payments. 

4. Second Lien Notes

66. The Second Lien Notes mature June 30, 2019, and the Second Lien Notes 

Indenture provides for certain customary covenants, including with respect to financial reporting.  

The Second Lien Notes are secured with a second priority security interest in the same collateral 

package as the First Lien Facilities and are guaranteed by each of the Debtors except for CLA, 

which is the issuer under the Second Lien Notes Indenture. 

5. Intercreditor Agreements

67. Certain of the Debtors, the collateral agent under the First Lien Credit Facility 

Agreement, and representatives of the First Lien Holders are parties to that certain First Lien 

Intercreditor Agreement, dated as of April 10, 2012 (the “First Lien Intercreditor Agreement”).  

The First Lien Intercreditor Agreement governs certain of the respective rights and interests of 

the First Lien Holders relating to, among other things, their rights and the exercise of remedies in 

connection with an Event of Default (as defined in the First Lien Intercreditor Agreement) and in 

the event of a bankruptcy filing, including related enforcement and turnover provisions.  In 

particular, section 2.02 of the First Lien Intercreditor Agreement prohibits the First Lien Holders 

from contesting the perfection of any security interests asserted by any other First Lien Holders, 
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including with respect to the Company’s copyrights.16  This provision is relevant to these chapter 

11 cases due to the fact that until on or about May 22, 2013, security interests in approximately 

14,000 of the Company’s copyrights were perfected only by the indenture trustee for the First 

Lien Notes and Second Lien Notes.17

68. In addition, certain of the Debtors, representatives of the First Lien Holders, and 

the representative of the holders of the Second Lien Notes are parties to that certain Second Lien 

Intercreditor Agreement, dated as of July 5, 2012 (the “Second Lien Intercreditor Agreement”).  

The Second Lien Intercreditor Agreement governs certain of the respective rights and interests of 

the First Lien Holders and the holders of the Second Lien Notes relating to, among other things, 

their rights and the exercise of remedies in connection with an Event of Default (as defined in the 

Second Lien Intercreditor Agreement) and in the event of a bankruptcy filing, including related 

enforcement and turnover provisions. 

6. Unsecured Notes

69. The Debtors also have outstanding indebtedness in the form of three series of 

unsecured notes:  the Senior Unsecured Notes, the Senior PIK Notes, and the Senior 

Subordinated Discount Notes (collectively, the “Unsecured Notes”).  The Senior Unsecured 

Notes mature January 15, 2015; the Senior PIK Notes mature July 15, 2015; and the Senior 

Subordinated Discount Notes mature July 15, 2015. 

16  A substantially similar provision exists in section 2.03 of the Second Lien Intercreditor Agreement (as defined 
below), which prohibits the holders of the Second Lien Notes from challenging the perfection of any security 
interests asserted by First Lien Holders. 

17  These 14,000 copyrights were registered by the Company prior to July 2007. 
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70. The Senior Subordinated Discount Notes are contractually subordinated to the 

Debtors’ secured and senior indebtedness, including the First Lien Loan, the First Lien Notes, 

the Second Lien Notes, the Senior Unsecured Notes, and the Senior PIK Notes.

71. The Senior Unsecured Notes and the Senior PIK Notes contractually rank pari

passu; however, the Senior PIK Notes are structurally subordinate to the Senior Unsecured 

Notes.  The Senior PIK Notes were issued by Cengage Learning Holdco, Inc. (“CL Holdco”) and 

guaranteed by its parent company, CL Holdings II.  The Senior Unsecured Notes were issued by 

CL Holdco’s subsidiary, CLA, making the Senior PIK Notes structurally subordinate to the 

Senior Unsecured Notes. 

7. Intercompany Obligations

72. In addition to their debt obligations as described above, the Debtors have 

extended credit to certain of their international non-Debtor affiliates. Specifically, there are three 

term loans from CLA to CLA C.V. with an aggregate balance of approximately $777.0 million 

as of March 31, 2013.18  In addition, CLA has extended a revolving credit line to Cengage 

Learning Holdings B.V. that has a balance of $1.9 million as of March 31, 2013.  Finally, 

Cengage Learning, Inc. (“CLI”) has issued approximately $10.4 million in aggregate trade credit 

to various international affiliates.19

73. Domestically, the Debtors also are parties to various intercompany obligations 

with each other:  (a) CLA owes CLI approximately $55.1 million as of June 21, 2013 under an 

interest-bearing revolving credit line; (b) CLI owes CLA approximately $3,590.0 million as of 

18  Of these three loans, one is interest-bearing and has a balance of approximately $245.6 million as of March 31, 
2013.  

19  CLA also owes Cengage Learning Cooperatief, a foreign subsidiary, approximately $1,000.00 on account of an 
intercompany balance.  
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March 31, 2013 under four interest-bearing term loans; and CL Holdco owes CLA 

approximately $378.4 million as of March 31, 2013 under 26 non-interest-bearing term loans. 

G. Liquidity Hurdles 

74. As detailed above, the Company’s capital structure includes approximately 

$5.8 billion in outstanding funded indebtedness.  The cost of this debt burden—including over 

$400 million in interest expense in 2012—severely limited the Company’s profitability and 

liquidity available to fund operations.  Given the seasonality of the Company’s cash flows, these 

effects are strongest during the spring and summer months.  Moreover, the maturity of 

$222.0 million outstanding under the Unextended Revolver Facility on July 5, 2013 created a 

significant and immediate liquidity demand, particularly with over $2 billion under the 

Unextended Term Loan Facility and Incremental Term Loan Facility maturing just one year later 

on July 5, 2014. 

H. Jurisdiction 

75. The Debtors commenced these chapter 11 cases in the Eastern District of New 

York, which is the location of the principal assets of the Debtors’ top-tier holding company, CL 

Holdings II.  CL Holdings II’s primary asset is its equity interest in Debtor CL Holdco.  This 

equity interest is a certificated equity interest, which upon the Debtors’ information and belief 

has been physically located in the Eastern District of New York since at least January 1, 2013 

pursuant to the equity pledge under the First Lien Credit Facility Agreement. 

III. First Day Motions 

76. The Debtors have filed a number of First Day Motions seeking targeted relief 

intended to allow the Debtors to minimize the adverse effects of the commencement of the 

chapter 11 cases on their ongoing business operations.  The First Day Motions seek authority to, 

among other things, continue to pay employee compensation and benefits in order to maintain 
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morale and retention during this critical juncture, and ensure the continuation of the Company’s 

cash management systems and other business operations without interruption.  Court approval of 

the relief requested in the First Day Motions is essential to providing the Debtors with an 

opportunity to successfully meet their creditor obligations in a manner that benefits all of the 

Debtors’ constituents. 

77. I have reviewed each of the First Day Motions.  The facts and descriptions of the 

relief requested therein are detailed below and are true and correct to the best of my information 

and belief.  I believe that the relief sought in each of the First Day Motions is necessary:  it will 

allow the Company to maintain baseline operations following the commencement of these 

chapter 11 cases; it will enable the Company to operate in chapter 11 with minimal disruption to 

its business operations; and it will minimize any loss of the Company’s value.  I believe that if 

the Court grants the relief requested in the First Day Motions, the prospect of achieving these 

objectives—to the maximum benefit of the Debtors’ estates, creditors, and other parties in 

interest—will be substantially enhanced.  Accordingly, I believe that the Court should grant each 

of the First Day Motions. 

ADMINISTRATIVE MOTIONS

A. Debtors’ Motion for Entry of an Order Directing Joint Administration of 
Their Related Chapter 11 Cases (the “Joint Administration Motion”)

78. The Debtors request entry of an order directing joint administration of these 

chapter 11 cases for procedural purposes only.  The Debtors request that this Court maintain one 

file and one docket for all of the jointly administered cases under the case number assigned to 

Cengage Learning, Inc..

79. The Debtors operate as an integrated business with common ownership and 

control. Debtor Cengage Learning, Inc. is the direct or indirect subsidiary of each of the other 
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three Debtors. Additionally, each of the four affiliated Debtor entities is directly liable for, or a 

guarantor of, roughly $5.3 billion in secured funded debt obligations that the Debtors seek to 

restructure as part of these chapter 11 cases.  As a result, many of the motions, hearings, and 

orders that will arise in these cases will affect each and every Debtor.

80. The four Debtors in these chapter 11 cases are “affiliates” as that term is defined 

in section 101(2) of the Bankruptcy Code.  Joint administration of these chapter 11 cases will 

reduce fees and costs by avoiding duplicative filings, objections, and hearings, and will also 

allow the Office of the United States Trustee (the “U.S. Trustee”) and all parties in interest to 

monitor these chapter 11 cases with greater ease and efficiency.  Furthermore, joint 

administration will not adversely affect the Debtors’ respective constituencies because the 

motion requests only administrative, not substantive, consolidation of the Debtors’ estates.  

Therefore, I believe parties in interest will not be harmed by the relief requested, but, instead, 

will benefit from the cost savings associated with the joint administration of these chapter 11 

cases. 

81. Accordingly, on behalf of the Debtors, I respectfully submit that the Joint 

Administration Motion should be approved. 

B. Debtors’ Application for the Entry of an Order Authorizing the Employment 
and Retention of Donlin, Recano & Company, Inc. as Notice and Claims 
Agent Nunc Pro Tunc to the Petition Date (the “Donlin Recano Application”)

82. The Debtors believe that they may have more than 50,000 potential creditors.  To 

alleviate the heavy administrative burden of the clerk of the Court, the Debtors seek to retain 

Donlin, Recano & Company, Inc. (“Donlin Recano”) as notice and claims agent in these chapter 

11 cases.  It is my understanding the Donlin Recano has substantial experience in matters of this 

size and complexity and has acted as the official notice and claims agent in many large 

bankruptcy cases.  I believe that Donlin Recano is fully equipped to manage claims issues and 
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provide notice to creditors and other interested parties in these chapter 11 cases.  Therefore, on 

behalf of the Debtors, I respectfully submit that the Donlin Recano Application should be 

approved.

C. Debtors’ Motion for Entry of an Order (I) Granting Additional Time Within 
Which to File Schedules and Statements and (II) Authorizing Debtors to 
Mail Initial Notices and File Consolidated List of Creditors (Without Claim 
Amounts) in Lieu of a Matrix (the “Schedules & Statements Extension 
Motion”)

83. The Debtors request entry of an order (a) extending the deadline to file their 

schedules of assets and liabilities (the “Schedules”) and statements of financial affairs (the 

“Statements”) for an additional 31 days to a total of 45 days from the Petition Date, without 

prejudice to the Debtors’ ability to request additional time should it become necessary, and 

(b) authorizing the Debtors to mail initial notices through a notice and claims agent and file a 

consolidated list of creditors (without claim amounts) in lieu of a matrix. 

84. The complexity of the Debtors’ businesses, the relatively limited staff available to 

perform the required internal review of their financial records and affairs, the numerous critical 

operational matters that their accounting and legal personnel must address in the early days of 

these chapter 11 cases, the pressure incident to the commencement of these chapter 11 cases, and 

the fact that certain prepetition invoices have not yet been received or entered into their 

accounting systems provide ample cause justifying, if not necessitating, a 31-day extension of 

the deadline to file Schedules and Statements.  In addition, permitting the Debtors to focus their 

attention of their key accounting and legal personnel on critical operational and chapter 11 

compliance issues during the early days of these chapter 11 cases will help the Debtors make a 

smoother transition into chapter 11 and, therefore, ultimately will maximize the value of the 

Debtors’ estates for the benefit of creditors and all parties in interest.   
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85. As explained above, the Debtors are seeking to retain Donlin Recano as their 

notice and claims agent for these chapter 11 cases.  If such retention is approved, Donlin Recano 

will, among other things, (a) assist with the consolidation of the Debtors’ computer records into a 

creditor database and (b) complete the mailing of notices to the parties in such database.

86. Specifically, the Debtors propose that Donlin Recano undertake all mailings 

directed by the Court, the U.S. Trustee, or as required by the Bankruptcy Code,20 including, 

without limitation, the notice of commencement of these chapter 11 cases.  The Debtors believe 

that using Donlin Recano for this purpose will maximize efficiency in administering these cases 

and will ease administrative burdens that otherwise fall upon the Court and the U.S. Trustee.  

Additionally, Donlin Recano will assist the Debtors in preparing creditor lists and mailing initial 

notices.

87. Additionally, pursuant to the Schedules & Statements Extension Motion, the 

Debtors seek the authority to file a consolidated list of the Debtors’ creditors holding the 30 

largest unsecured claims.  After consultation with Donlin Recano, the Debtors believe that 

preparing the consolidated list will be sufficient to permit Donlin Recano to provide notice 

promptly to all applicable parties.  I believe that this process will maximize efficiency and 

accuracy and reduce costs.  Accordingly, on behalf of the Debtors, I submit that the Schedules & 

Statements Extension Motion should be approved. 

20 11 U.S.C. §§ 101–1532. 
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FINANCING MOTIONS

D. Debtors’ Motion for Interim and Final Orders (I) Authorizing the Use of 
Cash Collateral; (II) Granting Adequate Protection to Prepetition Secured 
Parties; and (III) Scheduling a Final Hearing (the “Cash Collateral Motion”)

88. The Debtors request entry of interim and final orders (i) authorizing the Debtors 

to use cash collateral on an interim basis, as described in more detail below; (ii) granting certain 

adequate protection to the Prepetition Secured Parties in connection with the use of cash 

collateral and any diminution in the value of the Prepetition Secured Parties’ interests in the 

prepetition collateral; and (iii) scheduling a final hearing on the motion.  Certain of the relief 

requested in the Cash Collateral Motion constitutes “Extraordinary Relief” within the meaning of 

the Court’s Administrative Order No. 565. 

89. The Debtors have set forth the material terms of the interim cash collateral order 

in compliance with the E.D.N.Y. Local Bankruptcy Rules in the Cash Collateral Motion. As 

further described in the Cash Collateral Motion, the Debtors require the immediate use of cash 

collateral to, among other things, fund payroll, working capital, capital expenditures, pre-

publication investment, and other general corporate expenses.  The Debtors seek to use cash 

collateral for these purposes, all in accordance with the thirteen-week budget, annexed to the 

interim order attached to the Cash Collateral Motion.  Additionally, pursuant to the proposed 

final order granting the Cash Collateral Motion, the Debtors seek to satisfy any costs and 

expenses of administering these chapter 11 cases first from unencumbered cash, second from the 

Disputed Cash, and third from cash collateral. 

90. Despite any unencumbered cash and the Disputed Cash, the Debtors will require 

the use of the revenue generated from the sale of inventory, which revenue will constitute cash 

collateral.  Absent the Debtors’ use of the cash collateral, the Debtors will not have sufficient 

working capital to carry on the operation of their businesses as a going concern throughout the 
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course of these chapter 11 cases, in accordance with prepetition practices.  In the absence of the 

use of cash collateral, the continued operation of the Debtors’ businesses would not be possible 

and I believe that immediate and irreparable harm to the Debtors and their estates would occur.

91. Moreover, while the Disputed Cash likely would be sufficient to operate the 

Debtors’ businesses for the first few months of the cases, the Debtors believe that it is important 

for equitable reasons to preserve the value of the Disputed Cash for potential recovery to 

unsecured parties.  Consequently, the use of cash collateral is critical to preserve and maintain 

the going concern value of the Debtors.  Indeed, the use of cash collateral will result in increased 

revenue and cash flow and administrative cost-savings for the Debtors and will enhance the 

prospects for a successful reorganization. 

92. For the reasons noted above, the Debtors have determined, in the exercise of their 

sound business judgment, that they require the use of cash collateral for the maintenance, 

preservation, and operation of their businesses; the expenses relating thereto; and the expenses of 

administering these estates.  Accordingly, on behalf of the Debtors, I respectfully submit that the 

Cash Collateral Motion should be granted. 

OPERATIONAL MOTIONS

E. Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing 
(A) Continued Use of Existing Cash Management System, (B) Maintenance 
of Existing Bank Accounts, (C) Continued Use of Existing Business Forms, 
and (D) Continued Use of Existing Investment Practices; and 
(II)(A) Granting Superpriority Administrative Expense Status to 
Postpetition Intercompany Claims and (B) Authorizing Continued 
Performance Under Certain Intercompany Arrangements and Historical 
Practices (the “Cash Management Motion”)

93. The Debtors request entry of interim and final orders (i) authorizing the Debtors 

(a) to continue to utilize their cash management system (the “Cash Management System”), 

(b) to maintain their bank accounts (the “Bank Accounts”), (c) to continue to use their existing 
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stock of business forms, and (d) to continue their investment practices and to continue to 

maintain their investments; and (ii) authorizing the Debtors (a) to grant superpriority 

administrative expense status for intercompany claims junior to the claims of the First Lien 

Secured Parties and (b) to continue to perform certain intercompany arrangements and historical 

practices.  The Cash Management Motion also requests that the Court authorize the Debtors’ and 

their non-Debtor affiliates’ banks (the “Banks”) to continue to maintain, service, and administer 

the Bank Accounts and to rely on the Debtors’ instructions with respect to clearing checks and 

otherwise administering the Bank Accounts.  Certain of the relief requested in the Cash 

Management Motion constitutes “Extraordinary Relief” within the meaning of the Court’s 

Administrative Order No. 565. 

94. In the ordinary course of business, the Debtors and their non-Debtor affiliates 

maintain an integrated Cash Management System, which provides well-established mechanisms 

for the collection, concentration, management, disbursement, and investment of funds from their 

operations.  I believe the Debtors’ continued use of the Cash Management System is critical to 

the success of these chapter 11 cases. 

95. The Cash Management System consists of 24 Bank Accounts and is used to 

receive incoming electronic payments, deposit checks, and make disbursements by check, 

automatic clearing house payment, or wire transfer in the ordinary course of business.  As part of 

this Cash Management System, the Debtors maintain certain investments (the “Investments”) 

with Federated Investors, Inc., including of the Disputed Cash, in accordance with their 

prepetition investment practices (the “Investment Practices”).   

96. I believe the Cash Management System is similar to those commonly employed 

by corporate enterprises comparable to the Debtors in size and complexity.  Indeed, it is my 
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understanding that large, multiple-entity businesses use such systems because of the benefits 

they provide, including the abilities to (a) quickly create status reports on the location and 

amount of funds, thereby allowing management to track and control corporate funds, (b) ensure 

cash availability, (c) redeploy funds within the system to where they are needed, and (d) reduce 

administrative expenses by facilitating the movement of funds.  I believe these controls are 

particularly important to the Debtors in light of the aggregate cash flows encompassed in the 

Cash Management System, including approximately $1.6 billion in receipts and $2.0 billion in 

disbursements (approximately $700 million of which represents debt-related payments) in the 

twelve month period ending May 31, 2013. 

97. In the ordinary course of business, the Debtors use a number of checks and other 

business forms.  To minimize expenses for their estates, the Debtors would like to continue to 

use all correspondence and business forms (including, but not limited to, letterhead, purchase 

orders, and invoices) as such forms were in existence immediately before the Petition Date—

without reference to the Debtors’ status as debtors in possession—rather than requiring the 

Debtors to incur the expense and delay of ordering entirely new business forms.  The Debtors 

will use their reasonable best efforts to cause their business forms to reflect their status as debtors 

in possession after the Petition Date.  I believe this process will minimize expense to the 

Debtors’ estates in connection with their business forms. 

98. Also in the ordinary course of business, the Debtors pay, honor, or allow the 

deduction from the applicable account of certain service charges and other fees, costs, and 

expenses required by the Banks (collectively, the “Banking Fees”).  The Debtors request that the 

Court authorize the Banks to continue to charge the Banking Fees to the Debtors.   I believe that 
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payment of the Banking Fees is necessary to ensure uninterrupted use of the Cash Management 

System and is therefore critical for the Debtors and their estates. 

99. Finally, various of the Debtors and their non-Debtor affiliates maintain business 

relationships with each other, resulting in intercompany receivables and payables (the 

“Intercompany Claims”) in the ordinary course of business.  Indeed, in connection with the daily 

operation of the Cash Management System (including transactions by subsidiaries without their 

own bank accounts), at any given time there may be Intercompany Claims owing between 

Debtors or between a Debtor and a non-Debtor affiliate in connection with the receipt and 

disbursement of funds and there may be recognitions of offsets between Debtors or between a 

Debtor and a non-Debtor affiliate (collectively, the “Intercompany Transactions”).  I believe the 

Intercompany Transactions are critical to ensuring that liquidity is available where and when 

needed by the Debtors and their non-Debtor affiliates. 

100. I believe that absent the requested relief, the Debtors would be unable to 

effectively maintain their financial operations, which would cause immediate and irreparable 

harm to the Debtors, their estates, creditors, and all parties in interest.  Accordingly, on behalf of 

the Debtors, I respectfully submit that the Cash Management Motion should be approved. 

F. Debtors’ Motion for Entry of Interim and Final Orders Authorizing, but not 
Directing, Payments of Prepetition (I) Wages, Salaries, and Other 
Compensation; (II) Reimbursable Employee Expenses, and (III) Employee 
Medical and Similar Benefits (the “Wages Motion”)

101. The Debtors request entry of interim and final orders authorizing the Debtors to 

pay prepetition wages, salaries, other compensation, reimbursable employee expenses, severance 

obligations (to the extent requested), and unpaid deductions and payroll taxes and to continue 

various employee benefits programs.  The Wages Motion also requests that the Court authorize 

and direct financial institutions to receive, process, honor, and pay checks presented for payment 
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and electronic payment requests relating to prepetition employee obligations.  Certain of the 

relief requested in the Wages Motion constitutes “Extraordinary Relief” within the meaning of 

the Court’s Administrative Order No. 565. 

102. As of the Petition Date, the Debtors employ approximately 4,200 employees in 

the United States (collectively, the “U.S. Employees”) and approximately 1,000 employees in 

other countries around the world (the “International Employees,” and together with the U.S. 

Employees, the “Employees”).21  Approximately 5,100 of the Employees are full-time 

employees and approximately 100 of the Employees are part-time employees. 

103. In addition to their Employees, the Debtors supplement their workforce by 

utilizing approximately 4,800 independent contractors (the “Independent Contractors”) annually 

that are vital to the creative content of the Debtors’ businesses.22

104. The Employees, Independent Contractors, and Temporary Employees 

(collectively, the “Debtors’ Workforce”) perform a variety of critical functions, including:  

purchasing and sales, software and product development, distribution and shipping, marketing, 

customer service and support, accounting, management, legal, technical services, and other 

related tasks.  The Debtors’ Workforce provides valuable skill sets, institutional knowledge, and 

an understanding of the Debtors’ operations and customer relations. 

105. Further, it is my understanding that the vast majority of the Debtors’ Workforce 

relies exclusively on compensation and benefits to pay daily living expenses and will be exposed 

to significant financial difficulties if the Debtors are not permitted to continue paying 

21  Because all of the Debtors are organized under the laws of the various states in the United States, and because 
none of the foreign affiliates are parties to these chapter 11 cases, unless otherwise noted herein, the Debtors 
have limited the description of their work force and benefits programs to their domestic operations.   

22  The Debtors also utilize temporary employees (the “Temporary Employees”) on an ad hoc basis to fulfill 
administrative, legal, and other functions outside of the creative content context.  The Temporary Employees, 
for the most part, are included within the Independent Contractors group.   
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compensation, providing benefits, and maintaining certain programs benefiting the Debtors’ 

Workforce.  Moreover, if the Debtors are unable to satisfy such obligations, I believe that 

Employee morale and loyalty will be jeopardized at a time when Employee support is most 

critical.   

106. I also believe that the Independent Contractors and Temporary Employees 

provide services, knowledge, and skills that are vital to the success of the Debtors’ businesses 

and that it is essential for the Debtors to honor all obligations owing to the Independent Contracts 

and Temporary Employees. 

107. If this authority is not granted and the Debtors are unable to pay their obligations 

to the Debtors’ Workforce, I believe the Debtors’ Workforce may be exposed to financial 

difficulty, experience weakened morale, and may even seek alternative employment 

opportunities, perhaps with the Debtors’ competitors.  I further believe that the Debtors’ 

Workforce is absolutely essential to the success of these chapter 11 cases and that ensuring their 

morale and loyalty will benefit all parties in interest.  Failure to do so could cause immediate and 

irreparable harm to the Debtors and their estates.  Accordingly, I respectfully submit that the 

Wages Motion should be approved. 

G. Debtors’ Motion for Entry of Interim and Final Orders Authorizing the 
Debtors to Continue to Honor Obligations to Customers in the Ordinary 
Course of Business and Honor Certain Prepetition Obligations Arising from 
Customer Programs and Practices (the “Customer Programs Motion”)

108. The Debtors request entry of interim and final orders authorizing the Debtors to 

maintain and administer customer programs (the “Customer Programs”) and honor prepetition 

obligations to customers related thereto in the ordinary course of business and in a manner 

consistent with past practice.  Certain of the relief requested in the Customer Programs Motion 
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constitutes “Extraordinary Relief” within the meaning of the Court’s Administrative Order 

No. 565. 

109. To maintain the loyalty and goodwill of their customers, in the ordinary course of 

business the Debtors use various Customer Programs to encourage new purchases, enhance 

customer satisfaction, sustain goodwill, and ensure the Debtors’ competitiveness.  The Debtors’ 

ability to honor their obligations under the Customer Programs in the ordinary course of business 

is necessary to retain their customer base and reputation for quality.  I believe that the relief 

requested in the Customer Programs Motion will pay dividends with respect to the long-term 

reorganization of the Debtors’ businesses—both because it will increase profits and because it 

will  engender goodwill, which is especially critical following the filing of these chapter 11 

cases.

110. I therefore believe that the relief requested in the Customer Programs Motion is in 

the best interests of the Debtors’ estates, their creditors, and all other parties in interest, and will 

enable the Debtors to continue to operate in the ordinary course without disruption.  I understand 

that the Debtors operate in a highly competitive market, and I am informed that their failure to 

maintain their Customer Programs would risk losing customers to their competitors.  Thus, 

discontinuing or not honoring their obligations under the Customer Programs could cause 

immediate and irreparable harm to the Debtors and their estates.  Accordingly, on behalf of the 

Debtors, I respectfully submit that the Customer Programs Motion should be approved. 
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H. Debtors’ Motion for Entry of Interim and Final Orders (I) Authorizing, But 
Not Directing, the Debtors to Pay Certain Prepetition Claims of Shippers, 
Warehousemen, and Lien Claimants and (II) Granting Administrative 
Expense Priority to All Undisputed Obligations for Goods Ordered 
Prepetition and Delivered Postpetition and Authorizing the Debtors to 
Satisfy Such Obligations in the Ordinary Course of Business (the “Shippers,
Warehousemen, and Lien Claimants Motion”)

111. The Debtors seek entry of interim and final orders authorizing the Debtors to pay, 

in their sole discretion, certain prepetition claims held by shippers, the warehouseman, and 

materialman’s lien claimants.  Certain of the relief requested in the Shippers, Warehousemen, 

and Lien Claimants Motion constitutes “Extraordinary Relief” within the meaning of the Court’s 

Administrative Order No. 565. 

112. I believe and have been advised that certain of the shippers and the 

warehouseman engaged by the Debtors have goods in their possession.  It is my understanding 

that the shippers and warehouseman, as bailees, may be entitled to adequate protection as holders 

of possessory liens on the goods in their possession.  I also believe that the Debtors routinely 

contract with third parties to maintain and fix equipment owned by the Debtors and renovate 

certain of the Debtors’ facilities.  I believe and have been advised that such providers could 

potentially assert state law statutory liens against the estates, including mechanic’s liens and 

materialman’s liens.  I further believe that in the days leading up to the Petition Date, the Debtors 

placed orders for goods in the ordinary course of business.  I believe and have been advised the 

vendors that sold those goods to the Debtors may have claims against the Debtors’ estates that 

are entitled to administrative expense priority under section 503(b)(9) of the Bankruptcy Code.  I 

further believe that, as of the Petition Date, the outstanding prepetition claims of the shippers, 

warehouseman, mechanics, contractors, and suppliers total approximately $2,845,000. 

113. I believe that the relief requested in the Shippers, Warehousemen, and Lien 

Claimants Motion is in the best interest of the Debtors’ estates, their creditors, and all other 
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parties in interest.  Indeed, because of the control and influence these parties have over certain of 

the Debtors’ assets and operations, failure to pay their claims would threaten immediate and 

irreparable harm to the Debtors and their estates.  I further believe that the relief sought in the 

Shippers, Warehousemen, and Lien Claimants Motion will not prejudice unsecured creditors, 

considering that the Debtors will only pay those claims that it believes, in its business judgment, 

are secured by valid liens or capable of being secured by perfecting liens in the Debtors’ 

property.  Accordingly, on behalf of the Debtors, I respectfully submit that the Shippers, 

Warehousemen, and Lien Claimants Motion should be approved. 

I. Debtors’ Motion for Entry of Interim and Final Orders Establishing 
Notification and Hearing Procedures for Transfers of, or Claims of 
Worthlessness With Respect to, Certain Equity Securities and for Related 
Relief (the “Equity Trading Motion”)

114. The Debtors request entry of interim and final orders (i) establishing notification 

and hearing procedures regarding the trading of, or declarations of worthlessness for federal or 

state tax purposes with respect to, equity securities of Debtor Cengage Learning Holdings II, L.P. 

(the “Equity Securities”) that must be complied with before trades or transfers of such securities 

or declarations of worthlessness become effective, and (ii) ordering that any purchase, sale, or 

other transfer of, or declaration of worthlessness with respect to the Equity Securities in violation 

of the procedures set forth below shall be void ab initio.  Certain of the relief requested in the 

Equity Trading Motion constitutes “Extraordinary Relief” within the meaning of the Court’s 

Administrative Order No. 565. 

115. I am informed that the Debtors have incurred, and are currently incurring, 

significant net operating losses (“NOLs”), amounting to approximately $965 million as of the 

Petition Date (including estimated NOLs of $735 million for the Debtors’ tax year ending June 

30, 2013) and translating to potential tax savings of approximately $294 million.   
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116. I believe that the Debtors’ NOLs are substantial and that any loss of the Debtors’ 

ability to utilize the NOLs could cause significant and irreparable damage to the estates and 

stakeholders in these chapter 11 cases.  If no restrictions on trading or worthlessness deductions 

are imposed by the Court, I am informed that such trading or deductions could severely limit or 

even eliminate the Debtors’ ability to use their NOLs, which are otherwise a highly valuable 

asset of the Debtors’ estates.  I further believe that granting the relief sought in the Equity 

Trading Motion on an interim basis is necessary to avoid an irrevocable loss of the NOLs and the 

immediate and irreparable harm that would be caused through the Debtors’ loss of their ability to 

offset taxable income in the future with the NOLs.  Accordingly, on behalf of the Debtors, I 

respectfully submit that the Equity Trading Motion should be approved. 

J. Debtors’ Motion for Entry of Interim and Final Orders Authorizing the 
Payments of Certain Prepetition Taxes and Fees (the “Taxes Motion”)

117. The Debtors request entry of interim and final orders authorizing, but not 

directing, the Debtors to pay certain prepetition taxes (the “Taxes”) and fees (the “Fees”) owed 

to certain taxing and governmental authorities (the “Authorities”) as they arise after the Petition 

Date.  The Taxes Motion also requests that the Court authorize and direct financial institutions to 

receive, process, honor, and pay checks presented for payment and electronic payment requests 

relating to prepetition Taxes and Fees, provided that there are sufficient good funds standing to 

the Debtors’ credit in the applicable accounts to make the payments.  Certain of the relief 

requested in the Taxes Motion constitutes “Extraordinary Relief” within the meaning of the 

Court’s Administrative Order No. 565. 

118. The Company incurs sales and use taxes, franchise, business, and similar taxes, 

real and personal property taxes, income taxes, foreign withholding taxes, and intellectual 

property fees payable to the Authorities in connection with its businesses.  As of the Petition 
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Date, I understand the Debtors estimate they owe approximately $4.5 million on account of 

prepetition Taxes and Fees.  Of this amount, I am informed that approximately $1.5 million will

come due during the first 21 days after the Petition Date.  

119. I believe the relief requested in the Taxes Motion is in the best interests of the 

Debtors’ estates, their creditors, and all other parties in interest.  It is my understanding that the 

Debtors must continue to pay the Taxes and Fees to continue operating in certain jurisdictions 

and to avoid costly distractions during these chapter 11 cases.  I am informed by the Debtors’ 

advisors that if the Debtors fail to pay the Taxes and Fees, the Authorities could suspend the 

Debtors’ operations, file liens, or seek to lift the automatic stay.  It is also my understanding that 

certain Authorities may take precipitous action against the Debtors’ directors and officers for 

unpaid Taxes and Fees, which would undoubtedly distract those key employees from their 

duties.  Thus, failure to pay the Taxes and Fees would lead to immediate and irreparable harm to 

the Debtors and their estates.  Accordingly, on behalf of the Debtors, I respectfully submit that 

the Taxes Motion should be approved. 

MOTIONS REQUESTING RELIEF AT A LATER HEARING 

K. Debtors’ Motion for Entry of an Order Authorizing Debtors to Pay Certain 
Prepetition Claims of Authors and Content Sources and Procedures Related 
Thereto (the “Authors & Content Motion”)

120. The Debtors request entry of an order (i) authorizing, but not directing, the 

Debtors to pay certain prepetition claims of the authors (the “Authors”) and other sources of 

content (the “Content Sources”), whom the Debtors rely on for content for their publications, 

and (ii) approving related procedures.  The Authors & Content Motion also requests that the 

Court authorize financial institutions to receive, process, honor, and pay checks presented for 

payment and electronic payment requests relating to prepetition obligations to the Authors and 
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Content Sources, provided that there are sufficient good funds standing to the Debtors’ credit in 

the applicable accounts to make the payments. 

121. It is my understanding and belief that content is the lifeblood of the Debtors’ 

business.  The Debtors rely on third parties to create a collection of content that is attractive to 

the Debtors’ various customers.  First, the Debtors rely on over 16,000 Authors with whom they 

have cultivated strong relationships to create the titles that comprise the Debtors’ catalogue of 

textbook products.  Second, the Debtors rely on the Content Sources to provide materials or 

services that:  (a) are integral to the development and use of the Authors’ content; (b) serve as the 

primary features of certain products; or (c) otherwise allow the Debtors to timely and cost-

effectively obtain vital content needed to produce products.  The Content Sources provide unique 

materials such as periodicals, artifacts, print and digital archives, software, and other licensed 

content, as well as services that are necessary to create and deliver the Debtors’ content to their 

target audiences.

122. The Debtors estimate that as of the Petition Date, there are approximately 16,000 

Authors who are owed approximately $80.4 million in prepetition amounts.  The Debtors 

estimate that the Content Sources are owed approximately $3 million in prepetition amounts.  

123. I believe the Debtors must maintain harmonious relationships with the Authors 

and the Content Sources to thrive in their lines of business.  I believe that failure to timely meet 

the Debtors’ payment obligations to the Authors and Content Sources will significantly disrupt 

the productive relationships the Debtors have with these parties, producing short-term and long-

term issues and causing harm to the Debtors and their estates.  Accordingly, on behalf of the 

Debtors, I respectfully submit that the Authors & Content Motion should be approved. 
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L. Debtors’ Motion for Entry of an Order Authorizing the Debtors to Continue 
Their Insurance Programs, Surety Bonds, and Related Practices (the 
“Insurance Motion”)

124. The Debtors request entry of an order authorizing, but not directing, the Debtors 

(i) to continue their prepetition insurance policies (the “Insurance Policies”) and surety bonds 

(the “Surety Bonds”) and honor obligations thereunder with their insurance carriers, insurance 

brokers (the “Insurance Brokers”), and Surety Bond counterparties, and (ii) to revise, extend, 

supplement, or change their insurance coverage by, among other things, entering into new 

insurance policies, renewing the current Insurance Policies or Surety Bonds, or purchasing new 

postpetition policies or bonds.  The Insurance Motion also requests that the Court authorize and 

direct financial institutions to receive, process, honor, and pay checks presented for payment and 

electronic payment requests relating to prepetition obligations related to the Insurance Policies, 

Insurance Brokers, or Surety Bonds, provided that there are sufficient good funds standing to the 

Debtors’ credit in the applicable accounts to make the payments. 

125. In the ordinary course of business, the Debtors utilize 18 Insurance Policies that 

are maintained and administered by several third-party insurance carriers.  These policies 

provide coverage for, among other things, (a) commercial general liability, (b) commercial 

automobile liability, (c) property liability, (d) commercial crime liability, (e) employment 

practices liability, (f) fiduciary liability, (g) errors and omissions liability, (h) directors and 

officers liability, (i) directors and officers excess liability, (j) commercial excess liability 

(umbrella), (k) workers’ compensation liability,23 and (l) business travel accident liability.

126. I am informed that the Debtors owe a fee to one of their Insurance Brokers for the 

period from July 1, 2013 to the Petition Date.  I am further informed that the Debtors do not owe 

23  The Debtors seek authority to continue to administer their prepetition insurance coverage policies and practices 
related to workers’ compensation pursuant to the Wages Motion.  
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any other amounts for prepetition obligations under the Insurance Policies or Surety Bonds or to 

the Insurance Brokers. 

127. I believe that failure to pay expenses related to the Insurance Policies, Insurance 

Brokers, or Surety Bonds may harm the Debtors’ estates and, therefore, all parties in interest.  

Specifically, it is my understanding that failure to pay such expenses may affect the Debtors’ 

ability to maintain its insurance coverage.  I believe that any lapse in insurance coverage would 

expose the Debtors’ estates and creditors to significant risk.  Accordingly, on behalf of the 

Debtors, I respectfully submit that the Insurance Motion should be approved. 

M. Debtors’ Motion for Entry of an Order Determining Adequate Assurance of 
Payment for Future Utility Services (the “Utilities Motion”)

128. The Debtors request entry of an order (a) determining that the Debtors’ utility 

providers (the “Utility Providers”) have been provided with adequate assurance of payment 

within the meaning of section 366 of the Bankruptcy Code, (b) approving the Debtors’ proposed 

adequate assurance, (c) prohibiting the Utility Providers from altering, refusing, or discontinuing 

services on account of prepetition amounts outstanding or on account of any perceived 

inadequacy of the Debtors’ proposed adequate assurance, and (d) determining that the Debtors 

are not required to provide any additional adequate assurance beyond what is proposed by this 

motion and the proposed adequate assurance procedures. 

129. In operating their businesses, I understand the Debtors use gas, electricity, water, 

waste disposal, telephone, internet, cable, and other services (collectively, the “Utility Services”)

provided by over 40 utility providers.  In the twelve-month period prior to the Petition Date, the 

Debtors paid an average of approximately $820,000 per month on account of Utility Services.  

The Debtors intend to pay all postpetition undisputed obligations owed to the Utility Providers in 
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a timely manner and anticipate that there will be sufficient funds available from cash on hand 

and cash from operations to permit them to do so. 

130. Furthermore, the Debtors propose to deposit $410,000 (the “Adequate Assurance 

Deposit”) into a newly-created, segregated, interest-bearing bank account within five business 

days of entry of the proposed order approving the Utilities Motion.  The Adequate Assurance 

Deposit represents an amount equal to the estimated aggregate cost paid to the Utility Providers 

for approximately two weeks of Utility Services.  I believe that the Adequate Assurance Deposit, 

in conjunction with the Debtors’ ability to pay for utilities services out of operational cash flow 

and liquidity provided by their cash on hand demonstrate the Debtors ability to pay for future 

utility services in the ordinary course of business and constitute sufficient adequate assurance to 

the Utility Providers. 

131. If any Utility Provider believes adequate assurance is required beyond the 

Proposed Adequate Assurance, the Debtors request that it be required to request such assurance 

pursuant to the procedures detailed in the Utilities Motion. 

132. I believe that uninterrupted Utility Services are essential to the Debtors’ ongoing 

business operations, and hence the overall success of these chapter 11 cases.  Should any 

Utility Provider refuse or discontinue service, even for a brief period, I believe the Debtors’ 

business operations could be severely disrupted, and such disruption would jeopardize the 

Debtors’ ability to manage their reorganization efforts.  Accordingly, on behalf of the Debtors, I 

respectfully submit that the Utilities Motion should be approved. 

[Remainder of page intentionally left blank.]
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Pursuant to 28 U.S.C. § 1746, I declare under penalty of perjury that the foregoing is true 

and correct to the best of my knowledge and belief. 

Brooklyn, New York /s/ Dean D. Durbin 
Dated:  July 2, 2013 Dean D. Durbin 
 Chief Financial Officer 
 Cengage Learning GP I LLC 
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Exhibit A

Organizational Structure Chart 

Cengage Learning 
Holdco, Inc.

(“CL Holdco”)

Cengage Learning
Acquisitions, Inc. 

(“CLA”)

Cengage Learning, Inc.
(“CLI”)

Cengage Learning 
Holdings II, L.P.

(“CL Holdings II”)

100%

100%

100%

International Affiliates 

33.4%*
The Hampton-Brown

Company LLC
(“Hampton Brown”)

CourseSmart LLC
(“CourseSmart”)

100%

Legend

Debtor

Non-Debtor

* National Geographic Society holds 10 
Class A units, which give it a 10 percent 
interest in dissolution payments but do not 
entitle it to any distributions of profits or 
voting control.  All other equity interests are 
held by Cengage Learning, Inc.
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Schedule 1

List of Committees Formed Before the Petition Date 

Before the Petition Date, the following entities formed an ad hoc committee of First Lien 
Holders (the “First Lien Committee”): 

First Lien Committee Member Advisors 

Certain lenders under the First Lien Credit Facility 
Agreement and certain holders of notes issued under the 
First Lien Notes Indenture 

Legal Counsel:
Milbank, Tweed, Hadley & McCloy LLP 
1 Chase Manhattan Plaza 
New York, NY 10005 
Attn: Dennis F. Dunne 

Financial Advisor:
Houlihan Lokey Capital, Inc. 
10250 Constellation Blvd. 
Los Angeles, CA 90067 
Attn: Irwin Gold

Before the Petition Date, the following entities formed an ad hoc committee of Second 
Lien Holders (the “Second Lien Committee”):

Second Lien Committee Member Advisors 

Certain holders of notes issued under the Second Lien 
Notes Indenture 

Legal Counsel:
Akin Gump Strauss Hauer & Feld LLP 
399 Park Ave. 
New York, NY 10022 
Attn: Ira S. Dizengoff 

Financial Advisor:
Perella Weinberg Partners LP 
767 Fifth Avenue 
New York, NY 10153 
Attn: Mike Kramer, Josh Scherer 
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Schedule 2

30 Largest Unsecured Claims 

Pursuant to Local Rule 1007-4(a)(v), the following provides information with respect to 
the holders of the 30 largest unsecured claims against the Debtors on a consolidated basis.  The 
information contained herein shall not constitute an admission of liability by, nor is it binding on, 
the Debtors.  The Debtors reserve all rights to assert that any debt or claim listed herein is a 
disputed claim or debt, and to challenge the priority, nature, amount or status of any such claim 
or debt. In the event of any inconsistencies between the summaries set forth below and the 
respective corporate and legal documents relating to such obligations, the descriptions in the 
corporate and legal documents shall control. The schedule estimates outstanding claim amounts 
as of June 29, 2013. 

Name of Creditor 
Complete mailing address, and 

employee, agents, or department 
familiar with claim 

Nature of claim 
(trade debt, bank 
loan, government 

contracts, etc.) 

Indicate if claim 
is contingent, 
unliquidated, 
disputed, or 

subject to set off 

Amount of claim 
(if secured, also 

state value of 
security) 

1

Wilimington Trust, 
National Association 

Wilimington Trust, National 
Association 
Attn: Julie Becker 
As Admin Agent : Senior Unsecured 
Notes 
50 South Sexth Street 
Minneapolis, MN  55402 
United States 

Phone: (612) 217-5628 

Senior
Unsecured Notes 

 $   292,104,000 

2

Bank of Oklahoma Bank of Oklahoma 
Attn: Mary P. Campbell 
As Admin Agent : Senior 
Subordinated Discount Notes 
One Williams Center 
Tulsa, OK  74172 
United States 

Phone: (918) 588-6111 

Senior
Subordinated 
Discounted 
Notes 

 $   131,963,000 

3

Wells Fargo Bank, 
National Association 

Wells Fargo Bank, National 
Association 
Attn: Raymond Delli Colli - Vice 
President 
As Admin Agent : Senior PIK Notes 
150 East 42Nd Street, 40Th Floor 
New York, NY  10017 
United States 

Phone: (917) 260-1534  
Fax: (917) 260-1593  
Email: 
Raymond.dellicolli@wellsfargo.com 

Senior PIK 
Notes 

 $     63,607,025 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



Name of Creditor 
Complete mailing address, and 

employee, agents, or department 
familiar with claim 

Nature of claim 
(trade debt, bank 
loan, government 

contracts, etc.) 

Indicate if claim 
is contingent, 
unliquidated, 
disputed, or 

subject to set off 

Amount of claim 
(if secured, also 

state value of 
security) 

4

RR Donnelley RR Donnelley 
Attn: Thomas J. Quinlan III - 
President and Chief Executive 
Officer
111 S Wacker Dr #3600  
Chicago, IL  60606 
United States 

Phone: (312) 326-8000 
Fax: (312) 326-8001 

Trade Payable Unliquidated  $       4,435,150 

5

The Booksource The Booksource 
Attn: Neil Jaffe - President 
1230 Macklind Ave.  
St. Louis, MO  63110 
United States 

Phone: (314) 647-0600 
Fax: (314) 647-6850 

Trade Payable Unliquidated  $       2,342,858 

6
N. Gregory Mankiw  Personal Information (Actual 

Information Provided to U.S. 
Trustee)

Royalties  $       1,618,249 

7

The Thomson 
Corporation 

The Thomson Corporation 
Attn: Deirdre Stanley - General 
Counsel & EVP 
Metro Center, One Station Place 
Stamford, CT  06902 
United States 

Phone: (203) 539-8000 
Fax: (203) 539-7779 

Tax
Indemnification 

Unliquidated, 
Contingent 

 $       1,460,000 

8

QA Info Tech Pvt Ltd QA Info Tech Pvt Ltd 
Attn: Mukesh Sharma - Chief 
Executive Officer 
B-8, Sector 59  
Noida, U.P.  201301 
India 

Phone: 91 12 0429 4329 
Fax: 91 12 0258 1692 

Trade Payable  $       1,027,303 

9

National Geographic 
Society

National Geographic Society 
Attn: John M. Fahey, Jr. - President 
and Chief Executive Officer 
1145 17th Street N.W 
Washington, DC  20036-4688 
United States 

Phone: (202) 857-7000 
Fax: (202) 857-7741 

Trade Payable, 
Royalties 

 $          697,231 
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Name of Creditor 
Complete mailing address, and 

employee, agents, or department 
familiar with claim 

Nature of claim 
(trade debt, bank 
loan, government 

contracts, etc.) 

Indicate if claim 
is contingent, 
unliquidated, 
disputed, or 

subject to set off 

Amount of claim 
(if secured, also 

state value of 
security) 

10

Arvato Digital 
Services LLC 

Arvato Digital Services LLC 
Attn: Frank Schirrmeister - Chief 
Executive Officer, North America 
29011 Commerce Center Dr 
Valencia, CA  91355 
United States 

Phone: (661) 702-2789 
Fax: (661) 702-2841 

Trade Payable Unliquidated  $          669,042 

11
Jackson J. Spielvogel  Personal Information (Actual 

Information Provided to U.S. 
Trustee)

Royalties  $          626,676 

12

Compro 
Technologies Private 
Limited 

Compro Technologies Private 
Limited 
Attn: Kanwarjit Singh Chadha - 
Managing Director 
LSC Uday Park, Khel Gaon Marg 
New Delhi , 110049 
India 

Phone: 91 11 4201 1900 
Fax: 91 11 2652 7016 

Trade Payable  $          624,000 

13

Teaching Strategies  Teaching Strategies  
Attn: Grant Davies - Chief Executive 
Officer
7101 Wisconsin Ave 
Bethesda, MD  20814 
United States 

Phone: (301) 634-0818 
Fax: (301) 634-0825 

Royalties  $          580,505 

14

West Group West Group 
Attn: Peter Warwick - President and 
Chief Executive Officer 
610 Opperman Drive 
Eagan, MN  55123 
United States 

Phone: (651) 687-7000 
Fax: (651) 687-5642 

Trade Payable Unliquidated  $          570,181 

15

Lindenmeyr Lindenmeyr 
Attn: Robert G. McBride - Executive 
Vice President 
Three Manhattanville Road 
Purchase, NY  10577 
United States 

Phone: (914) 696-9300 
Fax: (914) 696-1066 

Trade Payable  $          565,568 
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16

Hollister Associates Hollister Associates 
Attn: Kip Hollister - Chief Executive 
Officer
75 State Street Floor 9 
Boston, MA  02109-1822  
United States 

Phone: (617) 654-0200   
Fax: (617) 695-3807  

Trade Payable  $          534,536 

17
Carl S. Warren  Personal Information (Actual 

Information Provided to U.S. 
Trustee)

Royalties  $          489,509 

18

Eugene F. Brigham 
Trustee

Eugene F. Brigham Trustee  
585 Country Club Dr 
Highlands, NC  27587 
United States 

Phone: (828) 526-4883 

Royalties  $          473,918 

19
David Nunan  Personal Information (Actual 

Information Provided to U.S. 
Trustee)

Royalties  $          472,856 

20

IXL Learning  IXL Learning  
Attn: Paul Mishkin - Chief Executive 
Officer
777 Mariners Island Blvd, Suite 600 
San Mateo, CA  94404 
United States 

Phone: (650) 372-4040 
Fax: (650) 372-4301  

Royalties  $          447,808 

21

Von Hoffmann 
Corporation 

Von Hoffmann Corporation 
Attn: Michael L. Bailey  - Chief 
Executive Officer 
1714 Deer Tracks Trails 
St. Louis, MO  63131 
United States 

Phone: (314) 966-0909 
Fax: (314) 966-0910 

Trade Payable Unliquidated  $          445,624 

22

Cincinnati Bell Tech 
Solutions 

Cincinnati Bell Tech Solutions 
Attn: John Burns - President and 
General Manager 
4600 Montgomery Road Suite 400 
Cincinnati, OH  45212 
United States 

Phone: (513) 841-2287 
Fax: (513) 841-5072 

Trade Payable  $          436,663 

Case 1-13-44106-ess    Doc 553    Filed 10/03/13    Entered 10/03/13 23:14:11



Name of Creditor 
Complete mailing address, and 

employee, agents, or department 
familiar with claim 

Nature of claim 
(trade debt, bank 
loan, government 

contracts, etc.) 

Indicate if claim 
is contingent, 
unliquidated, 
disputed, or 

subject to set off 

Amount of claim 
(if secured, also 

state value of 
security) 

23
John C. Kotz  Personal Information (Actual 

Information Provided to U.S. 
Trustee)

Royalties  $          428,352 

24

China Translation & 
Printing SVC 

China Translation & Printing SVC 
Attn: Peter Po-Tak Tse - Chief 
Executive Officer  
6/F Reliance, Manufactory Building 
24 
Wong Chuk Hang Road  
Aberdeen,   523771 
Hong Kong 

Phone: (852) 2873-1823 
Fax: (852) 2873-6510 

Trade Payable Unliquidated  $          419,200 

25

First Advantage 
Talent Management 

First Advantage Talent Management 
Attn: Mark Parise - Chief Executive 
Officer
1100 Alderman Drive 
Alpharetta, GA  30005 
United States 

Phone: (866) 400-3238 

Trade Payable  $          419,050 

26

Pearson Education 
Australia 

Pearson Education Australia 
Attn: David Barnett - Chief 
Executive Officer  
Level 3/ 14 Aquatic Drive 
French Forest, NSW,   2086 
Australia 

Phone: (02) 9454-2200 
Fax: (02) 9453-0089 

Trade Payable Unliquidated  $          416,076 

27

Globus Printing 
Company Inc 

Globus Printing Company Inc 
Attn: Dennis Schmiesing - President 
One Executive Pkwy 
Minster, OH  45865 
United States 

Phone: (419) 628-2381  
Fax: (419) 628-3105 

Trade Payable Unliquidated  $          392,748 

28

Silverbull Software Silverbull Software 
Attn: Chief Executive Office 
406 Farmington Ave 
Farmington, CT  06032 
United States 

Phone: (860) 292-0874 
Fax: (866) 234-6525 

Trade Payable  $          389,951 
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29

Larson Texts Inc. Larson Texts Inc. 
Attn: Robert S. O'Neil - President 
and Chief Executive Officer 
1762 Norcross Rd 
Erie, PA  16510 
United States 

Phone: (814) 824-6365 
Fax: (814) 824-6377 

Contractual 
Agreement 

Unliquidated  Undetermined 

30
Gary B. Shelly Personal Information (Actual 

Information Provided to U.S. 
Trustee)

Contractual 
Agreement 

Contingent 
Unliquidated 

 Undetermined 
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Schedule 3

5 Largest Secured Claims

 Pursuant to Local Rule 1007-4(a)(vi), the following table lists the creditors holding, as of 
the Petition Date, the only non-contingent secured claims against the Debtors, on a consolidated 
basis.  In addition to the parties listed below, the Debtors may have unliquidated and/or 
contingent claims against them as a result of parties asserting a security interest against the 
Debtors’ assets, such as through UCC filings.  Such parties are not included below. 

 The information contained herein shall not constitute an admission of liability by, nor is it 
binding on, the Debtors.  The Debtors reserve all rights to assert that any debt or claim listed 
herein is a disputed claim or debt, and to challenge the priority, nature, amount or status of any 
such claim or debt. The descriptions of the collateral securing the underlying obligations are 
intended only as brief summaries.  In the event of any inconsistencies between the summaries set 
forth below and the respective corporate and legal documents relating to such obligations, the 
descriptions in the corporate and legal documents shall control.   

Creditor Contact Information Amount of 
Claim as of 
July 1, 2013 

Description and 
Estimated Value of 

Collateral 

JPMorgan Chase Bank, N.A., as 
Administrative Agent and 
Collateral Agent 

383 Madison Ave. 
New York, NY 10179 
Attn: Spencer Y. Liu 

$ 3,880.6 million Most of the Debtors’ 
assets, with certain 
exceptions—value 
unknown. 

The Bank of New York Mellon, 
as Trustee and Collateral Agent 

101 Barclay St., Fl. 8W 
New York, NY 10286 
Attn: Mary Miselis 

$ 742.6 million Most of the Debtors’ 
assets, with certain 
exceptions—value 
unknown. 

CSC Trust Company of 
Delaware 

2711 Centerville Rd., Ste. 220 
Wilmington, DE 19808 
Attn: Sandra E. Horwitz 

$ 752.7 million Most of the Debtors’ 
assets, with certain 
exceptions—value 
unknown. 
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Schedule 4

Summary of Debtors’ Assets and Liabilities 

 The following financial data (unaudited) is the latest available information and reflects 
the Debtors’ financial condition, as consolidated with their domestic and international affiliates, 
as of March 31, 2013.  The following financial data shall not constitute an admission of liability 
by the Debtors.  The Debtors reserve all rights to assert that any debt or claim listed herein as 
liquidated or fixed is in fact a disputed claim or debt. The Debtors reserve all rights to challenge 
the priority, nature, amount, or status of any claim or debt. 

Total Assets (Book Value): $ 4,678.9 million 
Total Liabilities: $ 6,468.9 million1

1 In addition to the Debtors’ obligations arising under the First Lien Credit Facility, First Lien Notes Indenture, 
Second Lien Notes Indenture, Senior Unsecured Notes Indenture, Senior PIK Notes Indenture, Senior 
Subordinated Discount Notes Indenture, and outstanding trade debt, the total liabilities listed herein include 
amounts owed on account of certain non-trade items, such as intercompany balances and tax liabilities.    
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Schedule 5

Debtors’ Publicly Held Securities  

 As of the Petition Date, the record holders of the Debtors’ publicly held securities are as 
follows: 

• the record holder of the First Lien Notes is The Bank of New York Mellon, as trustee; 
• the record holder of the Second Lien Notes is CSC Trust Company of Delaware, as 

trustee; 
• the record holder of the Senior Unsecured Notes is Wilmington Trust Company, as 

trustee; 
• the record holder of the Senior Subordinated Discount Notes is BOKF, NA, d/b/a 

Bank of Oklahoma, as trustee; and 
• the record holder of the Senior PIK Notes is Wells Fargo Bank, National Association, 

as trustee. 
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Schedule 6

Property Not in the Debtors’ Custody 

 In the ordinary course of business, property of the Debtors is likely to be in the 
possession of various third parties, including, suppliers, maintenance providers, shippers, 
common carriers, custodians, public officers, or escrow or other agents.  Through these 
arrangements, the Debtors’ ownership interest is not affected.  In light of the movement of this 
property, providing a comprehensive list of the persons or entities in possession of the property, 
their addresses and telephone numbers, and the location of any court proceeding affecting such 
property would generally be impractical.  Below, the Debtors have provided information for the 
entity holding for the most significant portions of the Debtors’ assets not in the Debtors’ custody. 

Entity Contact Information Relationship to Debtors 

Verst Group Logistics, Inc. 300 Shorland Dr. 
Walton, KY 41094 
Tel: (859) 485-1212 

Owner and manager of a facility leased 
by the Debtors to store excess inventory. 
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Schedule 7

Debtors’ Owned or Leased Real Property 

Debtor Property Address Owned  / Leased 

Cengage  Learning, Inc.  1 North State Street 
Chicago, IL  60602 

Leased

Cengage Learning, Inc. and 
Cengage Learning Acquisitions, Inc. 

10 & 20 Channel Center Street 
Boston, MA  02210 

Leased

Cengage Learning, Inc. 10 Water Street 
Waterville, ME  04901 

Leased

Cengage Learning, Inc. and 
Cengage Learning Acquisitions, 
Inc., guaranteed by Cengage 
Learning Holdings II, L.P. 

10650 Toebben Drive 
Independence, KY  41051 

Leased

Cengage Learning, Inc. 1115 Broadway 
New York, NY  10010 

Leased (license agreement) 

Cengage Learning, Inc. 20 Davis Drive 
Belmont, CA  94002 

Leased

Cengage Learning, Inc. 321 Research Parkway 
Meriden, CT  06450 

Leased

Cengage Learning, Inc. 40880-B County Center Drive 
Temecula, CA  92591 

Leased

Cengage Learning, Inc. 500 Office Center Drive 
Fort Washington, PA  19034 

Leased (executive office suite) 

Cengage Learning, Inc., guaranteed 
by Cengage Learning Holdings II, 
L.P.

5191 Natorp Blvd., Suite 600 
Mason, OH  45040 

Leased

Cengage Learning, Inc. 75 Greene Street 
New York, NY  10012 

Leased

Cengage Learning, Inc. 1125 17th Street NW 
Washington, DC  20036 

Leased (sublease) 

Cengage Learning, Inc. 25-35 Thomson Place 
Boston, MA  02210 

Leased

Cengage Learning, Inc. 2640 Eagan Woods Drive 
Eagan, MN  55121 

Leased

Cengage Learning, Inc. 3100 Cumberland Boulevard, SE 
Atlanta, GA  30339 

Leased

Cengage Learning, Inc. and 
Cengage Learning Holdings II L.P. 

3701 Kirby Drive 
Houston, TX  77098 

Leased

Cengage Learning, Inc., guaranteed 
by Cengage Learning Holdings II, 
L.P.

5 Maxwell Drive 
Clifton Park, NY  12065 

Leased

Cengage Learning, Inc. and 
Cengage Learning Holdings II L.P. 

500 W. 7th Street 
Fort Worth, TX  76102 

Leased (sublease) 
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Debtor Property Address Owned  / Leased 

Cengage Learning, Inc. 200 First Stamford Place 
Stamford, CT  06902 

Leased

Cengage Learning, Inc. 104 Willowbrook Lane, 
West Chester, PA 19382 

Leased

Cengage Learning, Inc. 12 Lunar Drive 
Woodbridge, CT  06525 

Owned

Cengage Learning, Inc. 27500 Drake Road 
Farmington Hills, MI  48331 

Owned

Cengage Learning, Inc. 6 & 8 Davis Drive 
Belmont, CA  94002 

Owned

Cengage Learning, Inc. 10 Davis Drive 
Belmont, CA  94002 

Owned
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Schedule 8

Location of Debtors’ Substantial Assets and Books and Records 

 Pursuant to E.D.N.Y. LBR 1007-4(a)(xi), the following lists the locations of the Debtors’ 
substantial assets, the location of their books and records, and the nature, location, and value of 
any assets held by the Debtors outside the territorial limits of the United States. 

Location of Debtors’ Substantial Assets 

 The Debtors believe that their substantial assets are located at the following locations:  

Location of Debtors’ Substantial Assets 

20 Davis Drive 
Belmont, CA  94002 

6 & 8 Davis Drive 
Belmont, CA  94002 

10 Davis Drive 
Belmont, CA  94002 

10 & 20 Channel Center Street 
Boston, MA  02210 

25-35 Thomson Place 
Boston, MA  02210 

1 North State Street 
Chicago, IL  60602 

5 Maxwell Drive 
Clifton Park, NY  12065 

27500 Drake Road 
Farmington Hills, MI  48331 

500 W. 7th Street 
Fort Worth, TX  76102 

10650 Toebben Drive 
Independence, KY  41051 

5191 Natorp Blvd., Suite 600 
Mason, OH  45040 

200 First Stamford Place 
Stamford, CT  06902 

40880-B County Center Drive 
Temecula, CA  92591 

12 Lunar Drive 
Woodbridge, CT  06525 
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Books and Records 

 The Debtors’ books and records are located at their corporate headquarters at 200 First 
Stamford Place, 4th Floor, Stamford, Connecticut 06902.  

Debtors’ Assets Outside the United States 

 Debtor Cengage Learning Acquisitions, Inc. owns equity interests in two foreign 
subsidiaries and is the indirect parent of the Company’s various, non-Debtor international 
affiliates.  The Debtors do not directly own any assets outside the U.S. of material value to the 
Debtors’ estates. 
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Pending Litigation 

Case Name/Dispute Counterparty Nature of Dispute Status 

Book Dog Books v. Cengage Learning, Inc. & 
Pearson Education, Inc. 

Breach of Contract Claim Pending 

Nord Deutsche Verlags GmbH v. Cengage Learning, 
Inc. & The Gale Group Inc. 

Trademark Cancellation Pending 

In re Literary Works in Electronic Databases 
Copyright Litigation 

Copyright Infringement Pending 

Robert Bagg, et al. v. Cengage Learning, Inc., et al. Violation of Advertising/Consumer 
Laws 

Pending 

ePAC Technologies, Inc. Breach of Contract Claim Pending 
(Mediation) 

Berkshire Publishing Copyright Infringement Threatened 

Photographers & Photo Agencies Breach of License Threatened 

Annette M. Abbott Patent Infringement Threatened 
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Summary of the Debtors’ Officers & Senior Management 

Michael Hansen has served as the Chief Executive Officer of the Company since September 17, 
2012.  Since 2008, Mr. Hansen had served as CEO of Elsevier Health Sciences, a unit of Reed 
Elsevier.  From 2006-2008, he was President and CEO of Harcourt Assessment, the education 
arm of Reed Elsevier, where he led a successful turnaround and sale of the business.  Before 
Reed Elsevier, Mr. Hansen was Executive Vice President, Operational Excellence at 
Bertelsmann, where he led a group-wide performance improvement initiative.  He began his 
career with Boston Consulting Group where he was a partner and co-chairman of their 
e-Business and Media practice. 

Dean D. Durbin has served as Chief Financial Officer of the Company since July 27, 2009.  
Prior to joining Cengage Learning, Mr. Durbin served as Chief Financial and Chief Operating 
Officer of American Media, Inc., a publisher and distributor of newspapers and magazines.  Prior 
to joining American Media, Inc. in 2008, over a 10-year period, he served as Chief Financial 
Officer, President, and Chief Operating Officer and, in his last year, as President and Chief 
Executive Officer of Vertis Communications, Inc., a marketing services company.  Earlier, Mr. 
Durbin served as Vice President and Chief Financial Officer for Thomson Professional 
Publishing, a division of Thomson Reuters Corporation from 1995-1997.  Mr. Durbin started his 
career at the McGraw-Hill Companies where in his 20 years of service he advanced through a 
variety of senior financial management positions in the company’s publishing and information 
services divisions.  Mr. Durbin graduated from St. Francis University in 1974 with a B.S. in 
Accounting.

Kenneth Carson served as General Counsel of Thomson Learning beginning in 2001 and has 
served as General Counsel of Cengage Learning since consummation of the acquisition by the 
Sponsors in July 2007.  At the industry level, Mr. Carson is the Chairman of the Association of 
American Publishers’ Copyright Committee.  From 1998 to 2001, Mr. Carson served as 
Assistant General Counsel for Thomson Reuters Corporation. From 1994 to 1998, Mr. Carson 
worked as Associate General Counsel for Thomson Reuters Corporation.  From 1989 to 1994, 
Mr. Carson was Assistant General Counsel at Macmillan Publishing Co., Inc.  He received his 
law degree from the University of Maryland. 

James Donohue has served as Executive Vice President, Chief Product Officer of the Company 
since January 2013.  Prior to joining Cengage Learning, Mr. Donohue served as Managing 
Director of the Global Clinical Reference group at Elsevier Health Sciences.  Mr. Donohue 
began working at Elsevier in 2006 as Managing Director for Science and Technology Books and 
then as the Senior Vice President and General Manager of MD Consult.  Mr. Donohue holds a 
B.A. Honors in Political Science and Rhetoric from the University of Arizona, and an M.A. in 
Rhetoric and Public Address from the University of Iowa. 

David Faiman has served as the Senior Vice President, Chief Accounting Officer for Cengage 
Learning since 2009.  Mr. Faiman had been the Senior Vice President of Finance and 
Accounting of Cengage Learning since the consummation of the acquisition by the Sponsors in 
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July 2007 and of Thomson Learning since January 2007.  He became Senior Vice President of 
Finance and Accounting after acting in such capacity during 2006.  Prior to that, he held the 
position of Vice President, Finance and Assistant Controller of Thomson Learning.  From 2004 
to 2006, Mr. Faiman served as Assistant Controller.  From 2003 to 2004, Mr. Faiman worked as 
Director of Financial Reporting for CIGNA Corporation.  From 1995 to 2003, Mr. Faiman 
worked at PricewaterhouseCoopers LLP in the assurance and business advisory practice.  He 
received his B.S. in Business Administration from the University of Connecticut. 

Mark Howe was appointed Executive Vice President of Human Resources for Cengage 
Learning in August 2012.  Prior to his current role, Mr. Howe served as Senior Vice President of 
Human Resources at Cengage Learning for five years.  From 1998 to 2007, Mr. Howe served as 
Vice President and then Senior Vice President of Thomson Learning.  Earlier in his career, Mr. 
Howe was Director, Human Resources with Matthew Bender & Co. (a subsidiary of Reed 
Elsevier) from 1989 to 1998, and Human Resources Systems Supervisor with Avon Products, 
Inc. from 1986 to 1988.  Mr. Howe holds an M.B.A. in Human Resources Information Systems 
from the State University of New York at Albany and a B.S. in Business Administration from 
Cornell University. 

George Moore has served as the Chief Technology Officer for the Company since December 
2012.  Prior to joining Cengage Learning, Mr. Moore served as Chief Technology Officer of 
Elsevier Health Science, and also was Senior Vice President of Product Development for 
Thomson Reuter's Healthcare organization.  In addition, Mr. Moore served as Vice President of 
Product Development at Liquent, the industry leader in Pharmaceutical Publishing and 
Enterprise Resource Planning (ERP) software. 

William D. Rieders has been a part of Cengage Learning management since January 2008 and 
was named Executive Vice President for Global Strategy & Business Development on 
September 15, 2011.  From July 2010 until September 2011, Mr. Rieders served as Executive 
Vice President, New Media prior to which he was Executive Vice President of Global New 
Media and Chief of Strategy, beginning in October 2008.  Between January and September 2008, 
he served as interim president of Nelson Education, Ltd., in Toronto, and currently serves on its 
Board of Directors.  Mr. Rieders also serves as a member of the board of managers of 
CourseSmart, LLC and is a past board member of the IMS Global Learning Consortium, as well 
as a member of the Board of the Charles River Watershed Association.  He is a graduate of 
Connecticut College and holds an M.B.A./M.S.I.A. from Carnegie Mellon University.  On April 
23, 2013, the Company announced Mr. Rieders’s decision to leave the Company, effective July 
12, 2013. 

Kevin Stone has served as the Chief Sales and Marketing Officer for the Company since 
December 2012.  Mr. Stone has more than 22 years of experience in the publishing industry, 
most recently serving as Chief Sales Officer of the Higher Education unit at Pearson.  Mr. Stone 
also worked at various subsidiaries of Pearson and held positions in editorial, marketing, 
technology and sales.  He holds an MBA from Boston University’s Graduate School of 
Management and a BS in Marketing from Oswego State University of New York. 
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Schedule 11

Debtors’ Gross Weekly Payroll Within 30 Days After the Petition Date 

Pursuant to E.D.N.Y. LBR 1007-4(a)(xiv)–(xv), the following provides the estimated 
amount of weekly payroll to the Debtors’ employees and the estimated amount to be paid to 
officers, stockholders, directors and financial and business consultants retained by Debtors, for 
the 30 day period following the Petition Date. 

Payments to Employees (Not including Officers, Directors and Stockholders)  $       23.1  million 

Payments to Officers, Directors and Stockholders  $       0.5 million 

   Officers  $       0.4  million 

   Directors  $       0.1    million 

   Stockholders  $       0.0   million 

Payments to Financial and Business Consultants  $       0.0 million 
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Schedule 12

Cash Receipts and Disbursements, 
Net Cash Gain or Loss, and Unpaid Obligations and Receivables

Pursuant to E.D.N.Y. LBR 1007-4(a)(xvi), the following provides, for the 30 day period 
following the Petition Date, the estimated cash receipts and disbursements, net cash gain or loss, 
and obligations and receivables expected to accrue that remain unpaid, other than professional 
fees.

Cash Receipts               $ 90.5   million 

Cash Disbursements               $ 80.2   million 

Net Cash Gain (Loss)               $ 10.3   million 

Unpaid Obligations               $ 30.9   million 

Unpaid Receivables             $ 283.9   million 
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RESTRUCTURING SUPPORT AGREEMENT 

This RESTRUCTURING SUPPORT AGREEMENT (this “Agreement”) is made and 
entered into as of July 2, 2013, by and among: (i) Cengage Learning Acquisitions, Inc. (the 
“Company”), Cengage Learning Holdco, Inc., Cengage Learning Holdings II, L.P., and Cengage 
Learning, Inc. (together with the Company, the “Debtors”), (ii) the undersigned Credit 
Agreement Lenders (as defined below) (together with their permitted successors and assigns, 
each, a “Consenting Credit Agreement Lender”), and (iii) the undersigned First Lien Noteholders 
(as defined below) (together with their permitted successors and assigns, each, a “Consenting 
First Lien Noteholder,” and together with the Consenting Credit Agreement Lender, the 
“Consenting Lenders” or  “Restructuring Support Parties”). Each of the Debtors, the Consenting 
Credit Agreement Lenders and the Consenting First Lien Noteholders shall be referred to as a 
“Party” and, collectively, as the “Parties.” 

Capitalized terms used but not otherwise defined herein shall have the meaning ascribed 
to such terms in the restructuring term sheet attached hereto as Exhibit A, which term sheet and 
all annexes thereto are expressly incorporated by reference herein and made a part of this 
Agreement as if fully set forth herein (as such term sheet, including all exhibits and annexes 
thereto, may be amended or modified in accordance with Section 6 hereof, the “Restructuring 
Term Sheet”). 

RECITALS 

WHEREAS, the Parties have engaged in arm’s length good faith discussions regarding a 
restructuring of the Debtors’ capital structure by any means (the “Restructuring”), including the 
Debtors’ indebtedness and obligations under (i) that certain Credit Agreement, dated as of July 5, 
2007, as subsequently amended by the Incremental Amendment, dated as of May 30, 2008 and 
the Amendment Agreement, dated as of April 10, 2012, and as further amended, modified, 
waived, or supplemented through the date hereof (as amended, the “First Lien Credit Facility”), 
by and among certain of the Debtors, JPMorgan Chase Bank, N.A., as administrative agent and 
collateral agent for the First Lien Credit Facility (in such capacity, the “Credit Agreement 
Agent”), and the various lenders from time to time party thereto (collectively with the holders of 
economic interests or economic rights relating to the loans issued under the First Lien Credit 
Facility, the “Credit Agreement Lenders”), and (ii) that certain Indenture, dated as of April 10, 
2012, providing for the issuance of 11.5% Senior Secured Notes due 2020 (as further amended, 
modified, waived, or supplemented through the date hereof, the “First Lien Indenture,” such 
notes issued under such First Lien Indenture, the “First Lien Notes,” and such holders of such 
First Lien Notes, the “First Lien Noteholders”), by and among certain of the Debtors and The 
Bank of New York Mellon, as trustee and collateral agent for the First Lien Indenture (the “First 
Lien Notes Agent” and together with the Credit Agreement Agent, the “First Lien Agents”); 

WHEREAS, each Party desires that the Restructuring be implemented through a joint
chapter 11 plan of reorganization for the Debtors on the terms and conditions set forth in the 
Restructuring Term Sheet, consistent with this Agreement (the “Agreed Restructuring Plan”), 
and in form and substance acceptable to the Required Consenting Lenders (as defined below) 
hereto;  
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WHEREAS, to effectuate the Restructuring, the Debtors propose to commence voluntary
reorganization cases (collectively, the “Chapter 11 Cases”) under chapter 11 of title 11 of the 
United States Code (the “Bankruptcy Code”) in the United States Bankruptcy Court for the 
Eastern District of New York (the “Bankruptcy Court”). In connection with the Chapter 11 
Cases, the Debtors intend to file a disclosure statement (as may be amended from time to time, 
the “Disclosure Statement”) and related Agreed Restructuring Plan; 

WHEREAS, as set forth herein and consistent with the terms and conditions set forth in 
the Restructuring Term Sheet, the Debtors have agreed to use commercially reasonable efforts 
to obtain a new first out revolving credit facility in connection with the Agreed Restructuring 
Plan and emergence of the Debtors from Chapter 11 Cases (the “New Revolving Credit 
Facility”), in form and substance reasonably satisfactory to the Debtors and the Required 
Consenting Lenders;

WHEREAS, as set forth herein and in the Restructuring Term Sheet, the Consenting 
Lenders have agreed, to the extent that replacement financing has not been obtained on the 
terms set forth in this Agreement, that the holders of the First Lien Claims shall receive their 
pro rata share of a new first lien term loan (the “Rollover Facility”), on the terms and conditions 
set forth on Exhibit B hereto (the “Rollover Facility Term Sheet”); provided that, to the extent 
that replacement financing on a new first lien term loan facility is available to the Debtors on 
commercially reasonable terms (the “New Term Loan Facility”), the Debtors have agreed to 
seek a New Term Loan Facility, subject to the limitations and consent rights set forth herein; 

WHEREAS, the Debtors, the Consenting Lenders and the Credit Agreement Agent 
have agreed to the terms of a consensual form of interim and final order (the “Cash Collateral 
Order”), in form and substance acceptable to the Consenting Lenders and the Credit Agreement 
Agent, regarding the Debtors’ postpetition use of the cash collateral (as such term is defined in 
section 363 of the Bankruptcy Code) of the holders of First Lien Claims (the “Cash 
Collateral”), pursuant to that certain form of cash collateral order attached hereto as Exhibit C 
(the “Form Cash Collateral Order”); 

WHEREAS, each Party has agreed to the terms of certain governance documentation,
including a shareholders’ agreement and a registration rights agreement, on substantially the 
terms set forth in the equity term sheet attached hereto as Exhibit D (the “Equity Term Sheet” 
and together with the Agreed Restructuring Plan, Disclosure Statement, Restructuring Term 
Sheet, the Form Cash Collateral Order, the Equity Term Sheet and Rollover Facility Term 
Sheet, the “Restructuring Documents and Term Sheets”); 

WHEREAS, subject to the execution of definitive documentation and appropriate
approvals by the Bankruptcy Court, the following sets forth the agreement among the Parties 
concerning their respective obligations; and 

WHEREAS, each Party has reviewed or has had the opportunity to review the
Restructuring Documents and Term Sheets and each Party has agreed to the terms of the 
Restructuring on the terms set forth in the Restructuring Documents and Term Sheets. 
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NOW, THEREFORE, in consideration of the covenants and agreements contained
herein, and for other valuable consideration, the receipt and sufficiency of which are hereby 
acknowledged, each Party, intending to be legally bound hereby, agrees as follows: 

AGREEMENT 

Section 1. Agreement Effective Date; Conditions to Effectiveness.
This Agreement shall become effective and binding upon each of the Parties immediately 

following the occurrence of the following conditions (the “Effective Date”): 

a. Counsel to the Restructuring Support Parties shall have received duly executed 
signature pages for this Agreement signed by each of the Debtors; 

b. The Debtors shall have received duly executed signature pages for this Agreement 
from the Restructuring Support Parties; and 

c. The Debtors, the Consenting Lenders and the Credit Agreement Agent shall have 
agreed on the Form Cash Collateral Order, which shall be in form and substance 
acceptable to the Consenting Lenders and the Credit Agreement Agent. 

Upon the Effective Date, the Restructuring Documents and Term Sheets shall be deemed 
effective for the purposes of this Agreement, and thereafter the terms and conditions therein may 
only be amended, modified, waived, or otherwise supplemented as set forth in Section 6 herein. 

Section 2. Restructuring Documents and Term Sheets. 
The Restructuring Documents and Term Sheets are expressly incorporated herein and are 

made part of this Agreement. The general terms and conditions of the Restructuring are set forth 
in the Restructuring Documents and Term Sheets; however, the Restructuring Documents and 
Term Sheets are supplemented by the terms and conditions of this Agreement. In the event of 
any inconsistencies between the terms of this Agreement and the Restructuring Documents and 
Term Sheets, the conflicting term of this Agreement shall control and govern. 

Section 3. Commitments Regarding the Restructuring Transactions. 
3.01. Agreement to Support. Subject to the terms and conditions hereof and for so long 

as this Agreement has not been terminated in accordance with the terms hereof, each of the 
Parties, as applicable, agrees to comply with the following covenants: 

(a) Consummation of the Transaction. 

(i) Each of the Parties hereby covenants and agrees to support 
consummation of the Restructuring, including the solicitation, confirmation, and 
consummation of the Agreed Restructuring Plan, as may be applicable, pursuant 
to the terms set forth in this Agreement and the Restructuring Documents and 
Term Sheets;  
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(ii) The Debtors hereby covenant and agree to use commercially 
reasonable efforts to obtain the New Revolving Credit Facility in connection with 
the emergence of the Debtors from the Chapter 11 Cases, in form and substance 
reasonably satisfactory to the Required Consenting Lenders; 

(iii) To the extent that a New Term Loan Facility is available on 
commercially reasonable terms in connection with the emergence of the Debtors 
from the Chapter 11 Cases, the Debtors hereby covenant and agree to obtain the 
New Term Loan Facility, in form and substance satisfactory to the Required 
Consenting Lenders (which approval will not be unreasonably withheld), in the 
amount of approximately $1,500,000,000; provided that, so long as the pro forma 
annual interest expense of such New Term Loan Facility is no more than 
$150,000,000, the reorganized Debtors shall be permitted to increase the principal 
amount of the New Term Loan Facility to up to $1,750,000,000; and in each case, 
shall distribute cash in the amount of all of the initial principal amount of the New 
Term Loan Facility pro rata to holders of allowed First Lien Claims as partial 
satisfaction of their respective allowed First Lien Claims; 

(iv) To the extent that a New Term Loan Facility is not available or 
approved pursuant to Section 3.01(a)(iii) above, the Consenting Lenders agree 
that the holders of the First Lien Claims shall receive their respective portion of 
the Rollover Facility (proportionately) in accordance with the terms set forth in 
the Rollover Facility Term Sheet, and otherwise on such terms and conditions and 
in form and substance acceptable to the Required Consenting Lenders and the 
Debtors; 

(v) Each of the Parties hereby covenants and agrees not to, in its 
capacity as a Party, or in any other capacity, in any material respect, (A) object to, 
delay, impede, or take any other action to interfere with the Restructuring, or (B) 
propose, file, support, or vote (or to cause any of the foregoing to occur) for any 
restructuring, workout, or chapter 11 plan for the Debtors other than the Agreed 
Restructuring Plan;  

(vi) So long as its vote has been properly solicited pursuant to sections 
1125 and 1126 of the Bankruptcy Code, including receipt of a Bankruptcy Court 
approved Disclosure Statement, each Consenting Lender hereby covenants and 
agrees to (i) vote or cause to be voted all principal amount of the outstanding 
obligations under the First Lien Credit Facility (the “Credit Agreement Lender 
Claims”) and all principal amount of the outstanding obligations under the First 
Lien Indenture (the “First Lien Noteholder Claims” and together with the Credit 
Agreement Lender Claims, including such claims in respect of any L/C 
Obligations (as defined in the First Lien Credit Agreement) and obligations under 
the Secured Hedge Agreement(s) (as defined in the First Lien Credit Facility), the 
“First Lien Claims”) that it holds, controls or has the ability to control to accept 
the Agreed Restructuring Plan by delivering its duly executed and timely 
completed ballot or ballots accepting the Agreed Restructuring Plan following 
commencement of the solicitation of acceptances of the Agreed Restructuring 
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Plan in accordance with sections 1125 and 1126 of the Bankruptcy Code and (ii) 
not change or withdraw such vote (or cause or direct such vote to be changed or 
withdrawn); provided, however, that such vote shall be immediately revoked and 
deemed void ab initio upon termination of this Agreement pursuant to the terms 
hereof; 

(vii) Each of the Consenting Lenders hereby covenants and agrees not 
to object to, vote or cause to be voted any of its First Lien Claims or other claims 
under its control to reject, the Agreed Restructuring Plan, or otherwise commence 
any proceeding to oppose the Agreed Restructuring Plan, the Disclosure 
Statement, or any other pleadings or reorganization documents filed by any of the 
Debtors in connection with the Agreed Restructuring Plan; 

(viii) Each of the Parties hereby covenants and agrees to not object, on 
any grounds, to the terms, conditions, nature or amount set forth in the Cash 
Collateral Order, except to the extent that such terms are not in form and 
substance acceptable to the Consenting Lenders; 

(ix) Each of the Parties hereby covenants and agrees to not object, on 
any grounds, to the terms, conditions, nature or amount of the Rollover Facility or 
the New Term Loan Facility, as the case may be, except to the extent that such 
terms are not set forth herein or in an exhibit hereto and are not otherwise in form 
and substance acceptable to the Required Consenting Lenders; and 

(x) Each of the Restructuring Support Parties hereby covenants and 
agrees to not directly or indirectly (i) seek, solicit, support, encourage, or vote its 
First Lien Claims for, consent to, or encourage any plan of reorganization, 
proposal, offer, dissolution, winding up, liquidation, reorganization, merger, 
consolidation, business combination, joint venture, partnership, sale of assets, or 
restructuring for any of the Debtors other than the Agreed Restructuring Plan and 
the New Term Loan Facility, or the Rollover Facility, as the case may be, (ii) 
seek, solicit, support or encourage post-petition financing, or (iii) take any other 
action that is inconsistent with, or that would delay or obstruct the proposal, 
solicitation, confirmation, or consummation of the Agreed Restructuring Plan. 

provided, however, that, except as otherwise expressly set forth in this Agreement, the 
foregoing provisions of this Section 3.01(a) will not (a) prohibit instruction to the Credit 
Agreement Agent to take or not to take any action relating to the maintenance, protection 
and preservation of the collateral under the First Lien Credit Facility; (b) prohibit the 
Credit Agreement Agent from taking any action relating to the maintenance, protection 
and preservation of the collateral under the First Lien Credit Facility; (c) prohibit the 
Credit Agreement Agent or the Consenting Lenders from objecting to any motion or 
pleading filed with the Bankruptcy Court seeking approval to use Cash Collateral (other 
than any motion or pleading filed in respect of the consensual Cash Collateral use 
arrangement described in the Cash Collateral Order); (d) limit the rights of the Parties 
under the applicable credit agreement or loan document, including the First Lien Credit 
Facility, First Lien Indenture, and/or applicable law to appear and participate as a party in 
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interest in any matter to be adjudicated in any case under the Bankruptcy Code (or 
otherwise) concerning the Debtors, so long as such appearance and the positions 
advocated in connection therewith are not inconsistent with this Agreement or the terms 
of the proposed Restructuring and do not hinder, delay or prevent consummation of the 
proposed Restructuring or (e) prohibit the Credit Agreement Agent or any Consenting 
Lender from appearing in proceedings for the purpose of contesting whether any matter 
or fact is or results in a breach of, or is inconsistent with, this Agreement (so long as such 
appearance is not for the purpose of hindering or intending to hinder, the Restructuring) 
or bringing any motion for the appointment of an examiner for limited purposes; 
provided, further that the Debtors hereby reserve their rights to oppose such relief; 
provided, further that except as expressly provided herein, this Agreement and all 
communications and negotiations among the Parties with respect hereto or any of the 
transactions contemplated hereunder are without waiver or prejudice to the Parties’ rights 
and remedies and the Parties hereby reserve all claims, defenses and positions that they 
may have with respect to each other; provided, further, that nothing in this Agreement 
shall be deemed to limit or restrict any action by any Party to enforce any right, remedy, 
condition, consent, or approval requirement under the Definitive Documents (as defined 
below). 

Notwithstanding the foregoing, nothing in this Agreement shall prevent any of the 
Debtors from taking or failing to take any action that it is obligated to take (or fail to 
take) in the performance of any fiduciary duty or as otherwise required by applicable law 
which such Debtor owes to any other person or entity under applicable law, provided, 
that it is agreed that any such action that results in a Termination Event hereunder shall 
be subject to the provisions set forth in Section 5 hereto. Each of the Debtors represent to 
the Restructuring Support Parties that as of the Effective Date, based on the facts and 
circumstances actually known by the Debtors as of the Effective Date, the Debtors’ entry 
into this Agreement is consistent with each of the Debtors’ fiduciary duties. 

(b) Definitive Documents.  Each Party hereby covenants and agrees to (x) 
negotiate in good faith each of the documents implementing, achieving and relating to the 
Restructuring, including without limitation, all definitive documents necessary for the Agreed 
Restructuring Plan, including without limitation, (A) all first-day motions, including those 
relating to, and applications, payment of general unsecured claims in the ordinary course, 
payment of utilities, payment of critical vendors, payments under customer programs, payment 
of wages to employees, payment to maintain insurance obligations, and of maintenance of the 
existing cash management system (collectively, the “First Day Motions”), (B) the Agreed 
Restructuring Plan, (C) the Disclosure Statement, ballots, and other solicitation materials in 
respect of the Agreed Restructuring Plan (collectively, the “Plan Solicitation Materials”), (D) the 
motion to approve the Disclosure Statement and seeking confirmation of the Agreed 
Restructuring Plan, (E) the proposed order approving the Plan Solicitation Materials and 
confirming the Agreed Restructuring Plan (the “Confirmation Order”), and (F)  the plan 
supplement (the “Plan Supplement”), which may include the shareholders’ agreement, the 
registration rights agreement, the credit agreements for the New Revolving Credit Facility, the 
Rollover Facility or the New Term Loan Facility, and all other post-effective date financing 
documents (including commitment letters), new or amended charter and by-laws, identity of new 
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board members and officers, and terms of the post-reorganization corporate structure and any 
annexes, exhibits, schedules, amendments, supplements or modifications and related documents 
with respect to any of the foregoing ((A) through (F), collectively, the “Definitive Documents”), 
which documents shall contain terms and conditions consistent in all respects with the 
Restructuring Documents and Term Sheets and be on terms acceptable to the Consenting 
Lenders holding, controlling or having the ability to control more than 66- % of the aggregate 
amount of First Lien Claims directly or indirectly held, controlled or having the ability to be 
controlled by the Consenting Lenders (the “Required Consenting Lenders”), and (y) execute (to 
the extent such Party is a party thereto) and otherwise support the Definitive Documents. 

(c) Fees.  The Debtors shall pay, when due and payable, all outstanding 
prepetition and all postpetition (a) reasonable and documented fees and expenses incurred by that 
certain ad hoc group of Credit Agreement Lenders and First Lien Noteholders (the “First Lien 
Group”), including, without limitation, the reasonable and documented fees and expenses 
incurred by Milbank Tweed, Hadley & McCloy LLP, as counsel to the First Lien Group, and 
Houlihan Lokey Capital, Inc., as financial advisors to the First Lien Group, (b) reasonable and 
documented fees and expenses incurred by counsel to the Credit Agreement Agent, Davis Polk 
& Wardwell LLP, and the financial advisor to the Credit Agreement Agent, Blackstone Advisory 
Partners, L.P., and (c) reasonable and documented fees and expenses incurred by Katten Muchin 
Rosenman LLP, counsel to the First Lien Notes Agent. 

(d) Investment Manager Limitation.  The obligations of any Consenting 
Lender in this Agreement are limited to, in the case of investment advisors, the First Lien Claims 
controlled by such investment manager in the funds or accounts it manages. 

3.02. Obligations of the Debtors.  Each Debtor hereby covenants and agrees to: 

(a) subject to entry into appropriate confidentiality agreements with the 
Debtors, permit and facilitate any and all due diligence necessary to consummate the 
Restructuring, including, but not limited to, (i) cooperating fully with the Restructuring Support 
Parties, and causing its officers, directors, employees, and advisors to cooperate fully, in 
furnishing information as and when reasonably requested by any Restructuring Support Party, 
including with respect to the Debtors’ financial affairs, finances, financial condition, business 
and operations, (ii) authorizing the Restructuring Support Parties to meet and/or have discussions 
with any of its officers, directors, employees and advisors from time to time as reasonably 
requested by any Restructuring Support Party to discuss any matters regarding the Debtors’ 
financial affairs, finances, financial condition, business and operations, and (iii) directing and 
authorizing all such persons and entities to fully disclose to the Restructuring Support Party, all 
information requested by such Restructuring Support Party regarding the foregoing; 

(b) file the Agreed Restructuring Plan, the Disclosure Statement, the Plan 
Solicitation Materials, and the motion to approve the Disclosure Statement, on or before 45 days 
following the date the Debtors commence the Chapter 11 Cases (the “Petition Date”);  

(c) (i) obtain entry of the Confirmation Order, in form and substance 
acceptable to the Required Consenting Lenders, with all exhibits, appendices, plan supplement 
documents, and related documents; provided that such order has not been vacated, stayed or 
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reversed (“Stayed”) and as to which the time to appeal, or seek certiorari or move for a new trial, 
reargument, or rehearing has expired and no appeal or petition for certiorari or other proceedings 
for a new trial, reargument, or rehearing has been timely taken, or as to which any appeal that 
has been taken or any petition for certiorari that has been or may be timely filed has been 
withdrawn or resolved by the highest court to which the order or judgment was appealed or from 
which certiorari was sought or the new trial, reargument, or rehearing shall have been denied, 
resulted in no modification of the Confirmation Order, or has otherwise been dismissed with 
prejudice, and (ii) cause the effective date of the Agreed Restructuring Plan (the “Plan Effective 
Date”) to occur within 135 days of the Petition Date; 

(d) to the extent practicable, endeavor to distribute draft copies of all motions, 
applications, proposed orders, pleadings and other related documents the Debtors intend to file 
with the Bankruptcy Court to counsel to the Consenting Lenders and the First Lien Agents at 
least three days prior to the date when the Debtors intend to file such document, provided that 
with respect to any such document relating to a Definitive Document, such document shall be 
provided on no less than five days’ notice, and prior to any such filing shall, to the extent 
practicable, endeavor to consult in good faith with such counsel regarding the form and 
substance of any such proposed filing;; 

(e) operate its business in the ordinary course, including, but not limited to, 
maintaining its accounting methods, using its commercially reasonable efforts to preserve the 
assets and its business relationships, continuing to operate its billing and collection procedures, 
using its commercially reasonable efforts to retain key employees, and maintaining its business 
records in accordance with its past practices; 

(f) timely file a formal objection to any motion filed with the Bankruptcy 
Court by a third party seeking the entry of an order (i) directing the appointment of an examiner 
with expanded powers to operate the Debtors’ businesses pursuant to section 1104 of the 
Bankruptcy Code or a trustee, (ii) converting the Chapter 11 Cases to cases under chapter 7 of 
the Bankruptcy Code, or (iii) dismissing the Chapter 11 Cases; provided that, for the avoidance 
of doubt, nothing in this Agreement shall prohibit or restrict the rights of the Consenting Lenders 
to seek an order for the appointment of an examiner for limited purposes; provided further, that 
the Debtors hereby reserve their rights to oppose such relief; 

(g) timely file a formal objection to any motion filed with the Bankruptcy 
Court by a third party seeking the entry of an order modifying or terminating the Debtors’ 
exclusive right to file and/or solicit acceptances of a plan of reorganization; 

(h) if the Debtors know or should know of a breach by such Debtor in any 
respect of any of the obligations, representations, warranties, or covenants of the Debtors set 
forth in this Agreement, furnish prompt written notice (and in any event within [3] business days 
of such actual knowledge) to the Restructuring Support Parties; and 

(i) that the Debtors shall not amend or restate the employment agreements for 
any member of its management prior to the consummation of the Restructuring without the prior 
written consent of the Required Consenting Lenders. 
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3.03. Voting; Forbearance. Subject to Section 3.01(d) hereof, as long as this Agreement 
has not been terminated in accordance with the terms hereof, each of the Restructuring Support 
Parties covenants and agrees, subject to the receipt by such Restructuring Support Party of the 
Plan Solicitation Materials, to (i) vote or cause to be voted its First Lien Claims (inclusive of any 
Claim acquired pursuant to Section 3.04 hereof; provided, however, that as used herein, 
“Claims” shall not include any claim held in a fiduciary capacity or held by any other distinct 
business unit of such Party (other than the business unit or division expressly identified on the 
signature pages hereto), unless such business unit is or becomes a party to this Agreement) to 
accept the Agreed Restructuring Plan by delivering or causing to be delivered the duly executed 
and completed ballots accepting the Agreed Restructuring Plan on a timely basis following the 
commencement of the solicitation and its actual receipt of the Plan Solicitation Materials and 
ballot, and (ii) not change or withdraw (or cause to be changed or withdrawn) such votes.  

3.04. Transfer of Interests and Securities.  

(a) Except as expressly provided herein, this Agreement shall not in any way 
restrict the right or ability of any Restructuring Support Party to sell, use, assign, transfer, or 
otherwise dispose of (“Transfer”) any of the First Lien Claims; provided, however, that for the 
period commencing as of the date such Restructuring Support Party executes this Agreement 
until termination of this Agreement pursuant to the terms hereof, no Restructuring Support Party 
shall Transfer any rights with respect to the First Lien Claims and any purported Transfer of any 
rights with respect to the First Lien Claims shall be void and without effect, unless (a) the 
transferee is a Restructuring Support Party or (b) if the transferee is not a Restructuring Support 
Party, at or prior to closing of the Transfer, such transferee delivers to the Company, at or prior 
to the time of the proposed Transfer, an executed copy of a transfer agreement in the form of 
Exhibit E attached hereto pursuant to which such transferee shall assume all obligations of the 
Restructuring Support Party transferor hereunder in respect of the rights with respect to the First 
Lien Claims being transferred (such transferee, if any, to also be a Restructuring Support Party 
hereunder).  For the avoidance of doubt, all First Lien Claims held or controlled by any 
Restructuring Support Party, regardless of whether acquired before or after the date of this 
Agreement shall be subject to, and shall be treated in accordance with, the terms of this 
Agreement. Any Transfer that does not comply with the foregoing shall be deemed void ab
initio. This Agreement shall in no way be construed to preclude the Restructuring Support 
Parties from acquiring additional First Lien Claims or rights with respect to any additional First 
Lien Claims so long as such additional First Lien Claims are treated in accordance with the terms 
of this Agreement. 

(b) Notwithstanding the foregoing Section 3.04(a), (i) any Restructuring 
Support Party may transfer (by purchase, sale, assignment, participation or otherwise) any right, 
title or interest in such First Lien Claims against the Debtors to an entity that is acting in its 
capacity as a Qualified Marketmaker (as defined below) without the requirement that the 
Qualified Marketmaker be or become an RSA Party (as defined below), provided that the 
Qualified Marketmaker subsequently transfers (by purchase, sale, assignment, participation or 
otherwise) the right, title or interest in such First Lien Claims against the Debtors to a transferee 
that is or becomes an RSA Party, and (ii) to the extent that a Restructuring Support Party is 
acting in its capacity as a Qualified Marketmaker, it  may transfer (by purchase, sale, assignment, 
participation or otherwise) any right, title or interest in such First Lien Claims against the 
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Debtors that the Qualified Marketmaker acquires from a holder of the First Lien Claims who is 
not an RSA Party without the requirement that the transferee be or become an RSA Party. 

(c) For these purposes, a “Qualified Marketmaker” means an entity that (x) 
holds itself out to the market as standing ready in the ordinary course of its business to purchase 
from customers and sell to customers claims against the Debtors (including debt securities or 
other debt) or enter with customers into long and short positions in claims against the Debtors 
(including debt securities or other debt), in its capacity as a dealer or market maker in such 
claims against the Debtors, and (y) is in fact regularly in the business of making a market in 
claims against issuers or borrowers (including debt securities or other debt); and an “RSA Party” 
means an entity that is a party to this Agreement or executes a transfer agreement in the form of 
Exhibit E attached hereto with respect to the transferred right, title or interest in such First Lien 
Claims. 

Section 4. Representations and Warranties. 
4.01. Representations of the Debtors. Notwithstanding any other provision herein or 

any subsequent termination of this Agreement, the Debtors hereby irrevocably acknowledge, 
confirm and agree that as of the date hereof: 

(a) that entering into this Agreement and the consummation of the 
transactions contemplated hereby (including the receipt by the Credit Agreement Lenders and the 
First Lien Noteholders of all or substantially all of the equity in the reorganized Company), will 
not (i) conflict with or result in a violation or breach of, (ii) constitute (with or without notice or 
lapse of time or both) a default under, (iii) require any Debtor or any of its subsidiaries to obtain 
any consent, approval or action of, make any filing with or give any notice to any person as a 
result or under the terms of, (iv) result in or give to any person any right of termination, 
cancellation, acceleration or modification in or with respect to, (v) result in or give to any person 
any additional rights or entitlement to increased, additional, accelerated or guaranteed payments 
under, or (vi) result in the creation or imposition of any lien upon the Debtors or any of its 
subsidiaries or any of their respective assets and properties under, any material contract or 
license to which any Debtor or any subsidiary is a party or by which any of their respective 
assets and properties is bound. 

4.02. Mutual Representations and Warranties. Subject to Section 3.01(d) hereof, each 
of the Parties, severally and not jointly, represents, warrants, and covenants to each other Party, 
as of the date of this Agreement, as follows (each of which is a continuing representation, 
warranty, and covenant): 

(a) It is validly existing and in good standing under the laws of the state of its 
organization, and this Agreement is a legal, valid, and binding obligation of such Party, 
enforceable against it in accordance with its terms, except as enforcement may be limited by 
applicable laws; 

(b) Except as expressly provided in this Agreement, it has all requisite direct 
or indirect power and authority to enter into this Agreement and to carry out the Restructuring 
contemplated by, and perform its respective obligations under, this Agreement; 
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(c) The execution and delivery of this Agreement and the performance of its 
obligations hereunder have been duly authorized by all necessary action on its part and no 
consent, approval or action of, filing with or notice to any governmental or regulatory authority 
is required in connection with the execution, delivery and performance of this Agreement; and 

(d) It has been represented by legal counsel of its choosing in connection with 
this Agreement and the transactions contemplated by this Agreement, has had the opportunity to 
review this Agreement with its legal counsel and has not relied on any statements made by any 
other Party or its legal counsel as to the meaning of any term or condition contained herein or in 
deciding whether to enter into this Agreement or the transactions contemplated hereof. 

4.03. Representations of Consenting Lenders. Subject to Section 3.01(d) hereof, each of 
the Consenting Lenders, severally and not jointly, represents and warrants that, as of the date 
such Consenting Lender executes and delivers this Agreement: 

(a) it is the sole beneficial owner of the face amount of the First Lien Claims, 
or is the nominee, investment manager, advisor for the beneficial holders or otherwise has the 
ability to vote or cause to be voted the First Lien Claims, as reflected in such Consenting 
Lender’s signature block to this Agreement, which amount the Debtors and each Consenting 
Lender understands and acknowledges is proprietary and confidential to such Consenting 
Lender; and 

(b) has the direct or indirect authority to act on behalf of, cause to be voted or 
vote and consent to matters concerning the First Lien Claims and to dispose of, exchange, assign 
and transfer such rights with respect to the First Lien Claims. 

Section 5. Termination Events. 
5.01. Lender Termination Events. This Agreement shall be automatically terminated as 

to all Parties upon the occurrence and continuation of any of the following events (each, a 
“Lender Termination Event”), unless the Required Consenting Lenders waive such Lender 
Termination Event in writing within three days of the occurrence of such Lender Termination 
Event: 

(a) Lender Termination Events: 

(i) The failure of the Debtors to comply with Section 3.02(b) or 
Section 3.02(c) hereof; or 

(ii) the termination of the use of Cash Collateral as described in the 
Cash Collateral Order; 

(iii) the breach in any respect by the Debtors of (or failure to satisfy) 
any of the obligations, representations, warranties, or covenants of such Party set 
forth in this Agreement (including, without limitation, in Section 3.02 hereof); 

(iv) the Debtors file any motion, pleading, or related document with the 
Bankruptcy Court, with each of the foregoing in a manner that is inconsistent in 
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any respect with this Agreement or the Restructuring Documents and Term 
Sheets, and such motion, pleading, or related document has not been withdrawn 
after three days of the Debtors receiving written notice in accordance with Section 
8.10 hereof from the Required Consenting Lenders that such motion or pleading 
violates this Section 5.01(a)(iv); 

(v) subject to Section 5.01(d) below, the Bankruptcy Court enters an 
order approving debtor-in-possession financing or exit financing (unless described 
herein or otherwise agreed to by the Credit Agreement Agent and the Required 
Consenting Lenders); 

(vi) any of the Definitive Documents or any order entered by the 
Bankruptcy Court related thereto shall have been modified, abrogated, terminated, 
or otherwise are not in full force and effect, in each case without the consent of 
the Required Consenting Lenders; 

(vii) the issuance by any governmental authority, including any 
regulatory authority or court of competent jurisdiction, of any ruling or order 
enjoining the consummation of the Restructuring in a way that cannot be 
reasonably remedied by the Debtors in a manner that is satisfactory to the Credit 
Agreement Agent and the Required Consenting Lenders; 

(viii) the Bankruptcy Court enters an order (i) directing the appointment 
of an examiner with expanded powers to operate the Debtors’ businesses pursuant 
to section 1104 of the Bankruptcy Code or a trustee in any of the Chapter 11 
Cases, (ii) converting any of the Chapter 11 Cases to cases under chapter 7 of the 
Bankruptcy Code, or (iii) dismissing any of the Chapter 11 Cases; 

(ix) the Bankruptcy Court enters an order terminating the Debtors’ 
exclusive right to file a plan of reorganization pursuant to section 1121 of the 
Bankruptcy Code;  

(x) if the Debtors exercise their “fiduciary out” as a debtor-in-
possession as provided for in Section 3.01 of this Agreement;  

(xi) a condition precedent to funding under the New Revolving Credit 
Facility shall not have been satisfied; 

(xii) to the extent that the New Term Loan Facility is obtained 
consistent herewith, a condition precedent to funding under the New Term Loan 
Facility shall not have been satisfied; and

(xiii) to the extent that the New Term Loan Facility is not obtained 
consistent herewith, the Rollover Facility shall not have been made available to 
the reorganized Debtors on the terms described herein; 

(b) Lender Termination Event Resulting in Automatic Termination:  
Notwithstanding anything to the contrary herein, if the Restructuring, as contemplated pursuant 
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to this Agreement does not occur on or prior to 135 days after the Petition Date, any Consenting 
Lender may terminate its obligations under this Agreement after providing written notice to the 
Parties in accordance with Section 8.10 hereof. 

(c) No Violation of Automatic Stay.  The Required Consenting Lenders and 
the First Lien Agents on behalf of the Consenting Lenders are authorized to take any steps 
necessary to effectuate the termination of this Agreement, as applicable, including the sending of 
any applicable notices to the Company, notwithstanding section 362 of the Bankruptcy Code or 
any other applicable law and provide that no cure period contained in this Agreement or the Cash 
Collateral Order shall be extended pursuant to sections 108 or 365 of the Bankruptcy Code or 
any other applicable law without the prior written consent of the Credit Agreement Agent and 
the Required Consenting Lenders.   

(d) A Lender Termination Event shall not occur if the Debtors pursue or the 
Bankruptcy Court approves exit financing on terms materially better than the New Revolving 
Credit Facility or the New Term Loan Facility (or the Rollover Facility, as the case may be), as 
determined by the Required Consenting Lenders. 

5.02. Debtors Termination Events.  The Debtors may terminate their obligations and 
liabilities under this Agreement upon three (3) business days prior written notice delivered in 
accordance with Section 8.10 hereof, upon the occurrence of any of the following events (each, a 
“Company Termination Event” and together with the Lender Termination Events, the 
“Termination Events”) (a) the material breach by any of the Restructuring Support Parties (other 
than the Debtors) of any of the representations, warranties, or covenants of such Parties set forth 
in this Agreement that would have a material adverse impact on the consummation of the 
Restructuring (taken as a whole) that remains uncured for a period of five business days after the 
receipt by the breaching Parties of written notice of such breach from the Debtors, (b) the 
issuance by any governmental authority, including any regulatory authority or court of 
competent jurisdiction, of any final, non-appealable ruling or order that would have a material 
adverse impact on the consummation of the Restructuring (taken as a whole), or (c) following the 
Debtors determining that proceeding with the transactions contemplated by this Agreement 
would be inconsistent with the continued exercise of its fiduciary duties. 

Notwithstanding any provision in this Agreement to the contrary, no party shall terminate this 
Agreement if such party (in any capacity that is Party to this Agreement) is in breach of any 
provision hereof; provided that the Debtors may terminate under section 5.02(c) notwithstanding 
any existing breach by the Debtors. 

5.03.  Mutual Termination. This Agreement, and the obligations of all Parties 
hereunder, may be terminated by mutual written agreement among (a) the Debtors, (b) the 
Consenting Credit Agreement Lenders and (c) the Consenting First Lien Noteholders. 

5.04. Individual Lender Termination.  In the event of a material breach or material 
violation of Section 6 hereof, a Consenting Lender adversely impacted by such material breach 
or material violation may terminate its rights and obligations under this Agreement without 
effecting the obligations of the other Parties hereto by providing notice of the same in 
accordance with Section 8.10 hereof. 
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5.05. Effect of Termination. Upon termination of this Agreement with respect to an 
individual Consenting Lender pursuant to Section 5.01(b) or 5.04, this Agreement shall terminate 
solely with respect to the applicable and remain valid and binding on all non-terminating Parties. 
Upon termination of this Agreement under Section 5.01(a) or 5.02, (i) this Agreement shall be of 
no further force and effect and each Party hereto shall be released from its commitments, 
undertakings, and agreements under or related to this Agreement and shall have the rights and 
remedies that it would have had it not entered into this Agreement, and shall be entitled to take 
all actions, whether with respect to the Restructuring or otherwise, that it would have been 
entitled to take had it not entered into this Agreement, and (ii) any and all consents tendered by 
the Restructuring Support Parties prior to such termination shall be deemed, for all purposes, to 
be null and void ab initio, shall not be considered or otherwise used in any manner by the Parties 
in connection with the Restructuring and this Agreement or otherwise and such consents may be 
changed or resubmitted regardless of whether the applicable voting deadline has passed (without 
the need to seek a court order or consent from the Debtors allowing such change or 
resubmission). Upon termination of this Agreement under Section 5.04, this Agreement shall be 
of no further force and effect as to the individual Consenting Lender terminating its obligations 
hereunder and such Consenting Lender shall be released from its commitments, undertakings, 
and agreements under or related to this Agreement and shall have the rights and remedies that it 
would have had it not entered into this Agreement, and shall be entitled to take all actions, 
whether with respect to the Restructuring or otherwise, that it would have been entitled to take 
had it not entered into this Agreement. Notwithstanding the foregoing, other than in the case of 
mutual termination under Section 5.03, any claim for breach of this Agreement that accrued prior 
to the date of a Party’s termination or termination of this Agreement (as the case may be) and all 
rights and remedies of the Parties hereto shall not be prejudiced as a result of termination. 

5.06. Termination Upon Consummation of the Restructuring. This Agreement shall 
terminate automatically without any further required action or notice on, as applicable, the Plan 
Effective Date of the Agreed Restructuring Plan. 

Section 6. Amendments.   

Except as otherwise provided herein, this Agreement, the Restructuring Documents 
and Term Sheets or any annexes thereto may not be modified, amended, or supplemented 
without prior written agreement signed by (a) each of the Debtors, and (b) the Required 
Consenting Lenders; provided, however, that notwithstanding anything to the contrary herein, 
any modification, amendment or supplement to this Agreement, the Restructuring Documents 
and Term Sheets, any Definitive Documents, or any other agreement contemplated as part of 
this Restructuring that alters any of the economic terms set forth herein or in the Restructuring 
Documents and Term Sheets, or any of the annexes thereto in any manner adverse to a 
Restructuring Support Party (in such party’s reasonable discretion), shall require the consent of 
such Restructuring Support Party. 

Section 7. No Solicitation.   

Notwithstanding anything to the contrary, this Agreement is not and shall not be deemed 
to be (a) a solicitation of consents to the Agreed Restructuring Plan or any chapter 11 plan or 
(b) an offer for the issuance, purchase, sale, exchange, hypothecation, or other transfer of 
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securities or a solicitation of an offer to purchase or otherwise acquire securities for purposes of 
the Securities Act and the Securities Exchange Act of 1934, as amended.  The acceptance of 
the Credit Agreement Lenders and the First Lien Noteholders will not be solicited until the 
Credit Agreement Lenders and the First Lien Noteholders, as applicable, have received the 
Disclosure Statement and related ballot, as approved by the Bankruptcy Court. 

Section 8. Miscellaneous.   

8.01. Further Assurances. Subject to the other terms of this Agreement, the Parties 
agree to execute and deliver such other instruments and perform such acts, in addition to the 
matters herein specified, as may be reasonably appropriate or necessary, from time to time, to 
effectuate the Restructuring in a manner materially consistent with the terms set forth in the 
Restructuring Documents and Term Sheets, as applicable. 

8.02. Complete Agreement. This Agreement, exhibits and the annexes hereto represent 
the entire agreement between the Parties with respect to the subject matter hereof and supersede 
all prior agreements, oral or written, between the Parties with respect thereto. No claim of 
waiver, modification, consent, or acquiescence with respect to any provision of this Agreement 
shall be made against any Party, except on the basis of a written instrument executed by or on 
behalf of such Party. 

8.03. Parties. This Agreement shall be binding upon, and inure to the benefit of, the 
Parties. No rights or obligations of any Party under this Agreement may be assigned or 
transferred to any other person or entity except as provided in Section 3.04 hereof. Nothing in 
this Agreement, express or implied, shall give to any person or entity, other than the Parties, any 
benefit or any legal or equitable right, remedy, or claim under this Agreement. 

8.04. Headings. The headings of all Sections of this Agreement are inserted solely for 
the convenience of reference and are not a part of and are not intended to govern, limit, or aid in 
the construction or interpretation of any term or provision hereof. 

8.05. GOVERNING LAW; SUBMISSION TO JURISDICTION; SELECTION OF 
FORUM; WAIVER OF TRIAL BY JURY. THIS AGREEMENT IS TO BE GOVERNED BY 
AND CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF NEW 
YORK APPLICABLE TO CONTRACTS MADE AND TO BE PERFORMED IN SUCH 
STATE, WITHOUT GIVING EFFECT TO THE CONFLICT OF LAWS PRINCIPLES 
THEREOF (EXCEPT FOR SECTION 5-1401 OF THE NEW YORK GENERAL 
OBLIGATIONS LAW). Each Party hereto agrees that it shall bring any action or proceeding in 
respect of any claim arising out of or related to this Agreement, to the extent possible, in either 
the United States District Court for the Eastern District of New York or any New York State 
court sitting in New York City or following the Petition Date, the Bankruptcy Court (the 
“Chosen Courts”), and solely in connection with claims arising under this Agreement (a) 
irrevocably submits to the exclusive jurisdiction of the Chosen Courts, (b) waives any objection 
to laying venue in any such action or proceeding in the Chosen Courts, and (c) waives any 
objection that the Chosen Courts are an inconvenient forum or do not have jurisdiction over any 
Party hereto. Each Party hereto irrevocably waives any and all right to trial by jury in any legal 
proceeding arising out of or relating to this Agreement or the transactions contemplated hereby. 
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Notwithstanding the foregoing, upon the commencement of the Chapter 11 Cases, each of the 
parties hereto hereby agrees that, if the petitions have been filed and the Chapter 11 Cases are 
pending, the Bankruptcy Court shall be the Chosen Court. 

8.06. Execution of Agreement. This Agreement may be executed and delivered (by 
facsimile, electronic mail, or otherwise) in any number of counterparts, each of which, when 
executed and delivered, shall be deemed an original, and all of which together shall constitute the 
same agreement. 

8.07. Interpretation. This Agreement is the product of negotiations between the Parties, 
and in the enforcement or interpretation hereof, is to be interpreted in a neutral manner, and any 
presumption with regard to interpretation for or against any Party by reason of that Party having 
drafted or caused to be drafted this Agreement, or any portion hereof, shall not be effective in 
regard to the interpretation hereof. 

8.08. Successors and Assigns. This Agreement is intended to bind and inure to the 
benefit of the Parties and their respective successors, assigns, heirs, executors, administrators, 
and representatives, other than a trustee or similar representative appointed in a bankruptcy case. 

8.09. Acknowledgements. Notwithstanding anything herein to the contrary, (a) this 
Agreement shall not be construed to limit the Debtors or any member of the Debtors’ boards of 
director’s exercise (in its sole discretion) of its fiduciary duties to any person, including but not 
limited to those arising from the Company’s status as a debtor or debtor in possession under the 
Bankruptcy Code or under other applicable law, and any such exercise of such fiduciary duties 
shall not be deemed to constitute a breach of the terms of this Agreement; [and (b) if any 
Consenting Lender is appointed to and serves on an official committee in the Chapter 11 Cases, 
the terms of this Agreement shall not be construed so as to limit such Party’s exercise (in its sole 
discretion) of its fiduciary duties to any person arising from its service on such committee, and 
any such exercise of such fiduciary duties shall not be deemed to constitute a breach of the terms 
of this Agreement]; provided, however, that nothing in this Agreement shall be construed as 
requiring any Consenting Lender to serve on any official committee in the Chapter 11 Cases. 
Nothing in this Agreement shall limit in any way the right of a Consenting Lender to participate 
in the Chapter 11 Cases; provided that such participation does not violate and is not inconsistent 
with the terms of this Agreement and the Restructuring Documents and Term Sheets. 

8.10. Notices. All notices hereunder shall be deemed given if in writing and delivered, 
if sent by electronic mail, courier, or registered or certified mail (return receipt requested) to the 
following addresses (or at such other addresses as shall be specified by like notice): 

(a) if to the Debtors, to: 

Cengage Learning 
200 First Stamford Place, 4th Floor 
Stamford, Connecticut 06902 
New York, New York 10005 
Attention:  Kenneth A. Carson, General Counsel 
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with copies (which shall not constitute notice) to: 

Kirkland & Ellis LLP 
601 Lexington Avenue 
New York, New York 10022 
Attention:  Jonathan S. Henes and Christopher J. Marcus 
E-mail addresses: jonathan.henes@kirkland.com, 

christopher.marcus@kirkland.com 
-and- 
 
Kirkland & Ellis LLP 
300 North LaSalle 
Chicago, Illinois 60654 
Attention:  Ross. M. Kwasteniet 
E-mail addresses: ross.kwasteniet@kirkland.com 
 

(b) if to a Consenting Lender or a transferee thereof, to the address set forth 
below following the Consenting Lender’s signature (or as directed by any transferee thereof), as 
the case may be. 

with copies (which shall not constitute notice) to: 

Milbank, Tweed, Hadley & McCloy LLP 
One Chase Manhattan Plaza 
New York, New York 10005 
Attention: Dennis Dunne 
      Lauren Cohen 
E-mail address: ddunne@milbank.com 

  ldoyle@milbank.com 
 

and in the case of JPMorgan Chase Bank, N.A., with additional copies 
(which shall not constitute notice) to: 
 
Davis Polk & Wardwell LLP 
450 Lexington Avenue 
New York, New York 10024 
Attn: Damian S. Schaible 
         Darren S. Klein 

 E-mail address: damian.schaible@davispolk.com 
    darren.klein@davispolk.com  

 
All Consenting Lenders shall be provided reasonable notice of any actions or documents 
requiring the consent of some or all Consenting Lenders. 

Any notice given by hand delivery, electronic mail, mail, or courier shall be effective when 
received. 
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8.11. Access. The Debtors will afford the First Lien Agents, the Credit Agreement 
Lenders, the First Lien Noteholders and each of their respective attorneys, consultants, 
accountants, and other authorized representatives reasonable access, upon reasonable notice 
during normal business hours, to all properties, books, contracts, commitments, records, 
management personnel, lenders, and advisors of the Debtors; provided, however, that the 
Debtors’ obligation hereunder shall be conditioned upon such Party being party to an executed 
confidentiality agreement approved by and with the Company, unless such Party is otherwise 
subject to confidentiality obligations in connection with the First Lien Credit Facility, the First 
Lien Indenture or the Restructuring. 

8.12. Waiver. Except as expressly provided in this Agreement, nothing herein is 
intended to, or does, in any manner waive, limit, impair, or restrict any right of any Restructuring 
Support Party or the ability of each of the Restructuring Support Parties to protect and preserve 
its rights, remedies, and interests, including, without limitation, its claims against or interests in 
the Debtors including under the First Lien Credit Agreement, the First Lien Indenture and 
applicable law.  If the Restructuring is not consummated, or if this Agreement is terminated for 
any reason (other than Section 5.03 hereof), the Parties fully reserve any and all of their rights. 
Pursuant to Rule 408 of the Federal Rules of Evidence and any other applicable rules of 
evidence, this Agreement and all negotiations relating hereto shall not be admissible into 
evidence in any proceeding other than a proceeding to enforce its terms. 

8.13. Several, Not Joint, Obligations. The agreements, representations, and obligations 
of the Parties under this Agreement are, in all respects, several and not joint. It is understood and 
agreed that any Consenting Lender may trade in the First Lien Claims or other debt or equity 
securities of the Debtors without the consent of the Debtors or any other Consenting Lender, 
subject to applicable laws, if any, Section 3.04 herein and the First Lien Credit Facility or First 
Lien Indenture (as each may be applicable).  No Consenting Lender shall have any responsibility 
for any such trading by any other entity by virtue of this Agreement. 

8.14. Remedies Cumulative. All rights, powers, and remedies provided under this 
Agreement or otherwise available in respect hereof at law or in equity shall be cumulative and 
not alternative, and the exercise of any right, power, or remedy thereof by any Party shall not 
preclude the simultaneous or later exercise of any other such right, power, or remedy by such 
Party. 

8.15. No Third-Party Beneficiaries. Unless expressly stated herein, this Agreement 
shall be solely for the benefit of the Parties, and no other person or entity shall be a third-party 
beneficiary hereof. 

8.16. Automatic Stay. The Parties acknowledge that the giving of notice or termination 
by any Party pursuant to this Agreement shall not be violation of the automatic stay of section 
362 of the Bankruptcy Code. 

8.17. Survival of Agreement. Each of the Parties acknowledges and agrees that this 
Agreement is being executed in connection with negotiations concerning a possible financial 
restructuring of the Debtors and in contemplation of possible chapter 11 filings by the Debtors, 
and (a) the rights granted in this Agreement are enforceable by each signatory hereto without 
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approval of the Bankruptcy Court, and (b) the Debtors waive any rights to assert that the 
exercise of such rights violate the automatic stay, or any other provisions of the Bankruptcy 
Code. 

8.18. Settlement Discussions. This Agreement and the Restructuring Documents  
and Term Sheets are part of a proposed settlement of matters that could otherwise be the 
subject of litigation among the Parties hereto.  Nothing herein shall be deemed an admission of 
any kind.  Pursuant to Federal Rule of Evidence 408 and any applicable state rules of 
evidence, this Agreement and all negotiations relating thereto shall not be admissible into 
evidence in any proceeding other than a proceeding to enforce the terms of this Agreement. 

8.19. Consideration. The Parties hereby acknowledge that no consideration, other than 
that specifically described herein, the Restructuring Documents and Term Sheet shall be due or 
paid to any Party for its agreement to vote to accept the Agreed Restructuring Plan in 
accordance with the terms and conditions of this Agreement. 

Section 9. Disclosure.  Prior to any disclosure, the Debtors shall submit to counsel for the
Restructuring Support Parties all press releases and public documents that constitute the initial 
disclosure of the existence or terms of this Agreement or any amendment to the terms of this 
Agreement. Except as required by law (as determined by outside counsel to the Debtors, and 
with reasonable prior notice to the Restructuring Support Parties), the Debtors shall not (x) use 
the name of any Restructuring Support Party in any public manner without such Party’s prior 
written consent, or (y) disclose to any person other than legal and financial advisors to the 
Debtors the principal amount or percentage of any First Lien Claims or any other securities of 
the Debtors or any of their respective subsidiaries held by any Consenting Lenders; provided, 
however, that the Debtors shall be permitted to disclose at any time the aggregate principal 
amount of and aggregate percentage of the First Lien Claims held by the Consenting Lenders; 
provided further, however, that when the Debtors file this Agreement with the Bankruptcy Court, 
the Debtors shall redact the names of any Restructuring Support Party from the recitals of this 
Agreement and any signature pages hereto. The Debtors shall not request or demand that any 
entity or committee representing more than one of the Credit Agreement Lenders, including, 
solely for the purposes hereof, the Credit Agreement Agent, any Consenting Lender, and any 
professional representing any or all of the foregoing, file a verified statement pursuant to rule 
2019 of the Federal Rules of Bankruptcy Procedure. 

[Signatures on Following Page] 
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